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The  all-new  Toyota  Cressida. 
Lavish.  Extravagant.  Uniquely 
European  in  look. This  is  a  sedan 
different  from  any  Toyota  you  have 
seen  before. 

Inside,  the  new  Cressida  offers 
every  comfort  and  convenience  fea- 
ture you  could  expect  in  the  world's 
highest-priced  automobiles — and 
then  some.  Power  windows,  cruise 
control,  climate  control  and  AM  FM 
MPX  4-speaker  stereo  are  standard 


equipment,  of  course. 

But  Cressida's  state-of-the-art 
engineering  includes  much  more. 
Like  a  unique  automatic  shoulder- 
seat  belt  system.  The  belt  is  guided 
around  you  by  an  electric  motor!  And 
an  optional  cassette  player  with  am- 
plifier and  graphic  equalizer,  for  the 
ultimate  in  automotive  sound. 

Performance  of  the  Cressida  is 
also  impressive.  Both  the  Cressida 
Sedan  and  5-Door  Wagon  feature 


TOYOTA 


electronic  fuel  injection  and  an  in- 
novative 4-speed  automatic  over- 
drive transmission,  to  enhance  the 
new  2.8  liter  engine's  efficiency. 
MacPherson  strut  front  suspension 
assures  a  soft,  controlled  ride. 

The  Toyota  Cressida.  if  you're 
wondering  why  you  should  buy  a 
luxury  car  from  a  company  famous 
for  economy  cars,  you  need  do  only 
one  thing.  Drive  a  Cressida,  and  feel 
how  sumptuous  a  Toyota  can  be. 


INTRODUCING  THE  1981  CRESSIDA. 

THE  SUMPTUOUS 
TOYOTA. 


What  puts  a 
domestic  bank  among 

the  world's  top  25? 


O  ince  Rabobank  seems  to 
be  a  mainly  domestic  bank,  that 
needs  some  explanation:  Rabo- 
bank is  a  co-operative  banking 
organization  with  3, 100  offices 
in  the  Netherlands.  Therefore 
on-the-spot  services  are 
available  in  every  part  of  the 
country. 


A< 


.dditional  strength  is 
derived  from  the  membership  in 
the  Unico  Banking  Group,  in 
which  Rabobank  works  together 
with  5  other  major  European  co- 
operative banks.  As  agroup  these 
banks  have  total  assets  of  US 


$  360  billion  and  36,000  offices. 

I  f  you  agree  that  both 
domestic  and  international 
business,  depend  on  attention  to 
small  detail,  we'd  like  to  meet 
you...  and  help. 


B 


•y  providing  90%  of  all 
loans  to  the  Dutch  agricultural 
sector,  Rabobank  is  the  largest 
source  of  credit  to  the  domestic 
green  sector.  And  plays  a  key 
role  in  agribusiness  finance. 
Of  all  Dutch  exports  25% 
consist  of  agricultural  products. 
The  importance  of  agribusiness 
for  Dutch  foreign  trade  gives 
Rabobank  an  extensive  and 
up-to-date  knowledge  of  inter- 
national trade  finance. 


O, 


'ne  third  of  all  Dutch 
companies  conduct  their  finan- 
cial business  through  Rabo- 
ik.  More  than  40%  of  all 
-ch  savings  are  entrusted  to 
obank. 


ith  total  assets  of  more 
97  billion  Dutch  guilders 
^rox.  US  $  46  billion)  Rabo- 
<  ranks  among  the  25  largest 
ks  in  the  world. 


Rembrandt  country  is  Rabobank  country.  The  country  where  traditions 
of  excellence  continue  to  flourish. 


Rabobank  Nederland,  International  Division,  Catharijnesingel  30, 
3511  GB  Utrecht,  the  Netherlands.  Telex  40200. 

Branch  Office  New  York,  245  Park  Avenue,  New  York,  NY  10167, 
United  States  of  America.  Telex  424337. 
Representative  Office  Frankfurt,  Friedrich-Ebert-Anlage  2-14, 
D-6000  Frankfurt  am  Main  1,  West  Germany.  Telex  413873. 

Rabobank  S 

Rembrandt  country  is  Rabobank  country 


AMF  TODAY  LEISURE'S  NOTOUR  ONLY  GAME. 

VIRTUALiy  ALL 

of  America* 

blood  plasma  fractions 

go through 
ourhlters 

before  they  go  in 

patients' veins. 


Sophisticated  filtration  and  purification  media 
developed  and  marketed  by  our  AMF  Specialty  Materials 
Group  are  being  used  to  separate  the  bad  from  the  good 
in  beverages,  foods,  pharmaceuticals,  and  chemicals 
all  around  the  world,  today. 

And  one  of  the  most  important  areas  of  use  is  the 
production  of  blood  plasma  fractions.  If  fever-causing 
contaminants  called  pyrogens  aren't  controlled  in  these 
fractions,  people  so  ill  they  need  this  therapy  can 
become  even  more  seriously  ill. 

But  thanks  to  the  pioneering  efforts  of  our  Specialty 
Materials  Group's  Cuno  Division,  there's  one  filter  that 
plasma  fraction  processors  throughout  the  world  can 
bank  on  to  produce  the  purest  possible  blood  plasma 
fractions.  One  that  not  only  leaves  them  pyrogen-free, 
but  also  eliminates  the  need  to  use  hazardous  asbestos 
filters  entirely 

That's  our  asbestos-free  Zeta  Plus®  filter,  the  one  now 
used  almost  exclusively  by  American  processors. 

It's  technologically  advanced  media  like  Zeta  Plus.and 
the  new  Zetapor™  membrane  we've  recently  developed 


to  work  with  it  in  blood  plasma  fraction  processing, 
that  have  made  our  Specialty  Materials  Group  one 
of  the  fastest-growing  segments  of  AMF  today.  A  group 
whose  innovative,  imaginative  research  and  develop- 
ment has  led  to  filtration  and  purification  devices  which 
were  unheard  of  yesterday  and  which  have  enormous 
societal  and  industrial  significance  for  tomorrow: 

Media  for  easier,  economical  production  of  Interferon. 

Virus  concentrator  systems  that  can  actually  capture 
viruses  from  water  to  help  municipalities  keep  a  constant 
check  on  their  water  supplies'  purity. 

Filters  for  the  production  of  high  fructose  corn  sugar 
for  the  soft  drink  industry. 

This  is  Cuno  today.  Part  of  AMF  today.  Energy 
Services  and  Products,  Specialty  Materials,  Electronic 
Controls  and  Systems,  and,  of  course,  America's 
leader  in  the  leisure  field.  All  growing  in  importance, 
revenues,  and  profits. 

For  more  information  about  AMF  today,  write  us 
at  AMF  Dept.100,  777  Westchester  Avenue,  White 
Plains,  New  York  10604. 
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Introducing  tH 
You  tell  us  what  you  d« 


So  you're  a  business  executive  or  professional? 

Meet  the  new  Xerox  820  Information 
Processor.  It's  a  desktop  computer  that  can  help  you 
with  planning,  budgeting,  forecasting  or  just  about 
anything  else  you  do  at  your  desk. 

Oh.  You're  a  secretary.  Well,  in  that  case,  the 
820  is  a  versatile  word  processor.  You  can  edit  text 
right  on  the  display  screen.  As  well  as  quickly  take 
care  of  your  other  administrative  tasks. 

You  own  a  small  business?  The  820  is  the 


perfect  business  computer  for  your  billing,  payroll 
ledgers  and  an  endless  variety  of  seemingly  endless 
jobs. 

No  matter  what  you  do,  the  820  can  be  custor 
designed  for  you.  Because  what  it  is  depends  on  the 
software  you  put  in  it.  Besides  Xerox  software,  ther 
are  thousands  of  other  packages  to  choose  from.  Fo 
every  profession  from  accounting  to  zoology. 

Best  of  all,  the  820  is  a  very  friendly  machine. 
Anyone  can  easily  operate  it.  In  fact,  it  actually 


'In  Texas,  call  1-800-442-5030. 


Cerox 820. 

veil  tell  you  what  it  is. 


teaches  you  how  to  use  it  as  you  go  along. 

And,  if  you  have  a  Xerox  Ethernet  network, 
the  820  will  be  able  to  share  information  with  other 
820's— or  other  office  machines— throughout  your 
organization. 

Okay.  Now  for  the  sticky  question. 

What  does  it  cost  to  own  a  Xerox  820 
Information  Processor? 

Just  $2,995.  That's  right.  $2,995  for  the  key- 
board, processor,  display  screen  and  dual  disc 


memory  system. 

For  more  information  about  the  820,  call 
1-800-527-1868,*  and  we'll  be  happy  to  tell  you 
exactly  what  it  is. 

As  soon  as  you  tell  us  exactly  what  you  do. 

XEROX 


XEROX®,  Information  Outlet,  Ethernet  and  820  are  trademarks  of  XEROX  CORPORATION. 
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That  much-abused  American  work  ethic 

At  a  small  dinner  in  Manhattan  recently, 
one  of  Japan's  finest  businessmen  was 
speaking  scornfully  of  some  of  his  Ameri- 
can counterparts.  "Look  at  these  fellows," 
he  was  saying  in  his  excellent  English.  "In  a 
good  year  they  pay  themselves  fat  bonuses 
and  options  and  then  when  things  go  wrong 
they  lay  the  workers  off.  They're  the  ones 
who  should  be  fired."  He  had  a  point:  Too 
many  American  executives  blame  every- 
body but  themselves  when  things  go  wrong. 
In  this  issue's  cover  story,  our  veteran 
Washington  bureau  manager,  Jerry  Flint, 
takes  a  look  at  worker  productivity — not  as 
theory  but  as  flesh  and  blood.  He  comes  to  a  Jerry  ^nt 

conclusion  remarkably  similar  to  that  of  the   

Japanese  critic.  Flint  says  the  American  worker  often  takes  the  rap  for 
stupid  things  the  politicians  or  bosses  do. 

In  reporting  the  story  Flint  talked  to  dozens  of  workers,  including 
the  ex-president  of  UAW  Local  900  at  the  Ford  Plant  in  Wayne,  Mich. 
Over  beers,  the  unionist  Joe  Barson  recalled  the  days  when  worker- 
management  relations  were  so  bad  he  once  knocked  a  foreman  cold 
for  "giving  some  union  boys  a  hard  time."  But  listen  to  Joe  Barson 
talking  about  now:  "That  day  is  gone;  we  know  the  company's  got  to 
make  money."  Says  Flint:  "No,  the  auto  workers  aren't  starting  the 
day  with  calisthenics  and  company  songs  but  you  can't  expect  that 
from  a  bunch  of  irreverent  Americans.  There's  no  doubt  though  that 
the  shock  of  Japanese  competition  has  raised  their  consciousness 
about  the  need  for  productivity."  The  story  starts  on  page  105. 

Love  those  losers 

"Nobody  loves  a  loser."  Funny,  that's  not  true  in  the  stock  market, 
not  defining  losers  as  stocks  on  the  daily  new-lows  list.  Assistant 
Editor  Steve  Kichen  took  the  new-lows  list  from  May  1980  and  looked 
at  it  a  year  later.  Read  his  amusing  and  instructive  findings  on  page 
189  and  you'll  see  why;  in  another  story,  investment  adviser  John 
Wright  says:  "The  market  is  wrong  99%  of  the  time." 

Smoking  gun 

No,  we  didn't  have  a  clue  that  the  Israelis  intended  to  obliterate  that 
Baghdad  nuclear  operation.  Our  readers,  however,  ought  not  to  have 
been  surprised  that  Israel's  leaders  considered  Iraq  to  be  their  most 
dangerous  enemy.  While  reporting  a  cover  story  from  Baghdad  last 
summer  (Aug.  18,  1980),  Lawrence  Minard,  our  European  bureau 
manager,  wrote  that  the  government  of  Iraqi  dictator  Saddam  Hussein 
"is  a  cross  between  Oriental  despotism  and  1920s-style  Chicago 
gangsterism."  We  said  this  at  a  time  when  much  of  the  world's  press 
was  suggesting  that  the  Iraqi  ruler  was  relatively  benign  and  tilting 
toward  the  West.  As  the  Wall  Street  Journal  commented  after  the 
bombing  raid:  "Given  the  Iraqi  reputation  for  political  nuttiness 
...  its  atom  bomb  would  also  have  been  a  danger  to  all  its  neighbors." 
No  matter  how  you  feel  about  the  Israeli  raid,  it's  now  clear  we  were 
right  in  warning  that  the  Iraqi  ruling  junta  was  untrustworthy,  unpre- 
dictable— and  probably  unstable.  Scary,  isn't  it,  when  people  like  this 
can  come  close  to  owning  nuclear  weapons? 
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E.E  HUTTON 
ANNOUNCES 
LIFE  INSURANCE 
SO  NE\^  SO  RIGHT, 
IT  MAKES  ALL  OTHERS 

OBSOLETE 


If  your  life  insurance 
fails  this  test,  it's  time 
for  a  new  way  of  life. 


1 


Is  your  life  insurance  cash 
value  earning  at  least  11%?* 


YES 


NO 


DON'T 
KNOW 


Our  new  poHcy,  Completelife  ^  does.  How?  Most 
insurance  policies  are  backed  by  low  yield  pre 
inflation  in  vestments.  Ours  are  current,  allowing  a 
higher  return.  Second,  we  simply  keep  a  smaller 
percentage  for  our  services,  leaving  more  for  you. 


2 


Is  your  policy  the  lowest  cost 
available? 


YES 


NO 


DON'T 
KNOW 


How  can  Completelife  cost  less  for  comparable 
coverage?  We  use  the  latest  favorable  mortality 
statistics,  our  agents  take  a  smaller  commission  and 
we  charge  you  less  for  administration.  It  adds  up  to 
a  big  savings  for  you. 


3 


Can  you  change  coverage, 
without  paying  the  costs  of 
starting  a  new  policy? 


YES 


NO 


DON'T 
KNOW 


The  average  family  purchases  life  insurance  seven 
times  to  accommodate  changes  in  their  needs.  As  a 
consequence,  they  pay  seven  separate  acquisition 
costs.  Completelife  can  be  changed  anytime,  with' 


out  cost.  How  can  we  be  so  flexible?  Because  we 
designed  Completelife  to  be  the  only  policy  you'll 
ever  need. 

If  your  life  insurance  failed  this  test,  don't  be  sur' 
prised.  Just  consider  every  "No"  or  "I  Don"t 
Know"  answer  a  powerful  reason  to  write  or  call 
Hutton  Life  today.  Don't  settle  for  less  than  the 
onginal,  which  is  only  available  from  Hutton  Life. 

For  more  information,  call  toll  free.  Or  mail  the 
coupon  today. 

800-228-5000 


MAIL  TO: 
COMPLETELIFE  SERVICE  CENTER 
P.O.  BOX  1517 
DES  MOINES,  IOWA  50306 

□  Please  rush  full  information  on  Completelife !' 
I  understand  there  is  no  obligation. 

NAME  


FORB0706IBI0I 


ADDRESS 
CITY   


_  STATE 


ZIP, 


HOME  PHONE 


OFFICE  PHONE 


Presently  have  an  account  with  E.F.  Hutton  □  yes  □  no 
Acct  #        .          

A  new  way  of  life  Hutton  Life 


♦Interest  on  the  first  $1,000  of  cash  value  and  the  guaranteed 
lifetime  rate  is  4%. 

Completelife  is  not  yet  available  in  all  states. 


E.F.  Hutton  Life  Insurance  Company 
11011  North  Torrey  Pines  Road 
La  Jolla,  California  92038 


FORMS:  1045  and  1049 


Trends 


Edited  By  John  A.Q>nway 


Catch  22  in  cars 

What  will  Tokyo's  "voluntary"  down- 
shifting of  Japanese  ear  exports  do  to 
the  U.S.  market?  Chase  Economet- 
rics,  the  Philadelphia-based  subsidiary 
of  the  New  York  bank,  thinks  the 
result  will  be  a  3%  rise  in  automobile 
prices  and  a  drop  in  car  sales  of  more 
than  250,000  in  each  of  the  next  two 
years.  William  Pochiluk,  the  Chase 
Econometrics  automotive  expert,  fig- 
ures it  this  way.  During  the  first  year 
of  the  curbs,  Japanese  manufacturers 
will  sell  300,000  fewer  cars  in  the  U.S. 
(not  the  140,000-unit  drop  called  for 
by  the  conventional  wisdom).  Ameri- 
can car  builders  will  pick  up  only 
50,000  of  those  orders  because  the 
rest  of  the  potential  buyers  will  be 
scared  off  by  increased  prices.  And 
why  will  prices  go  up?  The  Japanese, 
Pochiluk  argues,  will  have  to  add  to 
their  sticker  prices  to  make  up  for  the 
volume  they  will  be  losing  and  their 
American  competitors  will  find  that  a 
ready-made  reason  to  do  the  same. 


Spending,  in  black 
and  white 

Blacks  spend  less  on  consumer  goods 
and  save  more  than  whites  with  com- 
parable income,  according  to  a  new 
report  prepared  for  the  University  of 
Michigan  by  three  outside  econo- 
mists, Marcus  Alexis,  a  member  of 
the  Interstate  Commerce  Commis- 
sion; George  Haines  of  the  University 
of  Toronto;  and  Leonard  Simon,  a 
Rochester,  N.Y.  banker.  Blacks,  they 
found,  spend  more  on  clothing  and 
nonautomobile  transportation,  less 
for  housing,  medical  care  and  car  trav- 
el than  comparable  whites.  On  recrea- 
tion, leisure,  home  furnishings  and 
equipment,  the  report  noted  no  con- 
sistent differences.  There  was  also  no 
general  conclusion  on  food  outlays, 
except  for  the  finding  that  blacks  who 
shop  at  small,  inner-city  stores  pay 
higher  prices  than  suburbanites  who 
patronize  supermarkets. 


A  broker's  view 

Bache  shareholders  whooped  through 
(by  a  seven-to-two  margin)  approval  of 
the  $385  million  sale  of  their  big  bro- 
kerage house  to  Prudential  Insurance 
this  month,  but  enthusiasm  was  not 
universal  along  Wall  Street.  Robert 
Linton,  for  example,  president  of 
Drexel  Burnham  Lambert  (itself  a  pos- 
sible takeover  target),  expresses  seri- 
ous   reservations    about  insurance 


companies  acquiring  brokerage  firms. 
"I  do  not  think  it's  a  good  idea,"  he 
says,  "for  a  number  of  reasons."  For 
one  thing,  he  feels  that  the  sheer  size 
of  an  insurance  company,  particularly 
Pru,  the  largest,  requires  a  manage- 
ment structure  that  is  too  unwieldly 
for  the  "split-second  decisions  that  a 
brokerage  house  must  make."  An- 
other potential  difficulty  Linton  fore- 
sees will  be  in  the  method  of  compen- 
sating salesmen.  "Securities  salesmen 
make  their  money  in  a  very  different 
way  from  life  insurance  salesmen,"  he 
points  out.  That  will  be  tricky  to  han- 
dle, he  thinks,  when  eventually  the. 
same  salesmen  will  be  trying  to  han- 
dle both  services.  The  third  hurdle 
Linton  cites  will  be  the  sudden  ava- 
lanche of  lawsuits  from  unhappy  se- 


Robert  Linton  of  Drexel  Burnham 
Does  a  marriage  mean  a  match? 


curities  customers,  long  a  fact  of  life 
for  brokers.  "In  our  business,"  the 
Drexel  Burnham  president  says,  "we 
get  all  kinds  of  litigation  from  dis- 
gruntled customers."  Prudential  will 
be  an  even  easier  target,  he  predicts. 


Saving  the  system 

A  proposal  with  strong  bipartisan  sup- 
port is  taking  shape  in  Congress  that 
would  stop  state  and  local  govern- 
ments whose  employees  are  under  So- 
cial Security  from  pulling  out  of  the 
system.  It  would  also  bar  hospitals 
and  other  nonprofit  entities  from 
leaving  the  system.  Both  kinds  of 
workers  originally  were  left  out  of  So- 
cial Security  but  later  were  permitted 
to  join.  About  72%  of  13  million  state 
and  local  government  employees  and 
about  90%  of  4  million  nonprofit 
workers  are  now  covered.  Seven  hun- 


dred state  and  local  agencies,  howev- 
er— including  the  whole  Alaska  state 
payroll — have  pulled  out  and  while  the 
numbers  are  small,  about  200,000,  the 
fear  is  that  this  could  become  a  na- 
tional trend  as  payroll  taxes  keep  go- 
ing up.  A  bill  backed  by  Representa- 
tive J.J.  Pickle  of  Texas,  head  of  the 
House  Social  Security  subcommittee, 
would  bar  agencies  from  leaving  the 
system  unless  they  had  given  notice 
by  last  March.  So  far,  hospital  associ- 
ations, at  least,  have  not  protested 
Pickle's  bill,  and  their  lobbyists  seem 
to  think  it  has  a  good  chance  of  pass- 
ing. If  it  should  become  law,  the  states 
affected  will  almost  certainly  chal- 
lenge it  in  the  courts  on  the  constitu- 
tional question  of  whether  the  federal 
government  can  impose  taxes  on  a 
state  against  the  latter's  will. 


Detroit  raises  the  ante 

Detroit's  automakers  are  tightening 
the  purse  strings  for  dealers  who  han- 
dle competing  lines.  Ford  made  its 
first  move  last  September.  Dealers 
were  told  that  they  could  not  get  new 
financing  on  non-Ford  operations  and 
would  have  to  pay  an  extra  0.25%  for 
existing  non-Ford  financing.  (By 
year's  end,  the  markup  became  0.5%.) 
For  retail  customers,  Ford  now 
charges  an  extra  1%  on  non-Ford 
products.  General  Motors,  which  had 
traditionally  financed  dealers  who 
also  carried  other  lines,  added  a  0.5% 
differential  for  the  outsiders  early  this 
year.  The  reason,  the  company  says, 
was  "to  help  us  limit  the  record  bor- 
rowing costs  that  we've  been  encoun- 
tering in  this  economic  climate." 
Chrysler  Financial,  one  of  the  few 
parts  of  that  troubled  company  that  is 
making  money  (a  $57  million  profit  in 
1980),  is  going  the  other  way,  taking 
all  the  business  it  can  get.  The 
Chrysler  dealer  pays  no  premium  for 
financing  a  non-Chrysler  line,  nor  do 
the  retail  customers.  Chrysler  has  also 
signed  a  deal  with  American  Motors 
and  Volkswagen  of  America  to  help 
with  financmg  for  their  dealers.  For  a 
fee  based  on  loan  volume,  Chrysler 
Financial  will  provide  the  field  staff 
and  a  net  of  100  branch  offices  to 
process  loans  by  VW  and  AMC,  which 
will  carry  them  on  their  own  books 
and  at  their  own  risk. 


Japan,  U.S.A. 

Tokyo's  toehold  in  the  U.S.  has  be- 
come a  sizable  handhold.  At  the  end 
of  1980,  according  to  a  count  by  the 
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Japanese  Economic  Institute,  Japa- 
nese investors  owned  controlling  in- 
terest in  213  American  manufactur- 
ing companies,  only  12  of  which  were 
operating  ten  years  ago  and  61  of 
them  fewer  than  two  years  old.  The 
biggest  number  of  Japan's  American 
investments  were  in  electronics,  par- 
ticularly color  television,  but  there 
were  others  in  ball  bearings,  plastics, 
lumber  and  processed  foods.  Number 
one  in  size  will  be  Datsun's  $500  mil- 
lion truck  plant  in  Tennessee,  sched- 
uled to  open  in  1983  with  an  Ameri- 
can payroll  of  3,100.  (Total  employ- 
ment at  Japanese-controlled  plants 
was  50,000.)  California  was  the  favor- 
ite Japanese  site,  with  80  plants,  but 
the  rest  were  located  in  41  other 
states,  including  18  each  in  Georgia 
and  New  Jersey,  14  in  Illinois,  12  in 
New  York,  1 1  in  Texas  and  10  each  in 
Michigan  and  Pennsylvania. 

Highway  inflation 

Truck  operating  costs  have  been  run- 
ning at  almost  double  the  pace  of  gen- 
eral inflation,  a  new  survey  by  the 
Hertz  Corp.  finds.  The  price  of  own- 
ing and  operating  a  big  rig  jumped 
20%  last  year,  for  a  total  increase  of 
160%  since  1972;  overall  living  costs, 
by  contrast,  rose  88%  between  1972 
and  1980.  Running  a  five-axle  diesel 
took  72.5  cents  a  mile  in  1980,  Hertz 
says,  while  a  gasoline-driven  18-footer 
hit  $1.06  a  mile.  If  the  trend  persists, 
the  car-and-truck  rental  company  ex- 
pects that  an  operator  might  have  to 
lay  out  as  much  as  $465,000  over  the 
next  five  years  to  own  and  run  an 
over-the-road  rig. 

U.S.S.  Unterseeboot? 

The  Pentagon's  threats  to  buy  war- 
ships abroad  if  U.S.  yards  can't  meet 
time  and  cost  specifications  have  al- 
ready produced  one  offer,  from  West 
Germany.  Chairman  Norbert  Henke 
of  Howaldtswerke-Deutsche-Werft 
has  written  Navy  Secretary  John  Leh- 
man offering  a  diesel  sub  for  $198 
million,  with  a  one-year  money-back 
guarantee.  If  "for  any  reason"  the 
Navy  doesn't  like  his  boat,  Henke  will 
take  it  back  for  75%  of  the  cost.  So  far 
the  admirals  have  shown  little  inter- 
est— the  U.S.  undersea  fleet  is  almost 
all  nuclear,  with  only  five  diesels. 
Congress,  however,  is  calling  the  pro- 
posal "an  offer  we  almost  can't  re- 
fuse." (Henke's  price  is  a  third  of  what 
a  nuclear  sub  would  cost.)  Last  year 
the  lawmakers  gave  the  Navy  $2  mil- 
lion to  study  diesel  subs.  They're  still 
waiting  for  a  report  due  last  March. 
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Burns  investigates. 

J^ccident  or  arson?  The  insurance  industry  turns 

to  Burns  Investigators  for  the  answer.  Burns 
professional  agents  perform  many  investigations 
services  including  confirmation  of  insurance 
claims,  pre-employment  screening  and  credit 
checks,  as  well  as  undercover  operations  against 
theft,  industrial  espionage  and  m-plant  narcotics 
use  or  sale. 

*  .  m 

\  y 

Wlo  We  protect  your  people, 

I^Hl  vout  tnronfrtv  vniif  nrn fitQ 

T°*n  riri  Burns  can  show  you  many  ways  to  keep  your 
X  cUIiJCii  company  out  of  trouble.  You'll  find  them  in 
our  helpful  booklet,  "Protecting  people,  property  and 
profits."  To  get  your  copy,  call  toll-free  800-621-1776,  Illinois, 
312-951-7692.  Or  send  coupon  to  Burns  International  Security 
Services,  Inc.,  P.O.  Box  10934,  Chicago,  IL  60610. 

Name 

Title 

Company 

Address 

State  Zip 

©  Burns  International  Security  Services.  1981.  1004B 

m 


In  Manhattan,  a  breath  of 
fresh  air  on  Central  Park. 


More  than  two  thirds  of  the 
businessmen  and  women  who 
stay  at  the  Essex  House  have 
been  our  guests  before. 

They  come  back  for  our  loca- 
tion: near  Fifth  Avenue,  Lincoln 
Center,  Broadway,  and  the  fash- 
ion district.  Towering  42  stories 
over  the  Park. 

They  come  back  because  they 
don't  have  to  wait  for  breakhist 
in  our  parkside  restaurant.  They 
come  back  for  our  businesslike 
ambience  and  our  view. 


But  most  of  all,  they  return  for 
our  impeccable  service:  wake-up 
calls  that  come  on  time.  First- 
class  room  service. 

They  know  they  can  count  on 
Marriott  to  do  it  right. 

Write  for  a  brochure.  For  reser- 
vations, call  direct  (212)  247-0300, 
or  toll-free  800-228-9290.  Telex 
12-5205. 

A\orriotts 

ESSEX  HOUSE 

160  Central  Park  South,  New  York  10019 


EXPLORATION 

BrocK 

CORPORATION 

PROFESSIONAL 
PETROLEUM 
EXPLORATION 


NEW  ORLEANS,  LA 

MAIN  OFFICE 
231  CARONDELET  ST./5TH  FLOOR 
NEW  ORLEANS,  LOUISIANA  70130 


OKLAHOMA  CITY,  OK 


CHANGE  OF  ADDRESS 

If  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming. 
Enter  your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on 
this  form  and  check  the  subscription 
you  prefer.  □  1  year  $30  □  3  years  $60 
(the  equivalent  of  one  year  free).  Canadi- 
an orders,  add  $5  a  year.  Orders  for  other 
countries  add  $18  a  year. 


Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  N.Y.  10011 


ATTACH  MAGAZINE  MAILING  LABEL 
OR  WRITE  SUBSCRIBER  NUMBER  HERE 
(see  above  name  on  label) 


Name  (please  print ) 


New  Addre ss 


City 


State 


Zip 


Date  of  Address  Change 
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Peace  in  the  Alamo 

On  a  blistering  95-degree  day  in  San 
Antonio  last  month,  the  wheelers  and 
dealers  of  the  Alamo  City  gathered  to 
break  ground  for  a  new  electronics 
plant.  Wielding  the  gold  shovel  were 
Henry  Cisneros,  the  newly  elected 
mayor,  and  Robert  McDermott,  the 
retired  general  who  has  been  the  point 
man  for  the  city's  industrial  develop- 
ment program.  The  harmony  that  day 
was  a  far  cry  from  the  confrontation 
between  the  city's  Hispanic  majority 
and  the  Anglo  power  centers  three 
years  ago  (Forbes,  May  15,  1978). 

At  that  time,  the  Mexican-Ameri- 
cans of  San  Antonio  (52%  of  the  city) 
were  raging  that  McDermott's  re- 
cruiters were  bringing  in  only  mini- 
mum-wage employers  and  demanding 
that  no  jobs  be  sought  paying  less 
than  $15,000  a  year.  Forbes  deplored 
the  brawl  but  granted  it  might  force  a 
compromise. 

The  confrontation  did  bring  results: 
A  month  later  McDermott's  group 
and  the  Hispanics  agreed  to  follow  a 
course  that  Cisneros,  then  a  council- 
man, had  urged,  to  "talk  to  anyone, 
discuss  anything  that  will  bring  jobs 
to  San  Antonio." 

The  newfound  peace  needed  time, 
however.  New  industry  did  not  begin 
arriving  in  significant  numbers  until 
December  1979,  when  three  compa- 
nies signed  up  in  a  single  week.  Since 
then,  1 1  more  have  set  up  shop,  for  a 
total  of  8,400  new  jobs.  The  one  Cis- 
neros and  McDermott  were  welcom- 
ing was  Advanced  Micro  Devices  of 


Sunnyvale,  Calif.,  which  expects  to 
put  a  payroll  of  2,900  into  its  new 
electronics  plant,  starting  unskilled  la- 
bor at  $4  an  hour. 

Cisneros  is  as  deeply  involved  as 
McDermott  in  the  job  drive.  Three- 
years  ago  he  was  the  man  in  the  mid- 
dle, the  swing  vote  on  a  city  council 
that  included  five  other  Mexican- 
Americans  and  five  establishment  fig- 
ures. Now,  as  mayor,  he  heads  the 
government  sector  in  an  organization 
called  United  San  Antonio  that  came 
with  the  arrival  of  those  three  new 
employers  in  December  1979.  McDer- 
mott heads  the  business  section  and 
Raul  Jimenez,  a  local  food-products 
executive,  the  public  sector.  (The 
mayor  Cisneros  succeeded,  Lila  Cock- 
rell,  is  executive  director.) 

Cisneros  should  prove  a  powerful 
ally.  His  enthusiasm  for  business 
seems  as  fervent  as  McDermott's. 
"There  is  no  other  way  to  generate 
jobs,"  he  says.  Politically,  he  takes 
office  riding  the  momentum  of  a  62% 
majority  into  a  job  he  feels  he  was 
trained  for.  Son  of  a  U.S.  Army  colo- 
nel, he  holds  a  doctorate  in  urban  gov- 
ernment and  picked  up  more  exper- 
tise serving  with  the  National  League 
of  Cities  and  as  a  White  House  fellow. 

McDermott,  too,  sees  things  boom- 
ing for  San  Antonio.  The  electronics 
migration  has  obviously  upgraded  the 
job  picture  (although  others  have  not 
been  neglected,  with  Levi  Strauss 
sewing  clothing  in  three  plants).  The 
city's  boosters  have  also  campaigned 
for  an  engineering  school  as  an  added 
attraction  for  high-technology  firms, 


San  Antonio's  Mayor  Henry  Cisneros 
How  confrontation  turned  into  cooperation. 
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In 1980,  the  world  s 
leading  importers  purchased 
20  billions  dollars  worth 
of  Brazilian  products. 
And,  for  good  reasons. 


Wouldn't  you  have  confidence  in  the  products 
of  a  country  which  boasts  an  annual  average  growth 
rate  of  6.6 %,  a  gross  national  product  amounting 
to  208. 1  billion  dollars,  a  population  comprised 
mainly  of  young  people,  and  an  active  work  force 
of  3  5  million? 

The  world's  leading  international  importers 
certainly  do.  And  that's  why  they  purchase  products 
manufactured  in  Brazil,  one  of  the  world's 
ten  major  exporters. 

Last  year  alone,  Brazil  exported  20  billion 
dollars  worth  of  products  and  services.  All  of  this, 
thanks  to  the  high  level  of  technological  development 
attained  by  a  country  which  manufactures  motors, 
sporting  goods,  ships,  footwear,  toys,  airplanes, 
household  appliances,  canned  desserts,  and  many 
other  quality  goods.  And,  of  equal  importance, 
displays  a  totally  professional  degree  of  competence 
in  the  areas  of  finance,  project  engineering,  steel 
production,  and  industrial  assembly. 

Throughout  the  world,  there  are 
many  countries  using  100% 
Brazilian  technology  in  the 
planning  and  construction 
of  hydroelectric  projects, 


AS  LUXURY 

SEDANS  BECOME 


MORE  EXPENSIVE 
THEIR  INHERENT 

WORTH  BECOMES 
MORE  CRITICAL. 


Due  to  a  variety  ot  economic  ills, 
e  day  has  finally  arrived  when  the 
ice  of  a  luxury  automobile  can  rival 
at  of  a  small  house  in  the  country. 
A  disturbing  trend  that  has  forced 
any  otherwise  casual  automobile 
lyers  to  scrutinize  their  potential 
irchases  as  never  before. 
At  BMW  we  are  not  alarmed  by 
is  newly  enlightened  consumer. 
For  when  one  examines  the  fea- 
res  that  truly  matter  in  a  luxury  se- 
in— performance,  craftsmanship 
id  resale  value— no  other  expensive 
itomobile  justifies  its  price  quite  so 
oroughly  as  the  BMW733i. 
Accounting,  no  doubt,  for  the  fact 
at  last  year  the  demand  for  the 
vlW  733i  outpaced  even  our  most 
itimistic  predictions. 
■  EVOLUTION  IS  PREFERABLE 

TO  REVOLUTION. 
With  a  certain  predictability,  auto- 
akers  reacted  to  the  realities  of  the 
)80's  by  bringing  forth  a  plethora 
"revolutionary"  re-engineered  cars. 
The  733i,  however,  is  hardly  the 
suit  of  a  single  year's  rush  to  build 

1  enlightened  automobile. 
Indeed,  decades  ago,  when  luxury 
ir  makers  were  building  ever 

'ger  cars,  reckless  in  their  consump- 

!  733i  (with  standard  transmission)  delivers  [16]  EPA  estimated  r 

2  miles  (Naturally,  our  fuel  efficiency  figures  are  for  comparison 
I  highway  range  will  most  likely  be  lower.)  ©  1981  BMW  of  Nor 


such  avant-garde  concepts  as  six- 
cylinder  engines,  sensible  piston  dis- 
placements and  impressive  power-to- 
weight  ratios. 

The  BMW  733i's  3.2-liter,  fuel-in- 
jected power  plant,  for  example,  is 
the  product  of  millions  of  miles 
of  testing  and  refinement— on  and  off 
the  great  racecourses  of  the  world. 

Its  double-pivot  suspension  system 
has  been  described  by  Car  and  Driver 
magazine  as ". .  .the  single  most  sig- 
nificant breakthrough  in  front  suspen- 
sion design  in  this  decade." 

A  five-speed  standard  transmission 
(automatic  is  available)  affords  one 
the  unique  opportunity  to  pick  and 
choose  one's  own  gears. 
ELECTRON IC  INNOVATION  THAT 
GOES  BEYOND 
A  DIGITAL  SPEEDOMETER. 

On  the  BMW  733i,  our  electronic 
computerized  monitoring  system 
(first  installed  by  BMW  in  1975)  plays 
a  far  more  important  role  than 
mere  decoration:  it  actually  improves 
the  car's  efficiency. 

With  every  engine  revolution  a 
computer  receives  and  assesses  sig- 
nals from  sensors  deep  within  the 
6-cylmder  engine.  Then  instantly  de- 


to  be  injected  into  the  cylinder  ports. 

Yet  the  incongruous  note  here  is 
that  BMW  efficiency  is  not  achieved  at 
the  expense  of  the  sort  of  exhilarating 
performance  one  expects  in  a  BMW— 
or  the  power  reserves  necessary  to 
maneuver  safely  even  under  the  most 
demanding  conditions." 

L UXURY.  NOT  SUPERFICIALITY. 

It  would  be  difficult  to  imagine  an 
appointment  or  an  accessory  that  has 
been  omitted  in  the  BMW  733L 

Yet,  all  facets  have  been  biomechan- 
ically  engineered  to  achieve  the  per- 
fect integration  of  man  and  machine. 

Its  seats  are  anatomically  correct 
buckets  and  covered  in  wide  rolls  of 
supple  leather. 

All  vital  controls  are  within' easy 
reach  of  the  driver.  Instruments  are 
large,  well-marked  and  totally  visible. 

So  impressive  is  the  total  result  that 
one  automotive  journalist  was  moved 
to  write  of  the  733i, ". .  .to  drive  it  is 
to  know  all  the  wonderful  things 
machines  can  do  for  man. 

To  arrange  a  thorough 
test  drive,  simply  phone 
your  nearest  BMW  dealer. 

THE  ULTIMATE  DRIVING  MACHII 


npg.  25  estu 
purposes  or 

Hi  Amem  ,i 


;age  and.  based  on  these  figures,  an  estimated  mpg  range  of  [3601  miles  and  a  highway  range  of 
age  and  range  may  vary,  depending  on  speed,  weather  and  trip  length.  Your  actual  highway  mileage 
emark  and  logo  are  registered  trademarks  of  Bayerische  Motoren  Werke.  A  G 


Knowing  what  it's  worth 
can  be  worth  a  lot. 


We  didn't  help  bring  the  Big  Apple 
to  market.  But  we  did  help  the 
Peach  State  with  the  value  of 
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Ossabaw  Island.  The  world's 
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Follow-Through 

and  the  University  of  Texas  at  San 
Antonio  (where  Cisneros  is  a  profes- 
sor) expects  to  start  such  courses  by 
1982.  The  emphasis  on  electronics,  in 
fact,  is  the  only  problem  McDermott 
sees,  because  the  industry  now  seems 
to  be  going  through  a  shakeout.  "We 
don't  want  to  be  another  Silicon  Val- 
ley," he  says,  adding  that  he  hopes  to 
move  into  areas  like  metals  products. 

Business,  high-tech  or  not,  should 
be  able  to  count  on  a  Texas-size  wel- 
come in  San  Antonio.  "You  can  rail 
against  business  all  you  want,"  Mayor 
Cisneros  says,  "but  the  bottom  line  is 
that  business  builds  the  jobs.  To  solve 
problems  like  low  income,  poverty, 
poor  schools,  despair  of  youth,  you 
have  to  create  economic  prosperity." 


Wiggley' s  wobble 

Early  this  year,  when  an  Oklahoma 
well  in  which  Washington  Gas  Light 
owned  a  19%  interest  began  belching 
more  than  100  million  cubic  feet  of 
natural  gas  a  day,  the  District  of  Co- 
lumbia-based utility's  stock  jumped 
from  22  to  34  in  four  days  and  reached 
40%  within  weeks.  But  "Wiggley" 
(after  its  ticker  symbol  WGL)  still 
looked  "awfully  risky"  to  Forbes, 
which  commented  (Apr  13)  that  "a 
bit  of  bad  news  from  Oklahoma  could 
evaporate  that  gain  fast." 

June  brought  the  bad  news.  Tomcat 
No.  1  had  to  be  abandoned  when  its 
metal  lining  collapsed.  With  it  went 
the  price  of  the  stock.  After  the  an- 
nouncement Wiggley  plummeted  to 
26 Vi  and  now  it  is  hovering  round  29, 
a  far  cry  from  that  high  of  40. 

The  initial  runup  had  seemed  "re- 
markable in  light  of  the  uncertainty 
that  surrounds  the  well,"  Forbes 
said.  The  speed  of  the  climb  indicat- 
ed that  buyers  should  be  wary;  after 
all,  Wiggley  was  yielding  6.7%  and 
had  a  price/earnings  ratio  of  11, 
which  is  high  for  a  utility. 

Nonetheless,  despite  Wiggley 's 
wobble,  the  stock  now  yields  8.9%  at 
a  more  reasonable  9  times  earnings. 
Washington  Gas  plans  to  sink  a  new 
well  nearby  and  it  has  a  10%  interest 
in  the  26  sections  of  the  Anadarko 
basin  that  surround  the  original 
strike.  Odds  are  that  investors  are 
itching  to  roll  the  dice  again,  and  an- 
other big  find  could  send  Wiggley  to 
another  high.  Barry  Sahgal  of  Bache, 
in  fact,  thinks  that  "now  is  a  much 
better  time  to  buy.  The  WGL  story  is 
far  from  dead."  But  Tomcat  No.  1  still 
stands  as  a  caution. 


Invest  more  money 
in  gold  and  silver, 
less  in 
commissioi 


All  gold  may  have  been 
created  equal,  but  all  gold 
prices  aren't. 

The  same  holds  true  for  other, 
precious  metals. 

The  amount  you  pay  in  commissions  and  interest 
charges  on  your  account  can  vary  widely  from 
company  to  company. 

At  Premex,  our  commissions  and  interest  charges 
are  among  the  industry's  lowest.  The  proof  can  be 
seen  in  the  thousands  of  clients  who  return  to  us 
time  and  time  again  to  make  new  investments. 

However  you  choose  to  invest  —  in  gold,  silver, 
platinum  or  copper;  in  coins  or  bullion  —  you'll 
find  a  Premex  plan  that  meets  your  needs.  One  of 
our  plans,  for  instance,  allows  you  to  control  up  to 
four  times  as  much  precious  metal  as  your  initial 
dollar  investment. 

Why  not  write  or  call  toll-free  for  your  free  copy  of 
our  informative  "Opportunities  in  Precious 
Metals"  brochure. 


F371 


Gentlemen:  Please  send  me  your  informative  free 
investment  guide:  "Opportunities  in  Precious  Metals. 


PREMEX 

Registered  CFTC 


NAME 


ADDRESS 
CITY  


STATE, 


ZIP^ 


HOME  PHONE 


BUSINESS  PHONE 


7670  Opportunity  Road,  San  Diego,  California  92111 
Or  call  toll-free:  (800)  854-2222  (In  Calif.,  call:  (800)  532-3776) 

When  you  call  Premex,  ask  for  extension  number  719  for  the 
fastest  personal  service. 
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Readers  Say 


Go  the  way  of  Teddy? 

Sir:  "Let's  Get  Right  On  It,  Mr.  Ed- 
wards" (Fact  and  Comment,  June  8)  is 
an  expression  of  excessive  common 
sense  for  Washington.  As  for  "Let's 
Not  Go  Overboard  With  Monetar- 
ism," once  again  MSF  "Junior"  exhib- 
its more  intelligence  than  "Senior." 
Perhaps  Senior  should  retire  with 
Teddy  Kennedy. 
—Bartb  W.  Ginsbach 
Nolan  vi/le,  Tex, 

Look  to  foreigners 

Sir:  The  optimism  of  your  May  25 
editorial  on  productivity  is  unwar- 
ranted. U.S.  worker  productivity  has 
actually  declined  for  the  past  three 
years.  This  is  largely  due  to  factors 
other  than  capacity  utilization, 
which,  in  fact,  is  currently  at  levels 
similar  to  those  in  the  1960s. 

The  great  majority  of  U.S.  compa- 
nies do  not  manufacture  goods  and 
thus  do  not  need  automated  machine 
tools  or  even  new  plants.  More  impor- 
tant, not  enough  service  industry  or- 
ganizations have  done  detailed  pro- 
ductivity improvement  work.  New 
approaches  that  have  been  developed 
by  our  foreign  competitors  must  be 
considered  in  this  country. 
— Carl  G.  Thor 
Vice  President,  Measurement, 
American  Productivity  Center 
Houston,  Tex 


One-eyed  king 

Sir:  If  it  is  true  that  Hungary  is  more 
relaxed  (May  11),  it  is  because  the  oth- 
er countries  are  worse,  not  because 
Hungary  is  better.  In  the  land  of  the 
blind,  the  one-eyed  man  is  king.  Our 
European  associates  were  again  in 
Hungary  a  few  weeks  ago  and,  as  be- 
fore, found  it  depressing. 
—Charles  W  Rothbaar 
Chairman  and  CEO, 
Maxon  Corp. 
Muncie,  Ind. 


They  changed  the  rules 

Sir:  I  object  to  the  statement  in  the 
article  "It  didn't  start  with  the  money 
funds"  (June  8)  that  "the  thrifts 
wouldn't  have  been  cavalier  about 
loading  up  on  fixed-rate  mortgages  if 
there  had  been  no  protected  pool  of 
cheap  deposits." 


The  root  of  the  problem  is  adher- 
ence to  government  regulations, 
which  limited  the  types  of  loans  thrift 
institutions  could  make  and  which 
also  limited  or  eliminated  flexibility 
regarding  terms,  interest  rate  adjust- 
ments, etc.  Savings  and  loans  have 
been  playing  by  rules  set  by  the  gov- 
ernment and  regulators,  but  now  the 
rules  are  changing  drastically. 

David  A  I  lay  ford 
Vice  President,  Finant  e  &  Treasurer, 
Frontier  Savings  Assoc  iation 
Green  Bay,  Wis. 


Farsighted  Japanese 

Sir:  As  MSF  points  out  in  "Let's 
Cease  Overplaying  Quarterly  Earn- 
ings Reports"  (Fad  and  Comment.  May 
11),  too  many  times  long-range  capital 
investments  and  research  and  devel- 
opment expenditures  are  overlooked 
in  evaluating  a  company.  Manage- 
ment must  take  the  long-term  ap- 
proach and  forget  the  quarterly  earn- 
ings syndrome.  This  is  one  reason  the 
Japanese  have  been  so  successful. 
— A.J.  Moccia 
Vice  Chairman  and 

( Ihief  Financial  Officer, 
Sperry  Corf). 
New  York,  N.Y. 


Jerry  Brown 

Sir:  I  was  interested  to  see  your  com- 
ment about  Governor  Brown's  prom- 
ises to  improve  California's  business 
(Fact  and  Comment.  May  11).  A  num- 
ber of  us  in  California  have  reserva- 
tions about  the  Governor's  real  dedi- 
cation to  this  important  objective. 
—J.R.  Grey 
President, 

Standard  Oil  Co.  of  California 
San  Francisco,  Calif. 


Trash 

Sir:  Re  M.S.  Forbes  Jr.'s  "A  Worthy 
Reduction"^/-.  27),  I've  seen  Senator 
Proxmire  peddle  this  same  sort  of 
trash.  Federal  grants  for  research  at 
universities  have  accomplished  much 
for  the  public. 
—James  A.  Krumbansl 
Professor  of  Physics  and  Applied  Physics, 
Cornell  University 
Ithaca,  N.Y. 

Sir:  The  total  economics  budget  of 
the  National  Science  Foundation  (less 


than  $30  million)  is  the  only  source  of 
truly  disinterested  government  sup- 
port of  economic  research.  In  particu- 
lar, my  own  work  over  the  years  has 
been  largely  supported  by  the  National 
Science  Foundation  despite  my  strong 
criticisms  of  a  very  wide  range  of  gov- 
ernment policies. 
-Martin  Feldstein 
President. 

National  Bureau  of  Economic  Research 
Cambridge,  Mass. 


Not  yet  knighted 

Sir:  I  did  enjoy  your  article  on  Austra- 
lia (Apr.  13),  but  there  was  one  fact 
that  the  person  involved  might  be 
quite  pleased  with,  though  it  is  not 
correct:  You  refer  to  Gordon  Jackson, 
the  general  manager  of  CSR,  as  "Sir 
Gordon  Jenkins."  I  am  sure  Gordon 
will  eventually  receive  a  knighthood, 
but  he  has  not  got  one  yet! 
— Gilles  Kryger 
Sydney,  Australia 

A  Forbes  researcher  has  a  very  red 
face. — Ed. 


Name  changed 

Sir:  In  your  article  "We  Really  Rolled 
the  Dice" '(Apr.  27),  you  said  National 
Lead  was  one  of  the  leaders  in  the 
oilfield  drilling  fluids  market.  In  1971 
our  name  was  changed  to  NL  Indus- 
tries, and  in  1979  NL  divested  itself  of 
most  of  its  lead  business.  Our  NL  Bar- 
oid  division  is  the  leader  in  the  drill- 
ing fluids  industry,  as  you  correctly 
pointed  out. 

Seventy-six  percent  of  NL's  first- 
quarter  operating  income  was  derived 
from  petroleum-related  products  and 
services. 

— Thomas  F.  Barron 
Director  of  Marketing. 
NL  Oilfield  Services, 
NL  Industries  Inc. 
Houston.  Tex 


When  in  Rome . . . 

Sir:  In  Sayings  of  Chairman  Malcolm, 
MSF  says  Roman  coffee  is  better  than 
Irish.  What  is  the  recipe  for  "Roman" 
coffee? 

— Marty  Tabnik 
Garden  Grove,  Calif 

(  se  Galliano,  not  Irish  whiskey. — MSF 
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BARCLAY 


The  pleasure  is  back. 
99%  tar  free.  BARCLAY 


I  MG  TAR 


Also  available  in  100's  and  Box 


Warning:  The  Surgeon  General  Has  Determined 
That  Cigarette  Smoking  Is  Dangerous  to  Your  Health. 


Todays  Bunker  Ramo 
has  captured  the 
hearts  of  thousands. 


Few  contemporary  developments 
have  had  as  great  an  impact  on 
the  practice  of  medicine  as 
electronics. 

Thanks  to  the  advances  made 
possible  by  this  ever  surprising 
technology,  wondrous  new 
machines  now  help  doctors  and 
nurses  keep  the  closest  possible 
watch  on  the  condition  of  the 
human  heart. 

In  hospitals  nationwide,  the 
heart  beats  of  thousands  of 
patients  are  now  electronically 
monitored  every  day  in  operating 
rooms,  intensive  care  wards, 
stress  testing  laboratories. The 
crucial  links  between  patients  and 
monitoring  equipment  are  pro- 
vided by  AmphenoT  connectors 
and  medical  interface  cables 
designed  and  manufactured  by 
Bunker  Ramo. 


One  of  the  world's  largest 
producers,  Bunker  Ramo  actually 
manufactures  over  100,000 
different  connectors  under  the 
Amphenol"  name  for  all  kinds  of 
electrical  and  electronic  applica- 
tions where  vital  signals  must 
travel  from  one  point  to  another. 
Besides  the  medical  monitoring 
mentioned  above,  these  con- 
nectors range  from  relatively 
simple  types  for  communications 
and  telephoning  equipment  to 
highly  sophisticated  models  that 


can  help  transmit  the  nerve 
impulses  of  a  jet  aircraft,  stand  the 
rigors  of  space  exploration,  control 
the  speed  of  a  speeding  train. 

In  addition  to  its  major  position 
in  the  connector  industry,  today's 
Bunker  Ramo  produces  informa- 
tion systems  for  brokerage  houses, 
banks,  thrift  institutions  and 
insurance  companies,  and  is  also  a 
single  source  supplier  of  elec- 
tronic intelligence,  ocean  sur- 
veillance, and  data  management 
systems  for  the  nation's  defense. 

More  than  anything,  ours  is  a 
company  with  a  reservoir  of  high 
technology,  a  solid  base  of  inno- 
vative products,  and  a  resourceful 
management.  Which  is  why  today  s 
Bunker  Ramo  is  a  company  that's 
on  the  move.  Bunker  Ramo 
Corporation,  900  Commerce 
Drive,  Oak  Brook,  Illinois  60521. 


LINKER 
RAMO 

Ticker  symbol:  BR 


England,now  only  $4.65 


We  just  reduced  the  price  of 
doing  business  with  England. 
The  new  low  rate  is  $4.65  for  a 
3-minute  call  when  you  dial  the 
call  yourself,  Monday  to  Saturday, 
5  a.m.  to5  p.m.  And  it's  only  $3.60 
all  other  times.  A  nice  price  to 
pay  for  the  fastest  way  to  close  a 
deal  today. 

If  you  don't  have  International 
Dialing  in  your  area,  you  still  get 
the  same  low  rate  as  long  as  it's  a 
simple  Station  phone  call. 
(Person-to-person,  credit  card 
and  collect  calls,  for  example,  cost 
more  because  they  require  special 
operator  assistance.)  Just  tell  the 
local  Operator  the  country,  city, 
and  telephone  number  you  want. 

Here's  how  easy  it  is  to  dial 
London: 

INTERNATIONAL  COUNTRY  CITY 
ACCESS  CODE       CODE  CODE 

Oil  +  44  +  1  +  LOCAL  NUMBER 

(If  you  are  calling  from  a 
Touch-Tone  *  telephone ,  press  the 
"#"  button  after  dialing  the  entire 
number.  This  will  speed  your 
call  along.) 

Only  $4.65  to  close  a  deal  on 
the  spot.  What  a  nice  surprise 
Or,  as  they  say  in  England, "That 
takes  the  biscuit!" 


•Trademark  of  AT&T  Co 


Bell  System 


INITIAL  3-MINUTE  DIAL  RATES 


FROM  THE  U  S 
MAINLAND  TO 


DAY  RATt    LOWER  RATE 


Austria  $6.15  —  A 

Belgium  6.15  $4.95  B 

Denmark  6.15  4.95  B 

Finland  6.15  4.95  B 

France  6.15  —  A 

Germany  6.15  4.95  C 

Ireland  4.65  3.60  B 

Italy  6.15  4.95  B 

Luxembourg  6.15  4.95  B 

Monaco  6.15  —  A 

Netherlands  6.15  4.95  B 

Norway  6.15  4.95  B 

Portugal  6.15  4.95  B 

San  Marino  6.15  4.95  B 

Spain  6.15  4.95  B 

Sweden  6.15  4.95  B 

Switzerland  6.15  —  A 
United 

Kingdom  4.65  3.60  B 

VaticanCity  6.15  4.95  B 

A)  No  lower  rate  period 

B)  Nights5pm-5am&Sunday 

C)  Nights  5pm-5am  only 

Thecharge  for  each  additional 
minuteisl/3theinitial  3-min. 
dial  rate.  Federal  excise  tax  of 
2%  is  added  on  all  calls  billed 
in  the  United  States. 


With  all  thy  getting  get  understanding 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


IF  TOU  THINK  ISRAEL'S  STRIKE  AT  IRAQ'S  "REACTOR" 

really  outraged  all  Arabic  countries,  you're  really  not 
thinking.  While  the  sigh  of  relief  in  some  Arabic  lands 
may  have  set  a  record  for  inaudibility,  it  was  for  real. 

NIT  ING  A  MESSAGE  TO  MOSCOW 


It  stretches  credibility  a  bit  to  think  that  the  most 
effective  way  to  convey  our  strength  and  strength  of  pur- 
pose to  that  other  superpower,  the  U.S.S.R.,  is  by  nit- 
picking incivility. 

.  .  .  Like  ceasing  the  custom  of  letting  the  Soviet  ambas- 
sador use  the  State  Department's  garage  entrance  on  the 
one  hand,  while  on  the  other  hand  it's  the  only  nation  with 
a  direct  line  to  a  red  telephone  upon  the  President's  desk. 

.  .  .  Like,  on  the  basis  of  what  turned  out  to  be  an 
uninformed  or  irresponsible  or  troublemaking  "tip"  about 
a  suspicious  cargo  on  an  Aeroflot  liner,  committing  a  U.S. 


Customs  search  that  involved  (according  to  the  Soviets) 
$200,000  worth  of  damage. 

There  are  far  more  effective  ways  to  say  what  we  want 
to  say,  in  a  voice  that  will  be  heard  and  heeded — such  as 
putting  together  a  Rapid  Deployment  Force  rapidly;  get- 
ting into  production  with  a  sea-based  MX  missile;  putting 
into  NATO  hands  soonest  the  new  middle-range  missile; 
getting  an  army  equipped  with  functioning  transport,  tank 
support  and  artillery  in  quantity. 

Tapping  out  messages  with  pinpricks  irritates  more 
than  it  communicates. 


SINCE  THE  WORD  "DETENTE"  IS  A  NO  NO 

in  the  Reagan  Administration,  how  about  describing  our  Substituting  this  Latin  for  that  French  will  remove  what 

necessitous  relations  with  the  Soviet  Union  (including  the  Administration  feels  is  the  latter's  taint,  while  the 

talking  to,  as  well  as  at  and  about  that  country)  as  modus  former  implies  getting  along  short  of  blowing  our  wee  globe 

vivendi7.  into  oblivion. 

AND  WHERE  DO  MOST  OPECers  INVEST 


their  oil-gotten  gains?  Overwhelmingly,  in  the  U.S.A. 

In  major  measure,  their  cash  is  stashed  here.  (For 
instance,  two-thirds  of  Kuwait's  reserve  funds  are  in  the 
U.S.)  The  largest  piece  of  the  action  for  the  purchases 
involved  in  creating  whole  new  Mideast  cities,  ports, 
plants,  colleges  and  all  the  other  accoutrements  of  ur- 
bana  is  here.  And  most  of  what's  not  bought  in  the  U.S. 


is  purchased  in  Western  Europe. 

Only  the  current  oil  glut — of  potentially  precarious 
duration — has  slowed  down  the  far-out,  frequent  price 
jumps.  Yet  these  have  been  principally  responsible  for 
the  inflation  and  recession  that  cause  OPEC  investments 
to  shrink,  their  purchasing  costs  to  soar. 

In  Arabic  numerals,,  it  doesn't  add  up,  does  it. 
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PEOPLE  WHO  SHOOT  PRESIDENTS  OR  AT  PRESIDENTS 

in  democracies  should  be  treated  as  traitors. 


DO  AS  THE  ROMANS  DO 

When  Italians  in  Rome  and  in  all  the  rest  of  historic,  abortions,  including  even  pregnancies  resulting  from  rape 

official,  overwhelmingly  Catholic  Italy  voted  by  better  or  incest. 

than  2-to-l  not  to  repeal  their  liberal  abortion  laws,  surely       Here's  an  instance  when,  in  the  United  States,  we 

there  was  a  message  for  those  here  so  intent  on  abolishing  should  do  as  the  Romans  do. 


IF  YOU  LIVE  IN  BANGLADESH  AND  WANT  SOME  40  MORE  TEARS 


added  to  your  current  36-year  expectancy,  you'd  better 
move  to  Iceland  or  Japan. 

In  a  set  of  statistics  gathered  by  the  Population  Reference 
Bureau  and  published  in  GEO  magazine,  some  fascinating 
figures  emerge — for  instance,  children  being  born  as  you 


read  this  will  live  seven  years  longer  than  those  who  bowed 
in  six  years  ago.  In  18  years  the  16.5  million  population  of 
Kenya  will  double,  while  it  will  take  6,930  years  before  there 
are  twice  as  many  people  in  East  Germany. 
Herewith,  the  table: 


Popu-   Years  to  Life 

latlon   Double  Expectancy* 

(mill.)    Pop.        197S  1981 


World 


4492.0  42 


55 


Africa 

Algeria 
Angola 
Burundi 
Congo 
Egypt 
Ethiopia 
Ghana 
Guinea 
Ivory  Coast 
Kenya 
Liberia 
Libya 

Madagascar 
Mali 

Morocco 


486.0 

193 
6  7 
42 
1.6 
435 
33  5 
120 
5  1 
85 
165 
1  9 
3.1 
88 
68 
21  8 


Mozambique  10.7 


Nigeria 
S.  Africa 
S.  Leone 
Tunisia 
Uganda 
Zaire 


79.7 
29  0 
36 
66 
14.1 
30.1 


24 

22 
28 
25 
27 
23 
28 
22 
27 
22 
18 
21 
20 
27 
24 
23 
27 
22 
29 
26 
27 
23 
25 


45 

53 
38 
39 
44 
52 
38 
44 
41 
44 
50 
44 
53 
44 
38 
53 
44 
41 
52 
44 
54 
SO 
44 


RH'KINTED  FROM  GEO  MAGAZINE 


62 
49 

56 
41 
45 
46 
55 
39 
48 
44 
46 
53 
48 
55 
46 
42 
55 
46 
48 
60 
46 
57 
52 
46 

MAY  1 


Zambia  6  0 

Zimbabwe  7  6 
Asia  2609.0 

Afghanistan  16.4 
Bangladesh  92  8 


Burma 
China 
India 

Indonesia 
Iran 
Iraq 
Israel 
Japan 
Jordan 
Kampuchea 
Kuwait 
Laos 
Lebanon 
Malaysia 
N  Korea 
Pakistan 
Philippines 
S  Arabia 
Singapore 
S  Korea 
Sri  Lanka 
Syria 
Taiwan 
'81. 


35.2 
9850 
688  6 
1488 

398 

13  6 
39 

1178 
3.3 
55 
1.4 
36 
32 

14  3 
18.3 
889 
48  9 
104 

24 
38  9 
153 

93 
18.2 


LIFE  EXPECTANCY 


44 

52 
54 

40 
36 
50 
62 
50 
48 
51 
53 
71 
73 
53 
45 
67 
40 
63 
59 
61 
50 
58 
45 
70 
61 
68 
54 
69 

FOR  THOSE 


48 
53 
60 

42 
47 
53 
68 
52 
50 
58 
55 
74 
76 
56 
45 
70 
42 
65 
61 
62 
52 
61 
48 
71 
63 
64 
62 
72 

BORN 


Thailand  48 

Turkey  46 

Vietnam  54 

N.  America  254 

Canada  24 

USA  229 

L.  America  366 


Argentina 
Bolivia 
Brazil 
Chile 
Colombia 
Costa  Rica 
Cuba 

Dom  Repub 
Ecuador 
El  Salvador 
Haiti 
Jamaica 
Mexico 
Nicaragua 
Panama 
Peru 

Puerto  Ricq 
Uruguay 
Venezuela 
Europe 
Albania 


28 
5 
121 
11 
27 
2 
10 
5 
8 
4 
6 
2 
69 
2 
1 

18 
3 
2 
15 
486 
2 


29 

32 

25 

95 

89 

95 

29 

43 

28 

29 

47 

30 

25 

75 

25 

22 

22 

26 

33 

28 

20 

31 

26 

44 

67 

23 

178 

32 


58 
57 

71 

72 
71 
61 

68 
47 
61 
63 
61 
68 
70 
58 
60 
58 
50 
70 
63 
53 
66 
56 
72 
70 
65 
71 
69 


61 
61 
62 
74 
74 
74 
64 
69 
51 
64 
67 
62 
70 
72 
60 
60 
63 
51 
70 
65 
55 
70 
56 
74 
71 
66 
72 
69 


Austria 
Belgium 
Bulgaria 
Czech 
Denmark 
Finland 
France 
Greece 
E.  Germany 
Hungary 
Iceland 
Ireland 
Italy 

Luxembourg 
Netherlands 
Poland 
Portugal 
Romania 
Spain 
Sweden 
Switzerland 
U  K 

W  Germany  61  3 
Yugoslavia  22  5 
U.S. SR.  268.0 
Oceania  23.0 

Australia  14  8 
New  Zealand  3.1 


7  5 
99 
89 

154 
5  1 
4  8 

539 
96 

16  7 

10  7 
02 
34 

57  2 
04 

14  2 

36  0 
100 
224 

37  8 
83 
63 

55  9 


578 
139 
110 
770 
169 
178 
96 

6930 

315 

57 

69 

289 

3465 

154 

67 

105 

79 

83 

1155 

267 

693 

81 
86 
54 

81 


71 
73 
72 
69 
74 
70 
73 
72 
71 
70 
74 
72 
72 
71 
74 
70 
68 
67 
72 
73 
72 
72 
73 
68 
70 
66 
72 
72 


72 
73 
72 
70 
74 
72 
73 
73 
72 
70 
76 
73 
73 
71 
75 
71 
70 
70 
73 
75 
75 
73 
72 
69 
69 
69 
73 
73 


IN  llJ75  AND  1981,  RESPECTIVELY 


GOOD  SIGNS  ALL  AROUND  US 

Gee,  we  can  now  hit  the  road,  so  to  speak,  and  know  to  intelligible  signs  since  the  days  when  Burma  Shave 

where  we  are  and  what's  ahead,  what's  a  "go"  and  what's  a  sequences  were  the  only  clear  messages  motorists  were 

no-no.  Recently,  the  motorcyclist  magazine  Road  Rider  ever  apt  to  see.  The  colors  and  the  shapes,  as  well  as  the 

beautifully  illustrated  how  far  we've  come  along  the  road  sign  language,  combine  for  clarity  these  days. 


DETOUR 


YOU  dRE  HERE 


HIGHWAY  ins  ClOSf  0 
roR  fl  DISTANCE  6HIHS 
SOUTH  Of  HIRE  »I!H  A 
7  Hilt  OfTOUR 

for  BEST  ROdD  f 
toSmboycm  U'««n[«  \ 

ToRIC«Io.3IIHIU  > 
lffT«M«  19  HIUS 
Uf TM  32  A  HlltS  TO 
JCl»"<17ai  ERDHAN 
DISMHCI  ">  SHIB0YC1H 
VIA  TK1S  H0WH  IS  29M1S 

,  vm  17a«o  stio»as(M'a» 
is  2B  Macs 


CHILTON  25 
fONODUUC  SI 


NEWTON      8  m  ' 
CUVEiaND  15m  ,  13 
MSO  TO  SMBOYGJN  21 

VIA   17  AND 
SflOHMIlT  DCIOU* 


Highway  signs — circa  1926  (above),  circa  1981  (right) 


FOOD  -  PHONE 
GAS  -  LODGING 
HOSPITAL 
CAMPING 
SECOND  RIGHT 


NEXT  EXIT 
9  MILES 


NO 
PASSING 

IZONE, 
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yp  'oN 

The 

SECRET  PASSION 
Joseph  Epstein 

]    AW1DE  RANGING  LOOK  AT 
CHANGING  ATTITUDES 

,  A  BOUT  ACHIEVEMENT   

IN  AMERICA  fe&Sk 


BOOKS 


Ambition — by  Joseph  Epstein  (E.P. 
Dutton,  $13.95).  Author  Epstein  de- 
fines it  as  "fuel  of  achievement." 
This  is  a  brilliant  analysis  of  how 
ambition  is  viewed  in  today's 
America.  Should  be  Must  reading  in 
executive  suites  as  well  as  college 
classrooms. 

Excerpts:  To  say  of  a  young  man  or 
woman  that  he  or  she  is  ambitious  is 
no  longer,  as  it  once  was,  a  clear  compliment.  .  .  .  Ambi- 
tion connotes  a  certain  Rotarian  optimism,  a  thing  unseem- 
ly, in  very  poor  taste,  rather  like  a  raging  sexual  appetite  in 
someone  quite  elderly.  .  .  .  Succeed  at  all  costs  but  refrain 
from  appearing  ambitious. 

Arabia — by  Jonathan  Raban  (Simon  &. 
Schuster,  $11.95).  If  you  ever  had  a 
yen  to  visit  Yemen  or  Middle  East 
peripheral  powers,  this  book  will  save 
you  from  a  lot  of  horrendous  travel 
travail. 


ARABIA 

11 

■  i  i 

A  JOURNEY 
TmOUGHTO 
LABYRINTH 


JONATHAN  RABAN 


Excerpt:  "You  cannot  have  an  intel- 
lectual life  if  you  can't  talk.  In  Cairo, 
that  is  becoming  physically  impossi- 
ble. The  city  is  one  big  traffic  jam.  To 
find  a  taxi  to  go  to  work,  to  find  another  taxi  to  come 
home — that  takes  the  entire  day.  So  sometimes  I  think 
they  make  these  traffic  jams  deliberately — to  prevent  us 
from  ever  meeting  each  other. " 


CROSBIES 
DICTIONARY  OF 


Crosbie's  Dictionary  of  Riddles — by 

John  Crosbie  (Harmony  Books,  $6.95 
paperback).  Our  twin  7-year-old 
granddaughters  are  crazy  about  rid- 
dles, but  I  think  even  they  may  cry 
"enough"  before  they're  through  this 
2,400-item  dictionary. 
Excerpts:  Who  was  the  best  actor  in 
the  Bible!  Samson.  He  brought  the 
house  down.  .  .  .  Why  is  an  alligator 
.deceitful!  He  takes  you  in  with  an  open  face.  .  .  .  What 
happens  if  you  buy  too  much  17th  and  18th  century  art! 
You  wind  up  baroque. 

Going     to     Extremes — by  Joe 

McGinniss  (Alfred  A.  Knopf,  Inc., 
$11.95).  An  ideal  antidote  for  any- 
one you  know  with  a  Last-Frontier 
hankering  to  live,  work,  settle  or 
just  hunt  a  bear  in  Alaska. 
Excerpt:  One  thing  I  noticed 
quickly  was  that  Alaska  was  al- 
most an  obsession  to  many  of  the 
people  living  there.  It  was  a  loved 
one,  a  family  member  about  which 
they  fretted  and  dreamed.  Alaskans  thought  about  Alas- 
ka, and  talked  about  it,  all  the  time.  The  world  beyond  its 
borders  was  called  Outside — spelled,  even  in  the  newspa- 
i pers,  with  a  capital  O.  This  seemed  a  unique  phenomenon. 


Going  to 
Extremes 

Joe  McGinniss  shows  us 

Till;  ALASKA  HE  EXI'MIENO'I)- 
I'KI-.l'OSIHtOUS.GLOUIOUS. 
GKASI'INC,  AND AHOUT  TEN 
SI/.I-^S  ISK  ;i,KR  11  IAN  1.IFK 


Land  of  the  Firebird — by  Su- 
zanne Massie  (Simon  &  Schus- 
ter, $22.50).  The  pre-Red  Revo- 
lution evolution  of  culture,  arts 
and  architecture  in  Russia. 
The  contribution  of  this  vast 
land  and  varied  peoples  to  op- 
era, ballet,  theater  and  litera- 
ture is  extraordinary  and  this  unique  volume  puts  it  in 
sequential  perspective. 

Excerpt:  The  Order  of  St.  Andrew,  Russia's  highest  deco- 
ration and  comparable  to  the  Order  of  the  Garter  in 
England,  was  a  direct  result  of  Peter's  [the  Great)  first  visit 
to  the  West.  Peter  realized  that,  instead  of  rewarding 
victorious  generals  with  estates,  it  was  much  cheaper  to 
present  them  with  a  ribbon  and  a  diamond  order. 

The  Dollar  Princesses — by  Ruth 
Brandon  (Alfred  A.  Knopf,  Inc., 
$12.95).  Though  less  sparkling  than 
the  subjects  deserve,  this  book  offers 
little  to  those  solaced  by  the  money- 
can't-buy-happiness  principle.  When 
these  gals  bought  what  they  thought 
they  wanted,  it  often  wasn't,  but 
they  had  the  rare  satisfaction  of  find- 
ing it  out  for  themselves.  And  usual- 
ly enjoyed  their  titles  if  not  their  husbands. 

Excerpt:  In  her  seventieth  year,  at  lunch  Emerald,  Lady 
Cunard,  with  mischief  in  her  old,  over-made-up  eyes 
declared  that  no  man  was  ever  faithful  to  his  wife  for 
more  than  three  years.  "That,"  she  added,  "is  a  biological 
fact."  "You  can  never  have  known  my  Freeman,"  Lady 
Willingdon,  the  other  lunch  guest  retorted.  "Perhaps  bet- 
ter than  you  think,"  was  Emerald's  reply. 


SAGAS  OP  UPWARD  NOBILITY 
1870-1914 

Rudi  Brandon 


Rowing 
toward 
Eden 
Ted 


ffflKFTM  XS1 

MORGAN  IS 
LiNSWKVi  h  s  4;.At>-yi 
OF  OTHERS  -VJ  WMV 
PEKIMMi  'N'rtS 
ASSiSSy-UT  OF  HVStif 
"5 '.»;  tS  *CH  BMHKC 
AND  AKJ.i  ML.  fi£*l  ' 


Rowing  Toward  Eden — hy  Ted  Mor- 
gan (Houghton  Mifflin  Co.,  $10.95). 
Morgan  couldn't  write  a  dull  page  if 
he  tried,  but  these  autobiographical 
essays  are  not  in  a  league  with  his 
excitingly  insightful  "On  Becoming 
American,"  his  "Maugham"  or  any 
of  his  other  works.  He  sometimes 
wields  a  mean  scalpel,  as  in  his 
nasty  observations  about  some  of 
the  people  he  knew  while  living  in  Morocco. 

Excerpt:  Not  content  with  refusing  to  write  stories  he  felt 
were  worthless,  Teddy  [Hartman,  rewrite  man  of  the  N.Y. 
Herald  Tribune/  took  to  changing  sentences  that  offended 
him.  He  was  asked  to  rewrite  an  interview  with  a  famous 
author,  who  was  quoted  as  saying,  "In  this  book,  I 
exorcised  a  certain  number  of  ghosts."  For  some  reason 
Teddy  did  not  approve  of  this  phrase,  and  changed  it  to  "I 
exercised  a  certain  number  of  goats."  A  deskman  spotted 
the  incongruity  and,  in  retaliation,  misspelled  Teddy's 
by-line.  When  Teddy  complained,  the  deskman  said, 
"Who  knows  but  you!" 
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LAKE 


E*L 
DOCTOROW 


Loon  Lake — By  E.L.  Doctorow  (Ran- 
dom House,  $1 1.95). -Our  author  does 
here  to  the  Depression  what  he  did 
in  Ragtime  to  our  century's  earlier 
decades.  If  you'll  skip  the  poetry 
chapters,  you  can  enjoy  the'far  more 
fetching  lyricism  of  the  loony  prose. 

Excerpt:  Examination  of  the  general 
practice  of  families  of  immeasur- 
able wealth  in  US  suggests  their 
generosity  cannot  be  explained  entirely  as  self-serving 
public  relations  but  may  be  seen  as  manifesting  anthro- 
pologically identified  principle  of  potlatch  observed  oper- 
ating in  primitive  social  systems  throughout  the  world 
from  northern  forest  aboriginals  to  unclad  natives  of 
tropical  paradises.  The  principle  regardless  of  currency  of 
benefaction  breadfruit  pigs  palm  fronds  or  dollars  is  that 
wealth  is  accumulated  so  that  it  can  be  given  away  thus 
bringing  honor  to  the  giver.  I  refer  to  an  American  land- 
scape from  every  region  of  which  rise  hospitals  universi- 
ties libraries  museums  planetaria  parks  think-tanks  and 
other  institutions  for  the  public  weal  all  of  which  are  the 
benefactions  of  the  utmost  class. 

Flim-Flam — by  James  Randi  (Lip- 
pincott  &  Crowell,  $12.95).  If  you 
have  found  either  fun  or  happi- 
ness thinking  there  just  might  be 
something  to  flying  saucers,  the 
Bermuda  Triangle,  astrology, 
gurus,  "information  transmis- 
sion," psychic  surgery,  levitation, 
dowsers  or  bio-rhythm,  this  de- 
bunking isn't  for  you.  Or,  come  to 
think  of  it,  it  may  be  just  what  you  need. 
Excerpt:  The  oldest  of  the  claptrap  philosophies  of 
mankind  is  astrology.  .  .  .  With  some  250,000,000,000 
stars  in  our  own  particular  galaxy  and  about 
100,000,000,000  other  galaxies  available  to  influence  us, 
a  possible  25,000,000,000,000,000,000,000  stars  enter 
into  our  fortunes. 


'or 

the  Road 

A  HOBO  HISTORY 


RogerA-Bruns 


Knights  of  the  Road,  a  Hobo  His- 
tory— by  Roger  Bruns  (Methuen^ 
$10.95).  "The  hobo  was  a  migra- 
tory worker,  the  tramp  was  a  mi- 
gratory nonworker,  and  the  bum 
was  a  nonmigratory  nonworker." 
Despite  their  own  rigorous  class 
distinctions,  society  discriminat- 
ed against  'em  all  indiscriminate- 
ly, and  their  lives  were  nearly 
always  mean  and  miserable. 

Excerpt:  By  the  end  of  the  19th  century,  the  railroad's 
steel  arms  reached  nearly  every  county  in  the  U.S.,  al- 
most 200,000  miles  of  track.  The  wail  of  the  soot-belching 
monster  locomotives  touched  nerves  of  restlessness.  .  .  . 
[Hoboes/  all  shared  a  common  need:  to  quench  a  thirst 
for  moving;  to  trust  their  fates  to  the  whimsical  notion 
that  a  better  life  lay  somewhere  down  the  track. 


The  Palace  Inns — by  Brian  Mc- 
Ginty  (Stackpole  Books,  $14.95).  A 
loving  history  of  14  of  our  legendary 
hotels  that  are  still  alive  but — with 
an  occasional  exception  such  as  the 
Greenbriar — continuing  with  far 
less  luster  and  glory  than  in  their 
long-gone  heydays.  At  one  time, 
though,  they  "were  America's  an- 
swer to  Versailles,  Blenheim,  and  the  Schdnbrunn." 

The  Real  Thing — by  Kurt  Andersen 
IDoubleday  &  Co.,  $8.95).  A  young 
Lampooning  Harvard  author  in  a  se- 
ries of  essays  assays  what's  gold  or 
gilt  in  everything  from  beers,  cars, 
colas  and  beauty  queens  to  mon- 
archs,  gurus,  festivals  and  furniture. 

Excerpts:  Affectations:  Solar  energy 
setups  on  the  roofs  of  the  gentry's 
homes,  this  decade's  version  of  the 
garden  party  for  Cesar  Chavez.  .  .  .  Weird  meats,  accord- 
ing to  our  parents,  either  taste  like  "chicken,  sort  of"  or 
"you'll  enjoy  it,"  a  phrase  meaning  "liver"  in  High  Par- 
ent. .  .  .  Sweetbreads  taste  as  beige  as  they  look. 


The  book  thai  separates 
the  men  from  the  bo>5, 
the  wheat  from  the  chaff, 
and  the  bogus  from  the 
bona-fide.  .^iflikfe. 


by  Kurt  Anders 


YS.NA1PAGL 


AMWEL 


Guerrillas — by  V.S.  Naipaul 
(Alfred  A.  Knopf,  Inc.,  $7.95). 
Though  published  six  years 
ago,  the  subject  matter  is 
more  germane  than  ever: 
Left  revolution,  Right  op- 
pression and  suppression,  both  exploiting  nonideological 
gangsterism  that  is  rampantly  ripping  off  everybody. 

Excerpt:  Roche  [referring  to  his  friend's  wife] .  .  .  said,  in 
his  calm,  reflective  way,  as  though  no  human  experience 
was  outside  his  comprehension,  "It's  the  standard  crisis. 
She'll  come  back.  When  we  are  forty-one  we  all  think  it 
would  be  nice  to  make  a  fresh  start.  It's  the  kind  of  thing 
we  laugh  at  when  we're  forty-two." 


A  WIND 
TO  SHAKE 
THE  WORLD 

The  Story  of  the 
1938  Hurricane 


Everett  S.  Allen 


A  Wind  to  Shake  the  World — by  Ev- 
erett S.  Allen  (Little,  Brown  &  Co., 
$10).  As  subtitled,  this  is  The  Story 
of  the  1938  Hurricane,  which,  with 
virtually  no  notice,  wreaked  wind 
and  tidal  wave  devastation  from  New 
Jersey  to  Boston.  It  almost  obliterated 
some  of  the  summer  spas  of  the  rich 
and  the  not  so  rich  along  Long  Island 
and  around  the  Cape.  A  horror  mov- 
ingly unfolded  through  the  eyes  and  minds  of  the  beholders. 

Excerpt:  [Mrs.  Moore,  hurricane  survivor]:  "I  sometimes 
feel  that  we  have  had  a  preview  of  the  end  of  the 
world.  We  certainly  saw  how  easily  it  could  happen 
and  in  such  a  short  time.  For  some,  it  was  the  end  of 
their  earthly  existence;  it  might  easily  have  been  for 
us.  We  experienced  every  sensation  except  that  of  actu- 
ally leaving  this  world.  ..." 
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EYEWITNESS  REPORTS 


As  most  of  us  know  from  unfortunate  experience,  it  is 
necessary  to  file  an  accident  report  with  one's  insurance 
company  in  case  compensation  claims  should  arise. 

Being  charged  regularly  with  abuse  and  misuse  of  our 
language,  I  can  sympathize  with  those  who  on  their  offi- 
cial reports  wrote  these  things  (sent  to  us  by  a  reader)  that 
don't  quite  say  what  the  writers  meant  to  say: 

"Coming  home,  I  drove  into  the  wrong  house  and  col- 
lided with  a  tree  I  don't  have." 

"The  other  car  collided  with  mine  without  giving  warn- 
ing of  its  intentions." 

"I  thought  my  window  was  down,  but  I  found  out  it  was 
up  when  I  put  my  head  through  it." 

"I  collided  with  a  stationary  truck  coming  the  other 
way." 

"A  pedestrian  hit  me  and  went  under  my  car." 

"The  guy  was  all  over  the  road.  I  had  to  swerve  a  number 
of  times  before  I  hit  him." 

"I  pulled  away  from  the  side  of  the  road,  glanced  at  my 
mother-in-law  and  headed  over  the  embankment." 

"The  telephone  pole  was  approaching,  I  was  attempting 

ARE  YOU  OLD  ENOUGH  TO  REMEMBER 

when  two  bits  was  worth  something? 


to  swerve  out  of  its  way  when  it  struck  the  front  end." 

"In  my  attempt  to  kill  a  fly,  I  drove  into  a  telephone 
pole." 

"I  had  been  driving  for  40  years  when  I  fell  asleep  at  the 
wheel  and  had  an  accident." 

"To  avoid  hitting  the  bumper  on  the  car  in  front,  I 
struck  the  pedestrian." 

"My  car  was  legally  parked  as  it  backed  into  the  other 
vehicle." 

"An  invisible  car  came  out  of  nowhere,  struck  my  car 
and  vanished." 

"I  told  the  police  that  I  was  not  injured,  but  on  removing 
my  hat,  found  that  I  had  a  fractured  skull." 

"I  was  sure  the  old  fellow  would  never  make  it  to  the 
other  side  of  the  road  when  I  struck  him." 

"The  pedestrian  had  no  idea  which  direction  to  run,  so  I 
ran  over  him." 

'I  saw  a  slow-moving,  sad-faced  old  gentleman  as  he 
bounced  off  the  roof  of  my  car." 

"I  was  thrown  from  my  car  as  it  left  the  road.  I  was  later 
found  in  a  ditch  by  some  stray  cows." 

HAVING  LOTS  OF  CENTS 

adds  much  to  the  other  five. 


OUT  ON  A  LIMB  WITH  BONDS 


By  M.S.  Forbes  Jr. 


The  bond  market  has  rallied  nice- 
ly in  recent  weeks,  but  institutional 
investors  remain  very  skeptical, 
bearish.  Most  are  determined  to 
stay  on  the  sidelines.  Why  take 
risks  when  you  get  so  much  return 
by  staying  in  cash? 

That's  probably  the  most  posi- 
tive sign  yet  that  the  worst  may 
be  over  for  quality  bonds.  Tradi- 
tionally, bear  markets  are  at  an 
end  when  regular  participants  have 
lost  all  hope. 

Another  healthy  sign:  Stocks  that 
are  seen  as  interest-rate  sensitive — 
primarily  banks  and  insurance  com- 
panies— have  done  extremely  well 
recently.  Money  men  may  have  an 
emotional  aversion  to  debt  but 
some  are  still  willing  to  take  a  proxy 
with  high-yield  equities. 

The  prime  impetus  for  bonds  is 
coming  from  individual  investors — 
an  additional  bullish  signal.  Institu- 
tions may  dominate  today's  finan- 
cial markets,  but  market  turns  have 
often  been  led  by  small  investors. 
The  stock  market  slump  of  1969-70 
ended  when  people  who  were  not 


active  participants  came  in  with 
their  small  buy-orders.  Something 
of  the  same  thing  happened  in  the 
autumn  of  1974  after  the  devastat- 
ing market  crash  of  the  previous  18 
months. 

Economist  Henry  Kaufmann  and 
others  continue  to  be  negative, 
but  these  seers  are  overlooking 
the  fundamental  long-term  impor- 
tance that  the  change  of  Adminis- 
trations in  Washington  is  making 
on  the  economic  environment. 
Factor  out  inflation,  and  interest 
rates  today  are  the  highest  they've 
been  since  the  1930s.  History 
shows  that  these  lofty  levels  don't 
last  for  long. 

Jeremy  Grantham  of  Grantham, 
Mayo,  Van  Otterloo  &  Co.,  a  very 
successful  stock  market  man,  says: 
"We've  never  touched  bonds,  but 
we  did  so  the  first  time  this  April. 
The  real  yields  were  too  fantastic  to 
pass  up." 

And  what  if  this  rally  falters? 
Grantham  replies,  "If  the  long-term 
debt  market  goes  to  those  levels 
again,  we'll  buy  more.  It  will  give  us 
a  chance  to  get  a  second  helping." 

The  bond  experts  are  wary.  Out- 


siders, less  so.  If  you  have  a  horizon 
of  a  year  or  a  little  more,  you'll  do 
well  by  going  along  with  the  outsid- 
ers. By  the  time  a  consensus 
emerges  that  it's  safe  to  buy  bonds, 
the  biggest  profit  opportunities  will 

be  gone. 

°  *    *  * 

Why  aren't  more  debt  managers 
willing  to  take  the  risk  that  we're 
not  likely  to  see  such  high  rates  for  a 
long  time — despite  whatever  vola- 
tility we  may  have  in  the  near  fu- 
ture? Said  one  top  money  man  at  a 
major  brokerage  house  (he  asked  for 
anonymity  so  as  not  to  offend  cli- 
ents): "These  managers  have  been 
hurt  too  often.  They  bought  bonds 
at  9%  which  looked  juicy,  but  they 
sustained  enormous  losses.  The 
same  thing  happened  at  11%  and 
then  again  at  13%. 

"These  people's  performances  are 
judged  quarterly  and  they  now  fear 
that  if  they  make  another  mistake, 
they'll  lose  their  jobs.  After  all,  it's 
one  thing  to  lose  other  people's 
money,  but  quite  another  to  affect 
one's  own  livelihood.  Who  wants  to 
be  the  last  man  fired  in  a  bear 
market?" 
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Other  Comments 

Often  comments  by<  others  stimulate,  irritate, 
abuse  or  amuse  this  editor  s  mind.  -MSF 


Tax  Cut,  Revenue  Gain 

One  question — about  what  would 
happen  with  the  cut  in  the  capital 
gains  tax  that  Congress  legislated  in 
1978 — is  starting  to  get  some  answers 
from  Treasury  statistics.  The  Carter 
Administration  fought  that  cut,  and 
Mr.  Carter  almost  vetoed  the  bill.  .  .  . 
But  instead  of  the  $1.7  billion  revenue 
loss  projected  at  the  time,  the  1979 
result  was  a  much  more  modest  $100 
million  net  outflow.  And  when  new 
Treasury  numbers  are  published  for 
1980,  they  are  expected  to  show  a 
revenue  gain. 

— Clyde  H.  Farnsworth, 
New  York  Times 

Peter  Pan  &  Tip  O'Neill 

In  all,  it's  an  amusing  spectacle. 
Watching  Tip  O'Neill  and  Toby  Mof- 
fett  fretting  over  inflation  and  leading 
the  charge  against  too  large  a  deficit  is 
like  seeing  Lucrezia  Borgia  cast  as  Pe- 
ter Pan.  .  .  .  They  have  never  been 
concerned  about  deficits  when  spend- 
ing increases  have  been  under  consid- 
eration, and  we  see  no  reason  to  be- 
lieve their  professions  about  the  dan- 
gers of  deficits  now  that  tax  cuts  are 
under  consideration. 

For  this  sort  of  Democrat,  the  dis- 
tinguishing belief  is  that  the  govern- 
ment is  the  spender  of  first  resort. 
Naturally  they  have  a  reflex  suspicion 
and  hostility  toward  any  action  which 
would  diminish  the  federal  kitty. 


They  are  against  a  three-year  tax  cut 
not  because  they  want  a  smaller  defi- 
cit three  years  hence,  but  because 
three  years  hence  they  want  more 
money  to  spend.  For  them,  the  right 
time  to  cut  taxes  will  never  arrive. 

— Wall  Street  Journal  editorial 

Peter  Pan  &  Murray 

I'm  Peter  Pan.  I  want  to  believe.  But 
you  have  to  convince  me,  and  you 
haven't  done  that. 

— Murray  Weidenbaum, 
chairman  of  the  Council  of  Economic 
Advisers,  to  optimistic  forecasters 


with  a  $2  firing  circuit  leaves  millions 
of  dollars'  worth  of  these  weapons 
unusable. 

•  Fraud  and  incompetent  account- 
ing in  one  Army  military  office  result- 
ed in  a  loss  of  $531  million. 

•  Inefficient  operation  and  support 
of  the  Navy's  new  F-18  warplane 
threaten  unnecessary  spending  esti- 
mated at  $4.1  billion. 

•  Military  reservists  pocket  some 
$744  million  in  payments  for  exer- 
cises they  never  attend. 

•  Upkeep  of  marginally  useful  mili- 
tary bases  eats  up  about  $443  million 
annually. 

•  Slipshod  billing  practices  have 
forced  the  Pentagon  to  pick  up  the  tab 
for  $1  billion  in  foreign  arms- sales 
costs  which  should  have  been  billed  to 
customers  abroad. 

— U.S.  News  &)  World  Report 


A  Real  Bummer 

Nobody  pretends  that  a  U.S. -Soviet 
"dialogue"  will  be  easy.  One  is  re- 
minded of  Adlai  Stevenson's  story  of 
the  difficulty  of  negotiating  with  the 
Soviets  during  the  last  war  over  the 
delivery  of  U.S.  arms  to  the  Soviet 
Union.  Stevenson  was  then  in  the 
Navy' Department  and  the  Soviet  rep- 
resentative was  complaining  that 
Washington  was  "behind"  in  deliver- 
ing planes  and  tanks  to  Moscow.  Stev- 
enson countered  by  saying  that  Mos- 
cow was  "behind"  in  defining  precise- 
ly what  weapons  the  Soviet  Union 
wanted.  Whereupon  the  Soviet  diplo- 
mat, in  one  of  the  memorable  phrases 
of  the  war,  insisted:  "I  have  not  come 
here  to  discuss  my  behind  but  your 
behind." 

— political  columnist  James  Reston 
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Dining  Out  in  Style 

We  ate  dinner  at  Fresh  Frieda's 
Mexican  restaurant  [in  Kenai,  Alas- 
ka]. Frieda  was  a  heavy  young  woman 
with  a  loud  voice.  "You're  in  luck," 
she  called  out  as  we  entered.  "I'm 
using  new  grease  tonight." 
— Joe  McGinness,  Going  to  Extremes 

Down  Pentagon  Drain 

A  minimum  estimate  of  the  cost  of 
military  waste  is  put  at  $15  billion  a 
year  in  a  study  issued  by  congression- 
al Republicans,  who  are  noted  for 
their  staunch  advocacy  of  a  strong 
military  posture.  A  random  sampling 
of  allegations  documented  by  official 
investigators — 

•  Failure  to  equip  Navy  missiles 


Having  money  often  inclines 
people  to  the  belief  that  they 
have  something  to  say,  and 
on  any  subject, 

—Joseph  Epstein,  Ambition 


Counting  Cells 

When  the  cause  and  cure  of  [cancer] 
are  discovered,  they  will  inevitably  be 
intertwined  with  the  aging  process. 
The  minute  molecular  world  of  cells  is 
an  obscure  concept  to  grasp,  and  sci- 
entists often  cannot  see  the  breath- 
taking world  in  which  they  work: 
One  million  human  cells  make  a 
clump  the  size  of  the  head  of  a  pin. 

— Toward  the  Conquest  of  Cancer, 
by  Edward  J.  Beattie  Jr.,  M.D. 


"First  thing  we  do  is  lose  these  Traveler's  checks 
to  see  if  American  Express  will  come  through." 
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Helmets  to  Hackensack. . . 
Drills  to  Decatur... 
and  other  "essentials"  of  your 
everyday  life  are  brought  to  you  via 
Transway's  international  network  of 
transportation  and  distribution  companies. 

Transway  stands  for  leadership  and  innovation 
in  Freight  Forwarding,  Marine  Transportation,  Trailer  Manufacturing 
and  Liquefied  Petroleum  Gas.  From  the  rail  "piggyback"  of  consumer 
goods  to  the  ship  transport  of  raw  materials,  from  producing  trailers  for 
perishables  and  commodities  to  the  marketing  of  LPG . . . 

Transway's  going  places  to  bring  you  products  that  serve  your  needs. 


Transway  International  Corporation,  747  Third  Avenue,  New  York,  New  York  10017 


NYSE  symbol:  TNW 


It  takes  more  than  advertising 
to  move  a  good  product. 


It  takes  packaging.  In 
fact,  75%  of  all  consumer 
goods  come  in  a  package 

And  we're  the  people 
who  produce  the  con- 
tainers that  protect  and 
promote  the  world's  best- 
selling  brands. 

You  name  it.  If  people 
buy  a  lot  of  it,  it  probably 
comes  in  O-l  glass,  plastic 
or  corrugated  packaging. 

Plants  In  Everybody's 
Backyard 

0-1  operates  more 
than  100  plants  from  Cali- 
fornia to  New  York.  This 
nationwide  network 
makes  especially  good 
sense  to  our  large,  multi- 
plant  customers,  who  can 
count  on  local  service  just 
about  anywhere. 

Anywhere?  How  about 
Seville,  Spain.  Or  Sao  Paulo, 

O-l  is  a  leader  in  plastic  beverage 
bottles— with  exclusive  manufacturing 
processes. 


Brazil.  O-l  also  serves  inter- 
national customers  from 

O-l  is  a  major  producer  of  corrugated 
boxes,  with  22  plants  from  coast  to  coast. 


facilities  in  23  countries 
around  the  globe 

Customers  like  O-1's 
vertical  integration,  too.  Our 
million-plus  acres  of  wood- 
lands. Four  containerboard 
mills.  And  an  assured  source 
of  plastic  resin. 

Fresh  Thinking  Is  Part 
Of  The  Package 

Creative  thinking 
comes  in  O-l  packaging, 
too.  Our  innovations 
include  the  Single 
Service  Plasti-Shield"  soft 
drink  bottle.  Clic-LocR 
child-resistant  closures. 
Ultrastak'M  corrugated 
and  much  more. 

In  all,  we  hold  more 
than  4,000  packaging 


patents  worldwide.  And  we 
spent  more  than  a  half-billion 
dollars  in  the  70s  on 
research,  development  and 
engineering. 
Expanding  In  Foam 
One  of  our  most 
dramatic  growth  areas  is 
in  expanded  polystyrene 
-the  versatile  foam  plastic 
so  popular  for  food  and 
beverage  containers. 

Major  brands  in  fast 
food  and  vending  look  to 
O-I's  Lily  Division  for 
leadership  in  foam  tech- 
nology. And  a  beautiful 
line  of  plastic  and  paper 
containers  for  everything 
from  burgers  to  dessert. 

In  short,  what  O-l  pack- 
aging can  do  for  a  brand 
makes  a  very  moving  story. 


Our  Lily  Division  keeps  the  fast  food 
industry  supplied  with  convenience 
packaging. 


We  have  what  it  takes. 


CJ 

OWENS-ILLINOIS 


Toledo,  Ohio  43666 


How  one 
becomes  number  one. 

Mergers  &  Acquisitions: 
The  highest  dollar  volume  ($12  billion). 

The  most  transactions. 
The  largest  market  share  worldwide. 


1981  to  date 


Transaction  Value 


Fluor  Corporation* 

lie  quisition  <i(  St.  Jim-  Mim-ials  fni  potation 


$2,730,000,000 


Standard  Brands  Incorporated* 

iiici  K>-i  with  N  .1 1  »isc  ii,  I  in  to  fiirm 
Nuhisi  ii  Minnils  Ini 


$2,053,000,000 


Cooper  Industries,  Inc. 

acquisition  of  Crouie-Hinds  Company 
acquisition  ol  Kirsi  h  Co. 


$782,000,000 
$102,000,000 


twentieth  Century-Fox  Film  Corporation* 

mi  quued  tiy  Marvin  Duvls 


$818,000,000 


Crocker  National  Corporation* 

part  interest  in  quired  l>v  Midland  Bunk  Limited 


$815,000,000 


The  Bendix  Corporation 

•ale  of  iti  20%  interest  m  ASARC'O  Incoi  DOrated  back  to 

ASAKCO  Inrnrpoiateil  $336,000,000 

aide  of  Bendix  Forest  Products  Corporation  to 

Kohlheig,  Kiavis,  Roberta  &  Co.  $425,000,000 


The  Penn  Central  Corporation 

in  quisition  ill  OK  Technologies,  Incorporated 


$715,000,000 


Westinghouse  Electric  Corporation* 

inquisition  ol  Telepnunptei  ('oipoiatinn 


$646,000,000 


International  Harvester  Company* 

snle  ol  its  Soliu  Turbines  International  Division 
to  Catci  pillai  Tructoi  Co. 


$505,000,000 


General  Foods  Corporation 

acquisition  ol  ( )scar  Mayoi  ttt  Co.  Inc 


$468,000,000 


New  England  Nuclear  Corporation 

hi  quued  by  I'  I  du  Pont  de  Nemours  and  Company  $350,000,000 


Philip  Morris  Incorporated* 

■i  quiiiti  i  minoi  ity  interail  in  Rothmani 

International  Limited 


$350,000,000 


RCA  Corporation 

sale  <>f  Onel  Foixis  Group(U.K.)to  rVrgj  II  Foods  Limited  $70,000,000 

sale  ol  Pii  kei  (  hi  pi >i at n in  to  Tin'  Cu  nei ul  Klectiu  Coin 

pany  L  ted  "i  the  United  Kingdom  $167,000,000 

sale  ..I  Knco  liu  in  Hiirvej  Hubbell  Incorporated  $38,000,000 

Peii  o  Lewis  Corporation 

ii  quisition  of  tin-  Beta  field  interest  ol  Occidental 
Petroleum  Coi  p 


$227,000,000 
Chicago,  Milwaukee,  St.  Paul  and  Pacific  Railroad  Company 

sale  o|  tunliei  land  and  mineral  rights  lo  Pot  latch 

I  orporation  $135,000,000 

sale  of  tnnberland  and  mineral  rights  to  ITT 

Rayoniei  Ini  $45,000,000 

'Tiansai  lion  in  progiess  as  of  5/ 22/81.    LBKL  clients  listed  in  bold  type. 


Transaction  Value 

Orion  Capital  Corporation* 

sale  of  Bankers  National  Life  Insurance  Co.  to 

H.  F.  Ahmanson  &  Company 

$134,000,000 

United  Refining  Company 

$120,000,000 

acquired  by  Coral  Petroleum,  Inc. 

Banca  Commerciale  Italian*  of  Milan* 

acquisition  of  LITCO  Bancorp 

$113,000,000 

General  Health  Services,  Inc. 

acquired  by  Hospital  Corporation  of  America 

$96,000,000 

Culbro  Corporation 

sale  of  Ex-Lax  Pharmaceutical  Co.,  Inc.  to  Sandoz  Ltd.  $94,000,000 

The  Olivetti  Group* 

merger  of  its  U.S.  Subsidiary 

%G1  OOO  OOO 

Olivetti  Corporation  with  Savin  Corporation 

Shawmut  Corp.* 

acquisition  of  Worcester  Bancorp 

$47,000,000 

Lambda  Technology  Incorporated 

$30,000,000 

acquired  by  General  Electric  Company 

McCormick  &  Company,  Incorporated 

$24,000,000 

acquisition  of  Stange  Co. 

AMF  Incorporated 

acquisition  of  Geo  Space  Corporation, 

$23,000,000 

a  subsidiary  of  Applied  Magnetics  Corporation 

A.V.C.  Corporation' 

$18,000,000 

acquired  by  Raybestos-Manhattan,  Inc. 

Esquire,  Inc.* 

$15,000,000 

acquisition  of  Allyn  and  Bacon,  Inc. 

Hunt  Manufacturing  Co. 

$15,000,000 

acquisition  of  X-ACTO  Division  of  CBS  Inc. 

Energy  Transportation  System  Inc. 

$9,000,000 

sale  of  25%  interest  to  Atluntic  Richfield  Company 

Bunzl  Pulp  &  Paper  Ltd. 

acquisition  of  Jersey  Paper  Company.  Inc. 

$8,000,000 

Sandvik  Inc.* 

acquisition  of  Balas  Division  of  Warner  fit  Swasey 

Company 

$7,000,000 

Rugby  Portland  Cement 

acquisition  of  1/3  joint  venture 

interest  with  IF1  International  in  U  S  Cement  Inc 

$5,000,000 

Total 

$12,598,000,000 

$12  billion  in  completed  anil  ponding  mergers  and  acquisi- 
tion', in  the  first  four  months  of  this  year,  alone.  No  matter  how 
you  interprel  them,  those  figures  make  us  number  one  in  M  &  A. 
. . .  And  not  by  accident. 

There  .ire  two  reasons  why  we  have  been  so  successful  in 
mergers  and  acquisitions. 

First,  then  is  a  full  complement  of  partners  and  specialists  in 
OUr  M  &  A  department  who  worked  on  every  transaction.  But 


they  didn't  work  alone.  They  were  joined  by  18  other  banking 
partners,  with  intimate  knowledge  of  our  clients'  needs,  to 
ensure  that  our  recommendations  made  good  business  sense. 

Second,  we  were  the  first  Wall  Street  firm  to  create  a  separate 
group  to  work  solely  on  corporate  divestitures  and  the  sale  of 
medium  sized  and  smaller  companies. 

The  bottom  line  for  our  clients:  53  of  the  57  mergers  and 
acquisitions  we  announced  in  1980  were  closed. 


Lehman  Brothers  Kuhn  Loeb 

Incorporated 

New  Vim  k  •  Atlanta  •  Boston  •  Chicago  •  Dallas  •  Houston  •  Los  Angeles  •  San  Francisco  •  London  •  Tokyo 


What's  Ahead  for  Business 


Now  that  the  U.S. 
follows  their  advice, 
European  bankers 
aren't  so  happy 


How  do  you  keep 
deutsche  marks  down 

on  the  farm  after 
they've  seen  the  U.S.A.? 


Domestic  criticism  of 
Volcker's  policies: 
Loud  but  without 
conviction 


HAVING  IT  BOTH  WAYS 

If  the  situation  were  not  so  serious,  Americans  could  get  a  good 
chuckle  from  talking  with  stony-faced  Swiss  bankers.  For  years  they 
lectured  the  U.S.:  You  are  profligate;  you  tolerate  too  much  inflation,- 
you  tolerate  negative  rates  of  return;  you  flood  the  world  with  cheap 
dollars.  But  now  the  U.S.  has  highly  positive  interest  rates,  the  dollar  is 
a  much-wanted  currency,  inflation  is  coming  down  and  our  monetary 
policy  is  tight  to  the  breaking  point.  Are  our  foreign  banker  friends 
happy?  You  kidding?  Now  they  are  grousing  that  restrictive  U.S. 
monetary  policy  is  hurting.  Now  they  have  to  pay  more  for  oil,  now 
they  are  importing  inflation  with  weakened  currencies.  Now  they  are 
losing  capital  to  the  U.S.  instead  of  the  other  way  around. 

During  a  meeting  of  international  bankers  in  Lausanne,  Switzerland 
last  month,  an  American  would  have  done  well  to  wait  to  pay  all  his 
bills  until  the  end  of  the  session.  His  dollar  was  worth  only  2.07  Swiss 
francs  at  the  start;  at  week's  end  it  was  worth  2.14  The  dollar  is  up 
22%  vs.  the  Swiss  franc  in  just  12  months,  26%  against  the  deutsche 
mark  and  17%  against  the  British  pound.  Switzerland  and  Germany 
now  report  6%  inflation  rates  and  everybody  knows  (Forbes,  Mar.  30) 
that  the  Germans  deliberately  understate  their  inflation  rate. 

Karl  otto  pohl,  president  of  the  Deutsche  Bundesbank — the 
German  equivalent  of  the  Federal  Reserve — pays  lip  service.  Says  he: 
"We  all  want  a  strong  and  stable  dollar  and  hope  that  the  Fed's  effort  to 
control  inflation  is  successful."  So  much  for  the  platitudes.  If  Pohl  likes 
what  we're  doing,  he  doesn't  like  what  we're  doing  to  his  economy. 
For  example,  he  would  like  to  raise  German  interest  rates  to  keep 
capital  from  flowing  to  the  U.S.  But  if  he  did  that  his  politicians  would 
have  to  accept  additional  unemployment.  Now  whose  economic  policy 
is  playing  to  the  mob,  Herr  Pohl? 

Will  Volcker  relent  to  help  his  fellow  central  bankers?  No  way.  Busi- 
nessmen and  investors  should  not  expect  any  real  change  in  credit 
policy  in  spite  of  the  improvement  in  the  inflation  pace  that  has 
already  taken  place.  A  big  relaxation  now  would  signal  to  the  world 
that  the  U.S.  is  not  willing  to  pay  a  stiff  price  to  bring  inflation  under 
control,  that  it  is  settling  for  token  progress.  Volcker's  after  much 
bigger  game:  a  return  to  the  low  inflation  rate  of  the  1960s.  A  Fed 
impervious  to  powerful  criticism  from  domestic  pols  isn't  likely  to 
waver  for  foreign  bankers,  however  illustrious. 

Making  Volcker's  job  easier  is  the  relatively  muted  criticism  at 
home.  The  liberals,  the  unions,  the  housing  interests  routinely  attack 
his  expensive  money  policies  but  almost  as  if  they  were  going  through 
the  motions.  The  fact  is  that  U.S.  politicians  have  gotten  the  message: 
Inflation  is  more  unpopular  than  unemployment.  A  sound  dollar  is 
more  important  than  low  interest  rates.  Thus  Forbes'  basic  prediction 
remains  the  same:  Inflation  down  to  8%  by  year-end  and  trending 
lower,-  short-term  interest  rates  down  to  8%,  long-term  10%.  Volcker's 
single-mindedness  in  the  face  of  European  whining  about  his  policies 
suggests  to  us  that  our  predictions  may  be  slightly  too  modest. 
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The  Forbes  Index 


Forbes  Index 
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The  Forbes  Index  Components 


Is  a  downturn  coming?  The  revised 
Forbes  Index  for  April  shows  only  a 
0.1%  increase,  by  far  the  smallest  in 
eight  months.  The  main  reason:  a 
2.5%  decline  in  the  ratio  of  consumer 
loan  borrowings  to  loan  repayments. 
Total  consumer  debt,  in  fact,  dropped 
by  almost  $1  billion  in  the  current 
reporting  period.  What  kept  the  Index 
from  turning  down?  A  decline  in  the 
number  of  unemployment  claims. 

The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 

composed  of  eight  equally  weighted  elements: 

Total  industrial  production 

New  claims  for  unemployment  compensation 

The  cost  of  services  relative  to  all  consumer  prices 

The  level  of  new  orders  for  durable  goods  compared  with 

manufacturers'  inventories 

Total  retail  sales 

New  housing  starts 

Personal  income 

The  change  in  the  amount  of  consumer  installment  debt 
outstanding 

To  measure  these  eight  elements,  Forbes  monitors  1 1 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  is  presented  at  right. 
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Industrial  production  index  (1967  =  100) 
seasonally  adjusted  (Federal  Reserve) 


Retail  store  sales  ((billions) 

seasonally  adjusted  (Dept.  of  Commerce) 
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Unemployment  claims  (thousands) 
seasonally  adjusted  |Dcpt.  of  Labor) 
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Consumer  price  indexes  (1967=100) 

all  urban  consumers,  unadjusted  (Dept.  of  Labor) 
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New  housing  starts  (thousands) 

privately  owned,  unadjusted  (Dept.  of  Commerce) 
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1360 
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Personal  income  (Sbillions)  wage  and  salary  dis- 
bursements, seasonally  adiusted  (Dept.  of  Commercel 
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•  Inventories  - 


Manufacturers  new  order*  and  inventories 

iSbillions)  seasonally  adjusted  (Dept.  of  Commerce) 
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Consumer  installment  credit  (Sbillions) 
total,  seasonally  adjusted  (Federal  Reserve) 
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Digitals  computers  are 
changing  the  way  the  Swiss 
weather  their  storms. 


Weather  forecasting  has  never  been 
exact  science,  but  thanks  to  Digital,  the  Swiss 
Meteorological  Institute  can  now  predict  thos 
capricious  Alpine  storms  far  enough 

advance  for  people  to  weather  then 
Every  ten  minutes,  Digitals  computer: 
analyze  data  from  60  weather  stations  throug 
out  Switzerland.  The  result  is  a  comprehensive 
weather  picture  of  the  country  to  be  used  by 
farmers,  commodities  dealers,  skiers,  mountain 
climbers,  and  anyone  else  who  needs  it. 
For  a  job  this  big,  the  ever-meticulous 
Swiss  turned  to  Digital.  For  our  expertise  in 
distributed  processing.  For  the  reliability  of  our 
hardware.  For  the  flexibility  and  reach  of  our 
services.  And  for  our  reputation  as  one  of  the 
world's  largest,  most  respected  computer  companies. 

So  if  you  need  to  keep  abreast  of 
constantly  changing  conditions,  whether  you're 
a  country  or  a  business,  talk  to  us. 
Digital  Equipment  Corporation, 
129  Parker  St.,  Maynard,  MA  01754.  In  Europe: 
12  av.  des  Morgines,  1213  Petit-Lancy/Geneva. 
In  Canada:  Digital  Equipment  of  Canada,  Ltd. 


SUB 


t  a  I 


We  change  the  way 
the  world  thinks. 


Reaching  an  agreement  to  combine 
operations  with  another  company  without 
examining  its  potential  risks  can  bring 
severe  financial  consequences. 

IN  A  discusses  the  necessity  of  involve 
ing  risk  managers  in  merger  negotiations  at 
an  early  stage. 


As  the  number  and  magni- 
tude of  mergers  and  acquisitions 
increase,  so  do  the  chances  of 
jarring  surprises.  Time  pressures 
and  the  need  for  tight  security 
can  limit  the  thoroughness  of 
investigations.  Sometimes  key 
executives,  such  as  risk  man- 
agers, learn  of  proposed  mergers 
only  with  the  public  announce- 
ment. As  a  result,  millions  of 
dollars  in  liabilities,  which 


could  have  been  discovered  dur- 
ing the  negotiations,  can  go  un- 
recognized. 

Such  major  oversights  charac- 
terized relatively  few  of  the 
1,889  listed  mergers  and  acqui- 
sitions in  1980,  yet,  with  assets 
involved  exceeding  $100  bil- 
lion, even  relatively  small  lapses 
can  have  expensive  conse- 
quences. Fortunately,  manage- 
ment can  easily  put  the  risk 


manager  in  contact  with  the 
lawyers  handling  the  proceed- 
ings, and  usually  with  his  or 
her  counterpart  in  the  other 
company. 

Once  involved,  the  risk 
manager  can  assess  major  im- 
pacts of  the  merger  on  asset 
protection. 

Sizing  up  the  candidate 

Reviewing  the  candidate's 
existing  programs,  for  example, 
might  reveal  that  many  of  the 
casualty  exposures  are  self-in- 
sured. Even  if  this  is  a  prudent 
course,  the  management  of  the 
acquiring  company  should  bear 
in  mind  that  the  liability  for  un- 
known or  unreported  claims 
might  lead  to  substantial  finan- 
cial exposure. 

The  risk  manager  may  sug- 
gest that  unfunded  pension  obli- 


and  Acquisitions 


gations  of  the  candidate 
company  be  a  factor  in  the  pur- 
chase price.  Or,  that  a  small 
subsidiary  which  manufactures  a 
particularly  liability-prone 
product,  be  spun  off. 

And  now  the  good  news 

But,  not  all  findings  need  be 
negative.  When  a  larger  com- 
pany acquires  a  smaller  one,  the 
risk  manager  can  often  realize 
substantial  proportional  savings 
in  insurance  premiums.  The  ac- 
quired company,  for  example, 
may  have  an  insurance  program 
with  superior  ratings  that  can 
be  retained  for  a  combined 
operation. 

Even  more  important,  the 
risk  manager  may  be  able  to  sug- 
gest sophisticated  insurance 
techniques  such  as  forming  a 
captive,  retaining  higher  levels 
of  risk,  instituting  cash  flow 
programs  and  implementing 


more  comprehensive  loss  control 
techniques. 

What  to  watch  for 

Executives  supervising  a 
merger  should  pay  special  atten- 
tion to  possible  claims  against 
directors  and  officers  for  actions 
related  and  unrelated  to  the  pro- 
posed merger. 

Other  questions  are  sure  to 
arise.  Will  title  insurance  for  ac- 
quired properties  withstand 
legal  scrutiny?  Are  the  actuarial 
assumptions  for  company  bene- 
fits realistic?  How  will  the  mer- 
ger affect  any  self-insured 
workers'  compensation  plans, 
particularly  in  those  states 
where  all  employees  must  be  un- 
der one  program? 

As  a  major  insurer  of  busi- 
ness worldwide,  IN  A,  through 
its  insurance  components,  has 
been  involved  in  many  complex 
reorganizations.  This  experience 


can  prove  invaluable  in  the  eval- 
uation of  coverages,  ratings  and 
methods  of  funding,  including 
self-insurance. 

Recognizing  and  meeting 
complex  and  evolving  needs, 
such  as  those  surrounding  mer- 
gers and  acquisitions,  typifies 
INAs  comprehensive  approach 
to  increasingly  sophisticated  in- 
surance and  risk  management 
problems. 

Comprehensive  services 

The  Insurance  Company  of 
North  America  was  founded  in 
1792  in  Independence  Hall, 
Philadelphia.  Today,  it  is  the 
largest  component  of  INA  Cor- 
poration's international  net- 
work of  insurance,  financial, 
and  health  care  interests.  In 
property  and  casualty  insurance 
and  risk  management  services, 
life  and  group  insurance,  health 
care  management  and  financial 
services,  INA  and  its  affiliated 
companies  offer  a  unique  combi- 
nation of  products  and  services 
to  business  and  industry  around 
the  world. 

For  an  informative  booklet 
on  risk  management  aspects  of 
mergers  and  acquisitions,  write 
INA,  Dept.  R,  1606  Arch 
Street,  Philadelphia,  PA  19101. 
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When  the  insurance  isnt  there 

An  acquisition  candidate  may  have  impor- 
tant uncovered  liabilities.  The  exposed  company 
can  place  funds  compensating  for  the  deficiencies 
in  escrow.  Such  an  account  often  protects  an 
acquiring  company  from  contingent  prod- 
uct exposures,  potential  claims  for 
environmental  damage,  or  un- 
funded pension  liabilities. 

With  such  protection, 
delicately  balanced 
agreements  need 
not  be  renego- 
tiated. 


Introducing  the  worlds  densest  LS 
It  could  store  a  whole  edition  (56  page 
of  The  Wall  Street  Journal  on  10  chips ;  ;,this  siz 


Toshiba  power  technology  at  work. 


Each  of  these  288K  bit  LSI's  can  store  approximately 
70,000  alphanumeric  characters. 


Twice  as  much  memory  for  the  same  amount  of  electrical  power. 

That's  the  latest  Toshiba  advance  in  microelectronics. 

288,000  bits  of  memory,  to  be  exact,  now  occupy  a  square 

of  silicon  6  millimeters  on  a  side.  What  does  it  mean? 

It  means  that  Toshiba's  whole  line  of  office  automation  equipment, 

including  computers,  facsimile,  word  processors,  and  copiers 

will  have  more  power  and  features  than  ever  before.  And  because 

these  are  the  world's  densest  memory  devices  ever, 

they'll  be  showing  up  in  lots  of  new  products  where  compact 

memory  storage  and  low  energy  consumption  are  essential. 

At  Toshiba,  with  over  a  century  of  experience,  more  than 
100,000  people  are  dedicated  to  expanding  the  applications 
of  technology  to  make  the  world's  energy  resources  go  as  far  as 
possible  in  the  fields  of  consumer  electronics  and  appliances, 
industrial  electronics  and  heavy  industrial  equipment. 

TOSHIBA 

...  In  Touch  with  Tomorrow 
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Not  all  the  mining  companies  are  sitting 
ducks  for  big  oil,  as  Consolidated  Gold 
Fields'  bid  for Newmont  shows. 


Keeping  it  in 
the  family 


By  Lawrence  Minard 


IN  1974,  when  on.  had  ballooned 
to  $12  a  barrel,  it  still  took  158 
barrels  of  oil  to  buy  a  ton  of  cop- 
per. Today  it  takes  fewer  than  50  bar- 
rels of  oil  to  buy  the  same  ton.  That 
goes  far  to  explain  why  the  oil  compa- 
nies, their  cash  flows  bloated  by  oil's 
post-Khomeini  price  rise,  have  re- 
cently been  bidding  to  take  over  com- 
panies mining  copper  and  other  min- 
erals that  have  not  kept  pace  with  oil. 
But  the  mining  industry  has  its  own 
nouveaux  riches — the  gold  miners.  In 
1974  it  took  1 1  ounces  of  gold  to  buy  a 
ton  of  copper.  Today  it  takes  just  over 
3  ounces.  That  explains  London-based 
Consolidated  Gold  Fields  (ConsGold) 
Ltd.'s  current  bid  for  49%  of  $1.4  bil- 
lion assets  Newmont  Mining  Corp. 

When  he  announced  in  April  that 
his  company  had  purchased  7%  of 
Newmont's  shares  and  was  in  the 
market  for  up  to  42%  more,  Cons- 
Gold  Chief  Executive  Rudolph  Agnew 
declared,  "The  mining  industry  is  too 
important  to  leave  to  the  oil  indus- 
try." In  ConsGold,  big  oil  has  a  wor- 
thy opponent. 

Over  the  last  decade,  ConsGold  has 
grown  into  one  of  international  min- 
ing's biggest  and  best-run  outfits.  On 
revenues  of  around  $2.5  billion  in  its 
fiscal  year  ending  this  month,  Cons- 
Gold should  earn  about  $250  million. 


Consolidated  Gold  Fields'  Agnew 
No  oilmen  need  apply. 

Its  13%  average  return  on  capital  in 
the  last  five  years  compares  favorably 
with  the  profitability  of  all  U.S.  min- 
ing companies.  Its  market  value  on 
the  London  Stock  Exchange,  current- 
ly at  $2  billion,  places  it  ahead  of  all 
U.S.  mining  companies  save  Amax 
and  Engelhard  Minerals.  Should  Ag- 
new succeed  in  picking  up  49%  of 
Newmont,  that  market  value  could 
swell  to  $3  billion. 

Even  at  $2  billion,  ConsGold  cur- 
rently sells  at  a  20% -plus  discount  to 


the  asset  values  of  its  far-flung  hold- 
ings— outlined  in  the  chart  on  page 
40.  Through  70% -owned  Consolidat- 
ed Gold  Fields  Australia,  for  example, 
ConsGold  owns  a  controlling  interest 
in  Sydney-based  Renison  Mining,  op- 
erator of  the  world's  largest  tin  mine. 
In  Britain,  it  owns  $900  million  (sales) 
Amey  Roadstone  Corp.,  a  sand,  gravel 
and  aggregate  quarrying  giant.  In  the 
U.S.,  ConsGold  owns  Azcon  and 
Newconex — combined  revenues  of 
about  $600  million — highly  profitable 
factors  in  oilfield  services  and  metals 
fabrication.  Success  in  the  bid  for 
Newmont  would  give  it  a  major  stake 
in  North  American  copper. 

ConsGold  has  its  base  in  gold  min- 
ing. A  company  official  estimates  that 
its  mines,  most  of  which  are  held 
through  46%  -owned,  Johannesburg- 
traded  Gold  Fields  of  South  Africa 
Ltd.,  have  reserves  of  5,000  tons  of 
gold  recoverable  at  current  prices  and 
technology.  ConsGold's  share  of  that 
would  be  about  1,000  tons,  or  32  mil- 
lion ounces.  That  works  out  to  about 
1  ounce  of  gold  per  6  ConsGold 
shares.  Yet  the  stock  trades  at  around 
$10  a  share  in  London,  one-eighth  the 
value  of  its  gold  reserves. 

For  all  its  diversification,  Cons- 
Gold's  real  earning  power  still  rests 
with  gold  mining  and  South  Africa — 
which  may  account  for  the  discounts 
on  the  share  price.  The  price  of  gold 
has  been  falling  since  January  1980, 
and  South  African  mining  costs  have 
soared.  Add  to  that  investors'  custom- 
ary nervousness  about  South  Africa's 
political  outlook. 

But  if  that's  the  way  the  market  is 
thinking,  says  Rudolph  Agnew,  47, 
whose  grandfather  ran  ConsGold  in 
the  1930s,  it  suffers  misconceptions 
about  ConsGold  and  South  Africa. 

To  begin  with,  while  many  South 
African  mines  have  been  forced  by 
the  cost-price  squeeze  to  cut  or  cancel 
their  dividends,  most  of  ConsGold's 
mines  have  so  far  maintained  or  even 
increased  their  payouts.  The  reason: 
ConsGold's  mines  include  the  richest, 
lowest-cost  producers  in  South  Africa, 
making  them  the  lowest-cost  produc- 
ers in  the  world.  Julian  Baring,  gold- 
stock   analyst   at   London  brokers 


FORBES,  JULY  6,  1981 


39 


James  Capel,  figures  that  production 
costs  at  ConsGold's  largest  mine,  49- 
ton-per-year  West  Driefontein,  are 
$1 13  per  ounce.  The  cost  at  East  Drie- 
fontein (production:  44  tons)  is 
around  $105  per  ounce,  and  it  is  $125 
an  ounce  at  31-tons-a-year  Kloof,  the 
group's  third-largest  mine.  Gold's 
recent  price:  $470  an  ounce. 

The  Gold  Fields  group's  156-ton  an- 
nual production  already  accounts  for 


nearly  25%  of  South  Africa's  produc- 
tion, and  that  share  is  likely  to  rise. 
The  reason,  says  Agncw,  is  that  "we 
are  still  bringing  in  new  mines  and 
our  production  costs  are  much  lower." 

Gold  Fields  of  South  Africa  is  cur- 
rently expanding  East  Driefontein  and 
West  Driefontein  by  merging  them 
into  a  single  mine,  which  Michael 


Gold  Fields  of  South  Africa  Ltd. 

market  value  $1  I  billion 


9% 


20% 


30% 


30% 


20% 


18% 


15% 


51% 


Blyvooruitzicht  Gold  Mining  Co. 

market  value:  $367  million 


Deelkraa)  Gold  Mining  Co. 

market  value  $398  million 


Doornfontein  Gold  Mining  Co. 

market  value  $203  million 


East  Driefontein  Gold  Mining  Co. 

market  value:  $1.5  billion 


Kloof  Gold  Mining  Co. 

market  value:  $985  million 


9",, 


Libanon  Gold  Mining  Co. 

market  value:  $147  million 


Venterspost  Gold  Mining  Co. 

market  value:  $61  million 


Vlakfontein  Gold  Mining  Co. 

market  value  $16  million 


West  Driefontein  Gold  Mining  Co'. 

market  value  $1  billion 


Elandsrand  Gold  Mining  Co. 

market  value  $362  million 


Black  Mountain  Minetal 
Development  Co. 
(lead,  silver,  ::inc.  coppei) 


Apex  Mints 

(coal! 

market  value:  $8  -' 

Consolidated  Gold  Fields  Ltd. 

shares:  187  million     market  value:  $1.9  billion 

Owned  29%  byMineralsand  Resources  Corp. 
IM1NORCO,  owned  by  Harry  Oppcnheimer) 


70°/! 


Long,  of  London  brokers  Sheppards  & 
Chase,  points  out  "will  have  a  markel 
capitalization  [in  Johannesburg]  of  $.1 
billion."  It  will  be  owned  25%  by| 
ConsGold. 

Which  means,  of  course,  that  the 
prospects  of  both  South  Africa  and 
Agnew's  company  are  intertwined 
On  that  score,  from  knowledge  gained 
as  a  company  director  and  from  work- 
ing in  the  mines  as  a  young  trainee, 


Eorocon  Group  Ltd. 

(U.K.) 


Amey  Roadstone  Corp. 

(sand,  gravel | 

sales:  $900  million   profit:  $90  million 


Ultramar  Co. 

(oil) 

market  value:  $1  billion 


Instant  diversity 

A  share  of  Consolidated  Gold  Fields 
means  instant  diversification  within  the 
mining  business.  It  has  $1.1  billion  in 
direct  and  indirect  holdings  in  publicly 
quoted  South  African  gold  fields,  exclud- 
ing the  huge  new  Black  Mountain  mine. 
It  also  has,  based  on  the  $1.9  billion  total 
value  of  ConsGold  shares  on  the  London 
Exchange,  another  $800  million  in  Aus- 
tralian tin  and  uranium,  U.S.  copper  and 
assorted  European  ventures. 


Consolidated  Gold  Fields 
Australia  Ltd.2 

market  value  $222  million 


100% 


Renison  Ltd 

(tin) 

market  value:  $342  million 


AM  CON  Group 


Pancontinental  Mining  Ltd. 

luramural 

market  value:  $144  million 


Azcon  Corp. J 
sales  $430  Million 
operating  income:  $36  million 


Mount  Lyell  Mining  &  Railway  Co. 

I  copper) 

market  value:  $51  million 


Newconex  Corp.3 

sales.  $132  million 
operating  income:  $5  million 


Associated  Minerals  Consol.  Ltd. 

(rutile,  ilmenite,  zircon) 
market  value:  $61  million 


100% 


inn% 


Newroont  Mining 

(copper,  gold,  lead,  zinc,  silver,  uranium) 
market  value:  $1.6  billion 


8% 


'Companies  to  be  merged  into  single  company;  Consolidated  Gold  Fields  will  own  10%,  Gold  Fields  South  Africa  will  own  30  5%  Australian  operations  to  be  reorganized  into 
single  company,  Renison  Goldfields  Ltd  49%  owned  by  parent.  'Figures  annualized  from  six-month's  results  ending  12/31/81. 
Sources:  Consolidated  Gold  Fields  Ltd  ;  Capital  International  Perspective 
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Agnew  has  this  perspective: 

"I  believe  South  Africa  has  em- 
barked upon  a  classic  industrial  evolu- 
tion where  the  workers  will  seek  and 
will  get — whether  they're  white  or 
black — a  larger  share  of  the  cake. 

"Now  I'm  not  saying,"  he  contin- 
ues, "that  there  won't  be  distur- 
bances. I  think  there  will  be.  But  I  am 
optimistic  about  South  Africa." 

Still,  there's  no  harm  in  securing 
operations  in  other  places,  other  met- 
als. Agnew  prepared  to  try  for  New- 
mont  by  first  adroitly  raising  the  cap- 
ital. Last  November,  when  gold  was 
still  nearly  $700  an  ounce  and  Cons- 
Gold's  stock  was  higher  than  now, 
Agnew  sold  36  million  shares  to  raise 
£181  million  in  the  largest  rights  issue 
the  City  of  London  had  ever  seen. 
Then,  with  sterling  at  over  $2.40,  he 
converted  the  £181  million  to  around 
$440  million.  Today  he  would  have 
gotten  only  $360  million.  With  the 
rights  issue  money,  plus  $800  million 
from  unused  bank  lines,  Agnew  start- 
ed converting  dollars  into  copper,  a 
mineral  that  has  not  yet  appreciated 
in  price.  In  copper,  ConsGold  has  only 
its  17,000-ton-a-year  Mount  Lyell 
Mine  in  Tasmania  and  its  newly 
opened  Black  Mountain  mine  in 
South  Africa.  Newmont  Mining,  on 
the  other  hand,  is  the  world's  sev- 
enth-largest copper  producer.  Last 
year  it  produced  222,000  tons  and 
would  have  produced  another  55,000 
but  for  a  four-month  strike  at  its  huge 
San  Manuel  mine  in  Arizona. 

The  calculations  about  copper  that 
have  the  world's  miners — and  oil 
companies — salivating  are  these:  At 
85  cents  a  pound  it  is  uneconomic  to 
open  new  mines.  But  worldwide  cop- 
per stocks  are  low — under  2  million 
tons,  compared  with  3.8  million  dur- 
ing the  1974-75  recession.  Result,  say 
some  forecasters:  a  1.6  million-ton- 
per-year  shortfall  when  the  economic 
cycle  turns  and  a  copper  price  of  up  to 
$1.50  a  pound.  Rudolph  Agnew  be- 
lieves the  price  will  average  only 
$1.05  over  the  next  five  years,  but 
adds  that  he  tends  to  be  conservative. 

In  addition  to  the  copper,  Newmont 
has  4  million  ounces-  of  U.S. -based 
gold  reserves,  and  the  kind  of  manage- 
ment that  the  ConsGold  people  ad- 
mire. So  it  is  not  difficult  to  under- 
stand why  ConsGold's  top  man  in  the 
U.S.,  Amcon  Managing  Director  Da- 
vid Lloyd-Jacob,  43,  called  on  New- 
mont's  Chairman  Plato  Malozemoff, 
71,  in  April  and  informed  him  that 
Amcon  had  acquired  7%  of  New- 
mont's  shares  and  was  in  the  market 
for  up  to  49%.  Amcon  has  since 
boosted  its  stake  to  8.1%,  although 
Malozemoff  and  his  board  have  called 


ConsGold's  terms  "inadequate." 

But  if  Malozemoff  is  talking  hostile, 
he  isn't  acting  that  way.  Newmont 
has  not  tried  to  smother  ConsGold  in 
lawsuits  nor  used  publicity  to  vilify 
ConsGold  as  a  "foreign"  buyer.  Says 
one  insider:  "This  battle  is  being 
fought  by  the  gentlemanly  rules  of 
18th-century  war."  Newmont  Mining 
refuses  to  comment  on  why  it  is  being 
gentlemanly.  But  there  is  speculation 
in  London  and  Wall  Street  that  Malo- 
zemoff might  prefer  his  company  to 
stay  in  what  Agnew  calls  the  mining 
"family." 

But  what  is  to  prevent  a  big  oil 
company  from  buying  both  ConsGold 
and  Newmont?  Even  $3  billion  market 
value  is  not  beyond  the  purse  of  an 
Exxon  with  its  $10  billion-plus  cash 
flow.  The  answer  is  that  Agnew's  com- 
pany is  already  spoken  for.  South  Afri- 
ca's Harry  Oppenheimer  boosted  his 
stake  in  ConsGold  to  25%  in  February 
1980,  and  later  built  that  stake  to  29% . 
In  the  event  of  an  unfriendly  bid  from 
big  oil,  Oppenheimer  easily  could  in- 
crease his  ConsGold  stake  to  over  50% . 
For  now  he  has  put  the  ConsGold 
holding  into  Bahamas-based  Minerals 
&  Resources  Corp.  (MINORCO),  the 
company  through  which  the  man  be- 
hind Anglo  American  Corp.  and  De 
Beers  Consolidated  Mines  Ltd.  makes 
his  U.S.  investments. 


ConsGold's  bid  for  Newmont  has 
prompted  further  speculation  that  Ag- 
new is  acting  as  Oppenheimer's 
agent.  Oppenheimer  and  Malozemoff, 
after  all,  are  hardly  strangers.  New- 
mont controls  a  10.4%  stake  in  Op- 
penheimer's Highveld  Steel  and  Vana- 
dium Corp.,  and  55%  of  the  Gams- 
berg  zinc  deposit  in  South  Africa's 
Northwest  Cape;  Oppenheimer  con- 
trols the  other  45%.  Observers  note 
that  investment  banker  Felix  Roha- 
tyn  of  Lazard  Freres  serves  both  as 
chief  financial  adviser  to  Newmont 
and  as  a  director  of  MINORCO. 

Agnew  insists  that  Oppenheimer 
interests  "were  not  parties  either  to 
the  planning  or  the  execution"  of 
ConsGold's  bid  for  Newmont,  and 
that  his  own  company  is  indepen- 
dent. Those  who  think  otherwise, 
says  Agnew,  don't  understand  "the 
tradition  of  cross-holdings  in  the  Brit- 
ish-South African  mining  industry. 
We  hold  shares  in  Anglo  American 
mines  and  they  hold  shares  in  ours. 
And  from  this  has  developed  a  tradi- 
tion that  you  do  not  interfere.  If  we 
worked  along  more  traditional  Ameri- 
can lines  life  would  be  chaotic;  we'd 
all  be  managing  each  other's  mines." 

It's  one  big  happy  family  in  other 
words,  one  that  wouldn't  look  with 
favor  on  wealthy  gentlemen  callers 
from  U.S.  oil  companies.  ■ 


Kennecott  may  be  an  expensive  acquisi- 
tion for  Sohio — but  it  fits  neatly  into  Brit- 
ish Petroleum's  plans  for  the  future. 


Staking  a 
global  claim 


By  Carol  E.  Curtis 
and  Barbara  Ellis 


When  the  Federal  Trade  Com- 
mission said  early  last  month 
that  it  wouldn't  stand  in  the 
way  of  Standard  Oil  of  Ohio's  $1.8 
billion  purchase  of  Kennecott  Corp., 
Wall  Street  hardly  did  handsprings.  In 
March  Sohio  first  announced  its  in- 
tention to  buy  the  nation's  biggest 


copper  producer,  and  ever  since  some 
of  the  sawiest  oil  and  mining  experts 
have  been  making  the  case  that  the 
purchase  was  a  mistake — or  at  least 
that  Kennecott  was  overpriced. 

From  Sohio's  point  of  view,  they 
may  be  right.  But  since  1970,  $11 
billion  Sohio — thanks  to  Alaska  the 
leading  U.S.  oil  producer  and  largest 
holder  of  domestic  reserves — has  been 
a  company  with  a  primary  allegiance 
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that  lies  elsewhere.  Under  the  terms 
of  the  swap  it  engineered  with  British 
Petroleum  over  a  decade  ago,  Sohio 
traded  53%  of  its  stock  for  Prudhoe 
Bay  oil  leases.  The  Cleveland-based 
company  has  the  enormous  profits 
that  have  accrued  from  that  bonanza. 
But  BP,  which  since  1914  has  supplied 
oil  to  the  Royal  Navy  and  which  is 
45%  government-owned,  has  a  major- 
ity interest  in  Sohio. 

The  British  parent's  controlling 
voice  goes  a  long  way  to  explain  why 
an  ailing  and  expensive  copper  com- 
pany— hardly  the  second  act  Sohio 
needed  after  Alaska — was  courted  so 
assiduously  and  paid  for  so  generous- 
ly. The  price  was  $62  per  share,  $12 
above  Kennecott's  book  value. 

Completion  of  the  Kennecott  pur- 
chase comes  just  ten  months  after 
BP's  $973  million  purchase  of  Selec- 
tion Trust,  the  largest  corporate  ac- 
quisition in  British  history.  Selection 
Trust,  a  worldwide  mining  and  miner- 
als company,  has  a  stake  in  over  a 
dozen  major  projects.  "With  BP's  cap- 
ital behind  it,  the  combination  of  BP's 
own  mining  ventures,  Kennecott  and 
Selection  Trust  stands  a  good  chance 
of  being  the  biggest  mining  group  in 
the  world  within  ten  years,"  says 


Robert  Lesemann,  vice  president  of 
Commodities  Research  Unit,  a  met- 
als consulting  firm  in  New  York. 

True,  the  companies  are  a  long  way 
from  that  position  today.  Selection 
Trust  is  a  relative  newcomer  to  the 
business  of  operating  mines.  Ten 
years  ago  it  was  strictly  an  invest- 
ment company;  today  it  is  the  operat- 
ing partner  in  seven  ventures  ranging 
from  a  nickel  mine  in  Australia  to 
gold  properties  in  Nevada. 

Since  1975,  however,  Selection 
Trust  has  also  had  an  unusually  high 
success  rate  in  finding  new  mines — a 
record  not  unlike  BP's  enviable  suc- 
cess in  exploring  for  oil.  The  result  has 
been  rapid  growth.  Selection  Trust's 
assets  have  more  than  tripled  over  the 
past  eight  years,  rising  to  $226  million 
at  year-end  1979.  Revenues  soared 
from  $18  million  to  $90  million  over 
the  same  period,  with  income  nearly 
tripling,  from  $19  million  to  $56  mil- 
lion. Still,  in  size  it  is  a  long  way  from 
mining's  big  leagues,  ranking  tenth 
worldwide  by  market  capitalization. 

Kennecott  has  enjoyed  no  such 
good  fortune.  Though  the  metals  com- 
pany, with  $2.3  billion  in  annual  rev- 
enues, is  the  biggest  privately  owned 
copper  company  in  the  world  (smaller 


than  government-owned  companies 
in  Chile,  Zaire  and  Zambia),  it  has 
lately  fallen  on  hard  times.  Kennecott 
just  emerged  this  year  from  a  bitter 
three-year  fight  with  Curtiss-Wnght 
Corp.,  which  had  tried  to  topple  Ken- 
necott's management.  Low  copper 
prices  and  a  long  strike  contributed  to 
a  9%  drop  in  sales  and  a  20%  drop  in 
operating  profits  in  1980  for  Kenne- 
cott's main  minerals  division. 

Those  troubles  led  some  analysts  to 
conclude  that  Sohio  grossly  overpaid 
for  what  it  got.  Donaldson,  Lufkin  & 
Jenrette  analyst  Kurt  Wulff  points  out 
that  Sohio  paid  more  than  $1  billion 
over  the  stock  market  value  of  Kenne- 
cott. "At  $770  million,  Kennecott 
might  have  been  a  good  buy,"  he  says. 
One  well-known  Wall  Street  oil  expert 
figures  the  money  would  have  been 
far  better  spent  simply  earning  inter- 
est on  20-  or  30-year  bonds,  or  repur- 
chasing Sohio  stock. 

Sohio,  a  company  that  once  courted 
the  press,  is  tight-lipped  about  the 
merger.  But  its  British  parent  has  no 
such  modesty.  BP  Managing  Director 
Robin  Adam,  who  is  also  a  director  of 
Sohio  and  who  is  said  to  have  played  a 
key  role  in  the  purchase,  resolutely 
defends  the  price.  "Sohio's  assess- 


BP's  worldwide  reach  in  minerals 


Originally  one  of  the  slowest  of  the  international  oils  to 
diversify,  BP  has  taken  the  plunge  into  minerals  with  a 
vengeance.  Through  its  ownership  of  Selection  Trust 

I 


and  majority  interest  in  Sohio,  BP  now  has  operating 
properties  on  five  continents,  producing  nine  miner- 
als— including  a  commanding  position  in  copper. 
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British  Petroleum 's  Robin  Adam 
Success  depends  on  the  execution. 

ment  of  the  value  of  Kennecott  was 
well  within  the  range  of  what  they 
thought  Kennecott  was  worth/'  he 
says.  Adam  is  also  not  shy  about  BP's 
acquisition  plans.  "Minerals  are  a  nat- 
ural resource,  and  we  are  really  a  natu- 
ral resource  company,"  he  says.  "We 
want  a  geographical  spread."  Conve- 
niently, Selection  Trust  has  few  U.S. 
holdings,  while  Kennecott's  overseas 
interests  are  minimal. 

At  the  same  time,  of  course,  BP 
executives  have  long  been  aware  of 
the  need  to  broaden  their  operations 
beyond  oil.  Alan  Thomas,  an  analyst 
with  the  London-based  firm  of  Kitcat 
&.  Aitken,  calculates  that  close  to 
100%  of  BP's  $1.3  billion  in  1980 
earnings  came  from  its  stake  in  Alas- 
ka. Though  BP's  earnings  from  its 
rich  Forties  field  in  the  North  Sea 
amounted  to  about  $1  billion,  most  of 
that  was  offset  by  some  $700  million 
in  losses  in  European  refining  and 
marketing,  and  on  chemicals. 

BP  has  been  slow  to  diversify  be- 
cause its  investments  in  Alaska  and 
the  North  Sea  have  required  so  much 
cash.  For  example,  in  1977  Sohio  had 
earmarked  virtually  all  its  cash  for  the 
next  five  years  for  ongoing  invest- 
ment in  the  North  Slope.  But  that 
calculation  was  based  on  one  crucial 
error:  $13-a-barrel  oil.  Even  with  the 
present  oil  glut  and  windfall-profits 
tax,  Sohio  is  today  earning  twice  what 
it  anticipated  from  North  Slope  crude, 
which  currently  sells  for  $32  a  barrel. 

In  1980,  the  first  full  year  that  Alas- 
kan oil  flowed  at  its  maximum  1.5 
million-barrels-a-day  rate,  Sohio's 
profits  spurted  53%,  to  $1.8  billion. 
Sohio  was  able  to  repay  all  its  bank 
debt  on  the  Alaska  pipeline  by  mid- 
1980,  and  last  year's  cash  flow  stood 
at  a  fat  $2.5  billion.  How  better  to 
bankroll  BP's  move  into  minerals? 


What's  more,  Alaska  won't  always 
be  a  cash  gusher.  North  Slope  oil  is 
expected  to  flow  at  its  present  pace 
only  until  1986.  Oil  from  the  North 
Sea,  meanwhile,  is  likely  to  begin  de- 
clining before  1986.  "Strip  out  Alaska 
and  the  Forties  field,  and  BP  is  left  with 
a  big  negative,"  says  Michael  Uns- 
worth,  who  follows  BP  for  the  British 
firm  of  Scott,  Goff  &  Hancock. 

That  is  where  minerals  make  their 
debut.  Kennecott  may  be  at  a  low 
point  now,  but  its  commanding  re- 
serve position  in  copper,  roughly  one- 
fifth  of  all  U.S.  reserves,  is  solid.  Over 
the  next  five  years  it  will  get  a  shot  in 
the  arm  from  Sohio  roughly  totaling 
$1.6  billion,  mostly  to  shape  up  Ken- 
necott's copper  properties.  Selection 
Trust's  enviable  growth  record  will  be 
accelerated  by  a  similar  infusion  of 
cash  from  BP.  Analysts  expect  BP  to 
spend  up  to  $400  million  a  year  on 
minerals  between  now  and  1985. 

These  investments  won't  produce 
results  overnight.  But  that  suits  Robin 
Adam  just  fine.  "Oil  won't  just  die 
out,"  he  says.  "But  in  the  meantime, 
we  have  got  to  provide  for  the  long- 
term  future."  In  a  classic  British  un- 
derstatement, he  adds:  "We  feel  we 
have  got  certain  skills  that  can  be 
used  in  the  minerals  business."  Also, 


BP  seems  willing  to  spend  the  money. 

By  the  end  of  this  year,  Adam  esti- 
mates that  minerals,  which  contribut- 
ed nothing  to  BP's  1980  profits,  will 
make  a  modest  earnings  contribution. 
Further  out?  "The  combined  minerals 
interests  of  BP  already  constitute  a 
very  big  mining  company,"  says  met- 
als consultant  Lesemann.  "In  1990 
they  should  be  challenging  the  largest 
in  the  world." 

Maybe  .  .  .  maybe  not.  With  $62 
billion  in  revenues,  BP  is  the  third- 
largest  international  oil  company.  But 
historically  its  performance  was 
among  the  poorest  of  the  Seven  Sis- 
ters: In  the  five  years  before  North  Sea 
and  Alaskan  oil  hit  their  stride,  it 
trailed  the  pack  with  net  margins  that 
averaged  only  3.2% . 

Why?  Despite  BP's  record  as  one  of 
the  premier  oil  finders,  the  company 
has  been  notably  unsuccessful  in  re- 
fining and  marketing — and  in  busi- 
nesses other  than  petroleum.  Its  Ger- 
man chemical  operations,  for  exam- 
ple, have  produced  staggering  losses. 
Having  bet  big  on  minerals,  the  ques- 
tion now  is  whether  BP  can  buck  its 
record  and  make  diversification  pay 
off.  Its  strategy,  though  belated,  may 
be  sound.  But  success  depends  on  the 
execution.  ■ 


Royalty  trusts  might  take  the  oil  industry  by 
storm.  Or  they  might  get  their  owners  into 
a  heap  of  trouble  with  the  IRS. 


Too  clever 
by  half? 


By  Jayne  Pearl 


Boone  Pickens  set  the  oil 
patch  agog  back  in  1979  when 
he  proposed  spinning  off  ma- 
ture producing  properties  from  his 
Mesa  Petroleum  Co.  Its  stock  erupted 
like  a  gusher,  and  investors  subse- 
quently received  a  1-for-l  distribution 
of  shares  in  the  brand-new  Mesa  Roy- 
alty Trust. 

The  bottom  line:  saving  taxes. 
Mesa  has  already  exhausted  its  statu- 


tory depletion  on  the  fields  involved, 
and  shareholders  could  now  claim 
many  of  those  benefits  themselves  to 
offset  income  from  the  new  trust. 
Pickens'  move  seemed  so  clever  that 
Southland  Royalty  did  him  one  better 
and  arranged  two  royalty  spinoffs.  So 
did  Houston  Oil  &  Minerals,  before  it 
merged  with  Tenneco. 

The  Internal  Revenue  Service  is  less 
enthusiastic.  After  about  2Vi  years — 
and  an  explanation  that  filled  a  fat, 
1 13-page  prospectus — it  has  yet  to  ap- 
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prove  the  tax-exempt  status  of  Mesa's 
trust.  Shareholders,  however,  have  re- 
ceived their  1980  income  distribution 
and  presumably  worked  through  the 
cumbersome  process  of  claiming  their 
tax  exemption  on  as  much  as  one-half 
of  it.  But  no  one  knows  for  sure. 
"Things  are  a  real  zoo,"  says  Merrill 
Lynch  analyst  James  Book.  "If  they 
get  a  negative  ruling  and  then  lose  in 
the  courts,  whatever  remains  of  the 
trusts  would  be  sold  off  in  order  to 
avoid  the  shareholders'  being  ha- 
rassed." That  could  bring  investors 
bills  for  back  taxes  and  other  legal 
problems. 

The  problem  with  the  new  trusts  is 
simple.  With  one  exception — a  spin- 
off of  Houston  Oil  &  Minerals — they 
differ  from  the  traditional  royalty 


trusts  that  have  existed  for  decades  in 
the  minerals  business.  Those  entities, 
like  Mesabi  Trust,  pass  through  gross 
income  directly  to  shareholders.  The 
new  oil  trusts  distribute  only  net  in- 
come, which  provides  an  opportunity 
tor  ample  creative  accounting  be- 
tween the  trusts  and  their  former  oil 
company  owners.  "The  IRS  has  never 
seen  anything  like  this,"  says  Greg 
Stoerner  of  Houston's  Underwood, 
Neuhaus.  "There's  big  money  in- 
volved, and  if  a  positive  ruling  comes 
down  a  lot  of  other  managements 
might  consider  it." 

Still,  trust  sponsors  are  optimistic — 
even  though  the  IRS  typically  disal- 
lows changes  in  corporate  form  that 
are  initiated  solely  to  save  taxes.  "It's 
not  like  we're  broke  if  the  govern- 


ment slaps  us  with  a  tax  bill,"  ex- 
plains Pat  Eicher,  Mesa's  accountant 
at  Arthur  Andersen.  "The  trust  could 
settle  with  the  feds  and  still  provide 
dividends  for  beneficial  owners.  After 
that  point,  of  course,  we'd  be  paying 
46%  in  federal  income  taxes — so 
there  would  be  a  lot  less  to  distrib- 
ute." And  the  proceeds  would  no  long- 
er be  largely  tax-free. 

Despite  the  current  softness  of  oil 
prices,  shares  in  most  of  the  trusts  are 
still  trading  near  initial  exchange  val- 
ues. The  yields?  Mesa  Royalty,  for  ex- 
ample, offers  about  6%  figured  on  last 
year's  payouts — adequate  if  tax  bene- 
fits are  considered,  but  far  less  attrac- 
tive if  they  suddenly  disappear.  If  the 
market  abhors  uncertainty,  such  val- 
ues hardly  seem  to  reflect  it.  ■ 


OPEC  investors  see  both  economic  oppor- 
tunity and  a  political  hedge  in  purchases 
of  troubled  small  refineries  in  the  U.S. 


Petro  plungers 


By  Anne  Bagamery 

T|  HESE  ARE  DISMAL  DAYS  for  oil 
refining  in  the  U.S.  Caught  in  a 
squeeze  between  decontrolled 
crude-oil  prices  and  plummeting  de- 
mand for  gasoline,  small,  indepen- 
dent refiners  are  going  to  the  wall. 
Even  major  oil  companies,  which 
control  supplies  of  their  own  crude 
oil,  are  cutting  back  on  refining  and 
marketing  after-  first-half  losses  in 
those  operations. 

But  investors  from  the  Organiza- 
tion of  Petroleum  Exporting  Coun- 
tries are  saying  this  is  the  time  to  buy. 
In  the  last  four  months,  Arab  interests 
have'  paid  $250  million  to  acquire 
three  smallish  refineries  on  the  Texas 
Gulf  Coast.  In  addition,  the  Kuwait 
national  oil  company  paid  $185  mil- 
lion for  50%  of  Hawaii's  largest  refin- 
ery. Venezuelan  interests,  allied  with 
money  from  Switzerland,  have  agreed 
to  buy  a  Port  Arthur,  Tex.  refinery  for 
some  $75  million. 


Do  the  OPECers  see  something 
that  their  old  friends,  the  U.S.  oil 
companies,  don't?  Not  really.  It's  a 
question  of  ability  and  willingness  to 
invest  today  in  order  to  realize  a 
payoff  tomorrow. 

The  Arabs,  organized  by  separate 
groups  led  by  the  Kuwaiti-owned  Gulf 
International  Bank  and  other  Arab 
banks,  face  further  investment  of 
some  $250  million  to  equip  two  of 
their  refineries  with  capability  to  han- 
dle "sour"  crudes — the  heavy,  sulfur- 
and  impurity-laden  oils  that  consti- 
tute the  bulk  of  the  world's  known 
reserves  and  over  half  of  Kuwait's 
own  oil  production.  Another  of  their 
refineries,  the  52,600-barrel-a-day 
plant  that  one  Arab  group  bought  for 
some  $75  million  from  Houston's  In- 
dependent Refining  Corp.,  already  has 
such  capability. 

Kuwait,  Saudi  Arabia  and  other  Per- 
sian Gulf  countries  have  been  selling 
their  sour  crude  on  world  markets  at 
$3  to  $7  a  barrel  less  than  their  high- 


gravity,  sulfur-free  or  "sweet"  crudes. 
By  installing  sophisticated  processing 
equipment  such  as  catalytic  crackers, 
the  Arabs  can  achieve  a  30%  greater 
product  flow  from  their  lower-priced 
crude  oil  and  quickly  recoup  their 
$500  million  investment.  "Sour-crude 
refining  can  be  a  gold  mine,"  says 
analyst  Donald  Pattison  of  61  Asso- 
ciates, New  York-based  money  man- 
agers, "as  long  as  you  have  the  money 
to  spend  on  it.  The  Arabs  clearly  do." 

American  companies  aren't  bidding 
for  the  small  refineries — which  are 
selling  at  60%  of  their  replacement 
value — because  "they  simply  can't 
take  on  any  more  capacity,"  says  Jack 
Aydin,  the  oil  and  Middle  East  spe- 
cialist at  McDonald  &  Co.,  the  Cleve- 
land-based money  management  firm. 
"The  majors  are  running  at  60%  of 
capacity  as  it  is.  They're  looking  to 
cut  their  losses  on  refining  and  gear 
for  the  future." 

That  explains  why  Dallas-based 
American  Petrofina  sold  its  90,000- 
barrel-a-day  Port  Arthur  refinery  to 
the  Venezuelans.  Petrofina  will  spend 
part  of  the  roughly  $75  million  re- 
ceived to  upgrade  a  smaller,  60,000- 
barrel-a-day  refinery  at  Big  Spring, 
Tex.  The  bill  for  adapting  the  70%  of 
U.S.  refinery  capacity  that  cannot 
now-handle  sour  crudes  will  be  steep: 
around  $9  billion,  according  to  the 
National  Petroleum  Council. 

The  Kuwaitis — "unquestionably 
the  most  aggressive  and  forward-look- 
ing of  the  Arabs,"  says  Aydin — have 
gone  beyond  refining  in  their  recent 
U.S.  investments,  which  total  $235 
million  all  told.  The  Kuwait  Petro- 
leum Corp.  put  up  $50  million  to  join 
Phoenix-based  AZL  Resources  Inc.  in 
an  exploration  and  production  part- 
nership. Their  deal  with  Pacific  Re- 
sources calls  for  Kuwait  to  supply  50% 
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of  the  crude  for  the  Honolulu  refinery  world  oil  glut,  the  Kuwaitis  are  doing 

in  return  for  half  the  ownership.  what  the  U.S.  majors  did  in  the  1950s 

Analyst  Geoffrey  Hertel  of  Hous-  and  1960s — holding  on  to  some  of 

ton's  Rotan  Mosle  explains  the  strate-  their  oil  in  product  form,  rather  than 

gy:  "Faced  with  the  possibility  of  a  crude.  It  makes  it  that  much  easier  to 


Kuwait's  flag  frames  one  of  the  Texas  refineries  now  owned  by  Arab  investors 

A  potential  gold  mine  and  politically  safe  investment  into  the  bargain. 


Christmas  comes  but  once  a  year,  and  that, 
as  Chairman  Joe  Katz  complains,  is  Paper- 
craft  Corp.  s  biggest  problem. 

Christmas 
in  July 


By  James  Cook 

Fj  OR  MOST  OF  HIS  LIFE  Joseph  M. 
Katz,  the  squat,  perky  chair- 
man of  Pittsburgh's  Papercraft 
Corp.,  claimed  he  was  born  on  the 
25th  of  December.  It  was  certainly 
appropriate  enough  for  a  man  who 
headed  the  U.S.'  largest  maker  of 
Christmas  gift  wrap  and  artificial 
Christmas  trees.  But  Katz  never  really 
knew.  His  mother  brought  him  to 
Pittsburgh  from  Odessa  when  he  was 
1 1  months  old,  and  through  some 
mix-up  at  school  he  wound  up  desig- 


nating Christmas  Day  as  his  birthday. 
"My  mother  kept  saying,  'That's  ri- 
diculous, you  were  born  in  the  sum- 
mertime.' "  It  wasn't  until  Katz 
checked  with  the  immigration  ser- 
vice a  few  years  ago  that  he  discov- 
ered he  must  have  been  born  in  July — 
July  7,  1913. 

Which  may  be  why  Katz  wound  up 
as  the  Christmas-wrap  king,  profiting 
hugely  from  Christmas  yet  wishing  it 
also  came  in  July. 

For  whatever  reason,  ever  since  Joe 
Katz  founded  Papercraft  with  $10,000 
back  in  1945,  he  has  been  bothered 


sell  later."  He  means  that  the  Ku- 
waitis are  seeking  flexibility  to  mar- 
ket either  the  raw  material  or  the 
finished  product.  That  also  means 
they  will  get  the  added  value  that  re- 
fining usually  brings,  a  premium  on 
the  raw  material  that  the  Arab  pro- 
ducing nations  have  always  resented 
surrendering  to  the  oil  companies. 

The  Kuwaitis  currently  refine  only 
30%  of  their  daily  output  of  1.5  mil- 
lion barrels.  Even  if  work  on  a  new 
refinery  is  completed  by  1984,  Ku- 
wait's refining  capacity  will  still  be 
only  50%  of  output,  and  that  capacity 
will  still  be  in  the  Middle  East.  The 
Kuwaiti  government  tried  to  buy  a 
Rumanian  refinery  earlier  this  year, 
but  the  deal  fell  through.  Now  they 
have  secured  refining  for  almost  12% 
of  their  oil  in  Texas  and  Hawaii. 

Political  considerations  probably 
did  not  go  unnoticed,  thinks  invest- 
ment banker  Joseph  Tovey  of  New 
York's  Tovey  &  Company.  "If  the 
Middle  East  is  politically  unstable,  as 
most  smart  Arabs  believe,  they'd  like 
to  have  an  anchor  to  windward  and  a 
U.S.  presence,"  says  Tovey.  "They 
may  make  money  at  it,  but  I'm  not 
sure  they  really  care."  ■ 


that  the  company  did  the  bulk  of  its 
business  in  the  last  quarter  of  the 
year.  It  didn't  matter  all  that  much 
when  the  company  was  private.  But 
once  he  took  Papercraft  public  in 
1958,  eventually  selling  80%  of  its 
shares,  the  company's  seasonal  pat- 
tern made  people  nervous — his  share- 
holders, stockbrokers  and  security  an- 
alysts. "They'd  look  at  those  first- 
quarter  losses,"  Katz  says,  "and  get 
uneasy."  Without  reason,  as  it  hap- 
pens. Not  once  in  its  36-year  history 
has  Papercraft  failed  to  make  a  profit 
for  the  full  year. 

In  a  way,  Joe  Katz  really  invented 
the  Christmas-wrap  market.  Until  he 
got  into  the  business,  gift  wrap  was 
usually  sold  a  sheet  or  two  at  a  time  in 
squares,  in  fairly  low  volumes  at  sta- 
tionery, dime  or  department  stores. 
Katz  decided  to  go  for  a  mass  market, 
to  reach  it  through  the  big  supermar- 
ket, drug  and  discount  department 
store  chains  that  had  begun  springing 
up  after  the  war  and  to  sell  gift  wrap 
not  in  squares  but  in  rolls,  in  easily 
merchandised  packages  of  three. 

The  concept  was  a  perfect  adapta- 
tion of  the  product  to  the  merchandis- 
ing system.  The  deal  offered  cut  rates 
to  the  consumer  and  a  bonanza  for 
Papercraft.  Papercraft  last  year  sold 
close  to  $40  million  worth  of  gift 
wrap,  95%  of  it  for  Christmas,  more 
than  either  American  Greetings  or 
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Stay  Longer.  And  See  What 
Mexico  Really  Has  To  Offer. 

Ir's  easy  to  rurn  a  business  irip  inro  on  unforgettable  holiday  when 
ure  in  friendly,  nearby  Mexico  Exrend  your  sray. . .  and  share 
wonders  of  this  magical  land  with  your  family.  Our  grand  and 
"us  resorts.  Our  enchanting  colonial  towns.  Our  delightful,  lozy 
L  ing  villages.  Our  awesome  archaeological  sires.  Our  music, 
mparable  climate, 
rurquoise  Caribbean ...  to  azure  Pacific . . .  Mexico  offers 
;  ponorama  of  possibilities.  Every  sport  under  the  sun; . . 
f-seeing  so  spectoculor  if  cannot  be  imagined  So  linger 
r  in  Mexico. . .  then  come  bock  for  more. 

remember,  for  conventions  large  or  small.  Mexico  offers 
•rdinary  choice  of  locoriohs. . .  and  unexcelled  focilities. 
unique  delights  after  the  meetings  ate  over. )  All  this  in 
an  affordable,  dollar-stretching  ombionce.  Anorher  plus:  our 
knowledgeable  convention  planners  ore  at  your  disposal  with 
expert  help  every  step  of  the  way 


i  Travel  Agent 


MEXICO     See  your  ( 

:"e  Amigo  Country 
MEXiCAN  GOVERNMENT  TOURISM  OFFICE 
405  Park  Avenue- Suite  1002 
New  York,  New  York  10022 
Vm  interested.  Tell  me  more  about 
"The  Amigo  Country." 
Send  me  information  on  Mexico's 
convention  facilities. 


Name 
Title 


Company 
Address 
City 


Papercraft's  Katzes,  Marshall  P.  (left)  and  Joseph  M. 

Who  could  resist  the  U.S.'  largest  artificial  tree  company? 


CPS  Industries,  and  nailed  down  may- 
be 25%  of  this  seasonal  market.  From 
the  beginning  Katz  has  watched  costs 
like  a  hawk,  bringing  down  over  10% 
of  his  gross  to  net  profit,  so  that  al- 
though gift  wrap  generates  only  20% 
of  Papercraft's  volume  it  nonetheless 
probably  kicks  in  over  30%  of  its  af- 
tertax profits. 

After  all  these  years,  the  growth  in 
the  market  has  naturally  slackened 
off,  and  because  of  high  interest  rates 
and  tightened  retailer  inventory  con- 
trols, demand  has  been  flat  for  two 
years.  But  1981  looks  somewhat  bet- 
ter, and  Katz  expects  to  assure  it  with 
a  new  line  of  wrappings  designed  by 
Gloria  Vanderbilt. 

In  the  early  Sixties,  Katz  began 
making  a  series  of  acquisitions  that 
have  somewhat  diminished  the  im- 
portance of  the  fourth  quarter.  Paper- 
craft's first  important  acquisition  was 
LePage's,  Inc. — mucilage,  library 
paste  and  pressure-sensitive  tapes  and 
adhesives.  Katz  turned  this  profitless 
loser  into  a  winner,  though  it  remains 
a  poor  second  to  3M  in  the  tape  busi- 
ness. How  can  Papercraft  compete 
with  the  likes  of  3M?  Partly  because 
3M  is  so  dominant,  explains  Paper- 
craft's president,  Joe  Katz'  son  and 
eventual  successor,  Marshall  Katz,  41. 
"I'd  rather  compete  under  the  umbrel- 
la of  a  giant  like  3M  than  fight  it  out 
with  ten  other  equal  competitors. 
Dominant  companies  make  high 
profit  margins,  so  the  next  fellow 
makes  pretty  good  margins  too." 

LePage's  was  acquired  in  1960,  fol- 
lowed by  CPS  Industries  in  1967 
(high-quality  gift  wrap,  which  the 
FTC  forced  Katz  to  divest),  Knomark 
in  1971  (Tintex  dyes,  Esquire  shoe 
polish,  Ty-D-Bol  toilet  bowl  cleaner 


and  Sunshine  Fresh  fabric  softener) 
and  finally  Barth  &  Dreyfuss  in  1979 
(beach  towels,  aprons,  dishcloths  and 
potholders).  The  result  wasn't  exactly 
Christmas  in  July,  but  Papercraft  did 
reduce  its  dependence  on  gift  wrap  to 
20%  of  sales  and  now  generates  nearly 
30%  of  its  business  in  the  first  half. 

It  took  a  while  for  the  mixture  to 
jell.  Between  1969  and  1975,  because 
of  recessions,  the  disposal  of  CPS  and 
certain  smallish  unprofitable  acquisi- 
tions, Papercraft's  earnings  went  no- 
where, wobbling  between  $5  million 
and  $6  million  a  year.  But  since  1975, 
they  have  really  taken  off,  soaring 
97%  (to  $11.6  million)  on  a  92%  gain 
in  revenues  (to  $149.7  million)  for  a 
handsome,  if  not  exactly  sensational, 
15.3%  average  return  on  equity.  Paper- 
craft's earnings  have  grown  on  average 
about  15%  a  year  since  1975,  and  Mar- 
shall Katz  expects  to  sustain  at  least  a 
15%-a-year  growth  rate  for  the  fore- 
seeable future,  10%  of  it  from  internal 
growth,  5%  from  acquisitions.  "Soon- 
er or  later  any  growth  product  ma- 
tures," Katz  says.  "You  need  acquisi- 
tions to  keep  the  ball  rolling." 

Joe  Katz  may  have  begun  thinking 
that  gift  wrap  was  an  extension  of  the 
printing  business,  but  he  quickly  real- 
ized that  what  made  Papercraft  so 
successful  was  its  talent  in  distribu- 
tion, moving  products  through  high- 
volume  channels  like  supermarkets, 
drug  chains  and  discount  department 
stores.  That  discovery  has  shaped  Pa- 
percraft's acquisitions  ever  since. 
What  the  Katzes  look  for  are  low- 
priced,  branded  products  adaptable  to 
mass  distribution,  products  with  lead- 
ing positions  in  their  markets  even  if 
those  markets  are  small.  Thus  Paper- 
craft is  first  in  gift  wrap,  artificial 


trees  and  decorated  beach  towels,  sec- 
ond in  toilet  bowl  cleaners  (to  Banish), 
in  shoe  polish  (to  Kiwi),  in  dyes  (to 
Rit)  and  in  pressure-sensitive  tapes  (to 
3M).  "Ty-D-Bol  is  the  ideal  product," 
Joe  Katz  says,  "you  just  flush  it  away 
and  you  buy  more." 

More  and  more  of  Papercraft's  out- 
put goes  into  private-label  production 
these  days,  perhaps  15%  of  its  total 
sales.  It  produces  private-label  gift 
wrap  for  Walgreen  and  Toys  R  Us, 
private-label  tapes  for  K  mart  and 
Zayre,  private-label  fabric  softeners 
for  A&P.  It's  a  growing  market  and, 
because  it  saves  consumers  the  cost  of 
advertising,  Katz  figures  it  ought  to 
grow  a  lot  more  as  rising  prices  en- 
courage more  and  more  consumers  to 
look  for  value.  "Our  fabric  softener  is 
just  as  good  as  P&G's  Bounce,"  Katz 
argues,  "but  Bounce  costs  $1.19,  as 
against  79  cents  for  ours." 

Papercraft's  latest  acquisition — 
American  Technical  Industries — un- 
does all  Joe  Katz'  past  efforts  to  diversi- 
fy away  from  Christmas  in  one  move. 
But  how  could  a  company  founded  on 
Christmas  resist  the  U.S.'  largest  arti- 
ficial Christmas  tree  company,  even  if 
it  weighted  50%  of  the  company's  vol- 
ume to  Christmas  and  moved  its  bal- 
ance back  to  the  fourth  quarter?  ATI 
was  a  growth  company,  moreover, 
having  tripled  its  sales  in  five  years  (to 
$60  million)  and  nailed  down  50%  to 
60%  of  the  market  with  its  Mountain 
King  brand.  That  market  is  still  far 
from  saturated.  Only  one  out  of  two 
tree  buyers  has  converted  to  artificial 
trees.  As  natural  tree  prices  rise,  and 
rise  faster  than  the  prices  of  man-made 
ones,  the  more  attractive  artificial 
trees  become. 

ATI  has  the  same  seasonal  charac- 
ter and  moves  its  goods  through  the 
same  distribution  channels  as  gift 
wrap,  but  it  does  mark  something  of  a 
departure  for  Papercraft.  The  trees  are 
not  disposable  as  Ty-D-Bol  is,  and 
they  are  hardly  low-priced  as  gift  wrap 
or  shoe  polish  is — not  at  $60  to  $80  a 
piece  in  the  most  popular  range.  But 
the  profit  potential  looks  spectacular. 
ATI's  profitability  has  slipped  in  the 
past  year  or  so,  but  Joe  and  Marshall 
Katz  are  convinced  they  can  turn  ATI 
into  a  real  moneymaker.  By  installing 
new  management,  cutting  payroll 
costs,  refusing  to  take  on  unprofitable 
business,  Katz  expects  to  cut  ATI's 
annual  operating  costs  by  $5  million 
over  the  next  two  years,  as  against 
fiscal  1980's  $4.2  million  pretax  net. 
Not  a  bad  return  on  an  acquisition 
that  cost  $22  million.  With  prospects 
like  these,  no  wonder  Marshall  Katz 
doesn't  worry  about  meeting  Paper- 
craft's 15%-a-year  earnings  goals.  ■ 
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Our  X-ray  film  treats  this  arm 

as  if  it  were  worth  millions  already. 


"o  3M,  every  arm  is  priceless.  Whether  it 
belongs  to  a  potential  big-leaguer,  or  the 
Cy  Young  winner  himself.  For  this  reason, 
we've  developed  an  x-ray  film  that  can 
reduce  radiation  by  more  than  fifty 
aercent.  And  3M  brand  "Trimax"  Medical 
X-ray  Film  also  gives  doctors  a  clearer, 
sharper  image,  for  more  accurate 
diagnosis. 

rbu  might  not  think  of  3M  as  an  x-ray 
company,  but  we've  been  hearing  about 
the  needs  of  radiologists  for  quite  some 


time  now.  Because  at  3M,  we're  in  the 
business  of  hearing. 

By  listening  to  people's  needs,  we've 
been  able  to  develop  new  ideas  and 
breakthrough  products  like  the  "Trimax" 
system,  so  that  less  radiation  may  touch 
our  lives. 

In  fact,  3M  has  developed  over  700 


products  in  the  health-care  field  alone. 
If  you  think  you  might  have  an  applica- 
tion for  our  technologies  and  products, 
write  us  today  for  a  free  3M  Health  Care 
Brochure:  Department  010207/3M, 
P.O.  Box  4039,  St.  Paul,  MN  55104. 

Or  better  yet,  let  us  hear  from  you  right 
now  Call  toll-free:  1-800-323-1718, 

Operator  361.  (Illinois  residents  call 
1-800-942-8881) 

3M  hears  you... 


3M 


Nothing  can  capture  a  banker's  attention 
quite  like  the  prospect  of  loan  losses. 


An  unhealthy  yen 
for  loans 


By  Thomas  O'Donnell 


ANYTIME  A  BANKER  SEES  a  SUre 
thing,  only  this  much  is  cer- 
Ltain:  Losses  are  bound  to  fol- 
low. So  perhaps  it  is  not  surprising 
that  international  banks  recently  lost 
money  in  Japan  rather  than  in  such 
well-known  shaky  borrowers  as  Zaire, 
Turkey  or  Poland. 

Here's  what  happened:  Foreign 
banks  made  loans  totaling  an  estimat- 
ed $210  million  to  two  Japanese  com- 
panies that  later  went  bankrupt  be- 
cause of  stock  speculation.  Seven  of 
the  dozen  or  so  banks  involved  were 
American,  including  such  giants  as 
Bank  of  America,  Citibank  and  Chase 
Manhattan. 

But  after  the  dust  settles,  the  big 
losers  are  likely  to  be  the  smaller, 
newer  players  in  the  game.  One  is 


Seattle  First  National,  which  had  ap- 
proximately $50  million  at  risk.  Of 
that  amount,  Seafirst  has  already  writ- 
ten off  $4.8  million  against  earnings. 

Apparently,  the  banks  got  into  trou- 
ble, at  least  in  part,  because  they  were 
overconfident.  Lending  to  Japanese 
corporations  has  been  a  no-lose  propo- 
sition throughout  the  postwar  period. 
If  the  borrowers  went  bankrupt,  Japa- 
nese banks,  under  the  direction  of  the 
Ministry  of  Finance,  were  sure  to  bail 
the  foreigners  out.  Such  incidents 
were  regarded  as  a  national  disgrace 
and  were  dealt  with  accordingly. 

Under  this  system,  the  foreigners 
could  stuff  their  portfolios  and  grow 
fat  with  easy-to-get  credits.  Those 
happy  days  suddenly  came  to  an  end 
this  year  when  the  two  troubled  com- 
panies, Osaka  Shoken  Shinyo  and 
Sapporo  Toyopet,  went  bankrupt  in 


Japanese  Prime  .1 
Relations  beta 


n  his  country  and  the  V.S.  are  very  touchy. 


unrelated  incidents.  Although  the  Jap- 
anese government  may  in  the  end 
come  to  the  aid  of  the  foreign  lenders,  i 
it  has  given  them  the  cold  shoulder  up 
to  now.  And  in  any  case,  the  party  is 
clearly  over.  Says  Shijuro  Ogata,  Bank 
of  Japan's  director:  "Tokyo  didn't  in- 
vite the  foreign  banks.  They  came 
here  at  their  own  risk." 

Instead  of  learning  a  valuable  lesson 
and  chalking  up  the  losses  to  experi- 
ence, many  foreigners  hoped  that 
someone  would  take  them  off  the 
hook.  They  argued  that  they  had  lent 
the  money  for  legitimate  purposes. 

For  their  part,  the  Japanese  contend 
that  a  minimal  credit  check  would 
probably  have  convinced  the  foreign- 
ers to  avoid  Osaka  Shoken.  As  evi- 
dence, they  point  out  that  several  Jap- 
anese banks,  approached  by  the  com- 
pany, had  earlier  refused  to  extend 
credit.  Says  Gregory  Root,  a  vice 
president  of  Keefe  Bruyette  &  Woods, 
a  New  York  firm  specializing  m  bank 
stocks:  "With  only  a  minimal  credit 
check,  the  banks  would  have  discov- 
ered imprudent  dealings  in  the  Osaka 
Shoken  case." 

The  debacle  could  hardly  have  come 
at  a  worse  time.  Diplomatic  relations 
between  the  U.S.  and  the  government 
of  Prime  Minister  Zenko  Suzuki  are 
at  a  touchy  point.  In  such  a  climate, 
Tokyo  is  not  likely  to  bail  out  U.S. 
banks  that  came  to  Japan  uninvited. 

In  addition,  a  new  and  liberalized 
law,  The  Foreign  Exchange  and  For- 
eign Trade  Control  Law,  passed  in 
December  has  allowed  Japanese  banks 
to  offer  services  that  formerly  were 
handled  exclusively  by  outsiders,  such 
as  Chase  and  Morgan.  "The  Japanese 
don't  really  need  the  foreigners  any- 
more," says  analyst  Irving  Geszel,  a 
partner  at  Bear,  Steams,  and  Co. 

Thus  losing  ground,  the  foreign 
banks  may  have  reached  too  hard  for 
business.  With  Osaka  Shoken,  about  a 
dozen  foreign  banks  lent  the  Osaka- 
based  company  some  $105  million. 
The  company  then  turned  around  and 
lent  the  money  to  a  group  of  specula- 
tors named  the  Seibi  Group.  As  collat- 
eral, the  company  received  some 
lightly  traded  securities.  By  buying 
such  stocks,  the  Seibi  Group  tried  to 
drive  up  the  prices.  But  when  prices 
dropped  like  stones  before  they  could 
sell,  the  Group  couldn't  repay  Osaka 
Shoken,  which  filed  for  bankruptcy 
on  Mar.  16. 

The  foreigners  may  have  been  tak- 
en in  by  the  fact  that  some  of  Osaka 
Shoken's  executives  had  come  from 
Nomura  Securities  and  Daiwa  Bank, 
two  highly  respected  financial  institu- 
tions. "Foreign  banks  would  make  us 
big  loans  without  asking  for  collater- 
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I       Sony  announces  the 
typewriter,  dictator/transcriber, 
text  editor,  communicator 
that  fits  in  a  briefcase. 

And  its  only  the  beginning. 


Office  automation  will  never 
be  the  same.  Because  now  when 
you  want  to  automate  your 
office,  you  can  buy  a  Sony. 

The  same  innovative 
Sony  technology  that  revolu- 
tionized home  entertainment  is 
now  coming  to  the  office. 
And  its  going  to  make  your 
work  easier,  better,  faster,  and 
more  efficient. 

Sony  is  about  to  begin 
a  revolution  in  office  automa- 
tion, called  Sony-mation'." Its 
going  to  make  some  of  your 
favorite  old  machines  obsolete. 
And  it'll  introduce  you  to 
equipment  you  never  imagined 
was  possible. 

But  we're  not  going  to 
promise  you  all  those  things  ten 
years  from  now,  or  even  two 
years  from  now.  That's  because 
the  Sony-mation  revolution  in 
office  automation  starts  today. 

Sony  introduces  the 
three  pound  office. 

It's  called  theTypecorder. 
A  name  you've  never  heard  before,  because 
until  now  there's  never  been  anything  like  it. 

TheTypecorder  is  merely  8'/2"x  ll"x  IV2',' 
weighs  about  3  pounds,  and  it  can  be  used  in 
your  office  to  replace  many  single  function 
machines,  or  as  a  veritable  portable  office  that 
also  lets  you  stay  in  touch  with  your  home  office. 
With  the  Sony  Typecorder  in  his  briefcase,  the 
traveling  executive,  insurance  adjuster,  reporter, 
or  retail  buyer  can  take  an  office  with  him  while 
transmitting  information  to  his  home  office. 

The  Sony  Typecorder  takes  advantage 
of  Sony  advances  in  microcassette  technology. 
The  same  microcassette  can  store  both  dictation 
and  pages  of  text.  And  that  typed  information 
can  be  sent  from  your  Typecorder  anywhere  in 
the  world.  Coming  out  in  your  office  as  hard 
copy.  In  addition,  by  carrying  a  Sony  portable 
printer  in  that  same  briefcase,  you  can  have 


hard  copy  wherever  you  travel.  Or  if  you  want 
finished  copy  in  your  office,  just  use  a  Sony 
full  sized  printer.  In  fact,  Sony  even  has  a  way  to 
turn  an  electric  typewriter  into  a  printer. 

But  no  matter  where  you  use  it,  in  your 
office  or  on  the  road,  the  Sony  Typecorder  is 
truly  unique.  What  other  machine  lets  you  talk 
to  it,  type  on  it,  edit  text  with  it, transmit  infor- 
mation through  it  and  weighs  about  3  pounds? 

Sony  reinvents  word  processing. 

With  Sony-mation  you're  not  only  going 
to  get  an  office  that  you  can  take  with  you,  you 
are  also  going  to  get  a  better  office  with  our  new 
word  processor,  Series  35.'" 

Series  35  does  things  other  word  pro- 
cessors never  dreamed  of  doing.  First  of  all,  it's 
the  only  word  processor  that's  also  a  transcriber. 
Second,  it's  so  small  and  compact  that  it  fits 


comfortably  on  top  of  any  desk. 

Series  35  is  also  simple 
to  use.The  Conversational 
Keyboard'" usually  takes 
just  one  day  for  an  operator  to 
learn.  Aid  the  full  page  Sony 
screen  offers  clear,  sharp,  easy- 
to-read  characters. 

But  we  not  only  give 
you  a  clear  picture;  we  give  you 
the  first  3"-type  diskette.  It 
accommodates  as  much  infor- 
mation as  the  conventional 
sized  floppy  disk.  In  fact,  no 
other  removable  disk  lets  you 
put  so  much  information  in 
such  a  small  space.  And  because 
Series  35  is  compatible  with 
our  Typecorder,  you  can  trans- 
fer information  from  microcas- 
sette to  disk. 

There's  more  to  come. 

You're  going  to  be  hear- 
ing about  other  Sony  innova- 
tions in  office  technology.  So  if 
you're  thinking  of  changing  or 
adding  equipment,  before  you 
do  anything  about  it,you  had 
better  talk  to  Sony  first,  and  find  out  all  about 
Sony-mation.  But  remember  one  thing,  it's  only 
going  to  be  the  beginning.  SOl^T"Y« 

I   For  more  information  on  the  new  Sony-mation  revolution  call^^ 
1-800-821-7700  Ex.7070.*or  bend  this  coupon  to  Sony  Office 
Products.  P.O.  Box  1624.Trenlon,  N.J.  08650. 

□  Please  send  literature.  □  Please  have  representative  call. 
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Bank  of  America  President  Armacost 
BofA  knows  how  to  play  the  game. 


al,"  says  Ryuji  Yamauchi,  Shoken's 
president.  "And  after  we  had  bor- 
rowed from  one  forergn  bank,  others 
came  to  us  one  after  the  other." 

About  a  week  later  Sapporo  Toyo- 
pet,  a  member  of  the  Iwasawa  Group, 
filed  for  bankruptcy  as  well.  In  this 
case,  several  foreign  banks  had  made 
almost  $100  million  in  loans  to  the 
company.  Ironically,  the  company 
had  purchased  many  of  the  same  se- 
curities involved  in  the  Seibi  debacle. 

The  foreign  banks  claim  they  were 
misinformed  by  a  major  Japanese  in- 
strtution— Tokai  Bank.  Tokai  pro- 
vided the  banks  with  letters  of  intro- 
duction to  the  Iwasawa  Group,  which 


the  banks  regard  as  insurance.  But  a 
Tokai  official  explains:  "Our  manager 
wrote  the  letters  only  as  a  formality." 

There  the  matter  will  stand  until 
the  courts  decide.  So  what  are  the 
lessons  in  all  this?  One  is  that  there  is 
just  no  substitute  for  homework,  even 
in  Japan. 

Another  is  that  international  lend- 
ing should  perhaps  be  left  to  the  big 
boys.  For  example,  Bank  of  America 
had  lent  Osaka  Shoken  a  reported  $14 
million.  But  under  Samuel  Armacost 
(then  executive  vice  president,  now 
president),  BofA  got  out  clean  before 
the  company  filed  court  papers.  The 
small  fry  Weren't  so  lucky.  ■ 


Former  Chase  Manhattan  head  George 
Champion  finds  banking  much  changed 
these  days — and  seldom  for  the  better. 

One  vote  for 
the  old  verities 


By  Dero  A.  Saunders 

JUST  OVER  12  YEARS  AGO  Illinois- 
born  George  Champion  retired 
as  chairman  of  New  York's 
Chase  Manhattan,  an  institution  that 
in  his  hands  was  consistently  the  top 
U.S.  bank  or  a  strong  contender  for 
that  spot.  Most  of  the  time  since 
then — he  left  the  Chase  board  some 
two  years  later — Champion  spent  at 
New  York  City's  Economic  Develop- 
ment Council  in  a  serious  try  to  re- 
form several  major  city  departments. 
Upon  leaving  that  indifferently  suc- 
cessful effort  a  year  and  a  half  ago,  he 
had  his  first  good  chance  in  a  decade 
to  assess  the  state  of  U.S.  banking — 
and  he  doesn't  like  a  good,  deal  of  what 
he  sees. 

Champion,  alert,  vigorous  and  in- 
tensely conservative  at  77,  believes 
big  U.S.  banks  are  entangled  in  a 
thicket  of  problems,  the  most  serious 
being  their  tens  of  billions  in  loans  to 
foreign  governments.  "The  loans  to 
developing  countries,  and  the  loans  to 
Iron  Curtain  countries,  arc  loans  that 
can't  be  placed  in  any  other  market, 


and  loans  that  can't  be  repaid,"  he 
says.  "So  far,  they  have  increased  ev- 
ery year:  In  most  of  the  countries 
there  has  been  a  higher  debt  at  the 
end  of  each  succeeding  year." 

Then  wouldn't  any  earnings  from 
"payments"  on  such  loans  be  fiction? 

"I  didn't  say  there  was  any  pay- 
ment; they  can't  be  repaid.  The  Inter- 
national Monetary  Fund  was  set  up  to 
help  these  developing  countries.  But 
the  Monetary  Fund's  mission  is  [also] 
to  see  that  they  begin  to  get  their 
countries  in  better  shape.  The  Fund's 
terms  were  for  the  most  part  unattrac- 
tive in  relation  to  the  terms  the  com- 
mercial banks  offered.  So  the  U.S. 
banks  set  up  merchant  banks  in  Eu- 
rope, originally  they  said  to  under- 
write, but  in  effect  merely  to  syndi- 
cate these  loans,  for  which  they 
charged  a  fee.  There  was  even  a  com- 
petition among  the  banks  for  some  of 
the  loans. 

"I'm  a  strong  believer,  from  the  past 
experience  of  banking,  that  commer- 
cial banks  should  not  lend  to  foreign 
governments.  Nothing.  When  I  was  in 
the  banking  business,  we  loaned  to 


As  I  See  It 


central  banks,  we  loaned  to  certain 
industries  in  various  countries,  but 
nothing  to  any  government." 
Why  not? 

"Well,  my  own  personal  reason  was 
that  [such  business]  didn't  belong  in  a 
commercial  bank.  Second,  I  think  a 
commercial  bank,  and  particularly  an 
American  bank,  should  be  dedicated 
to  helping  American  enterprise.  I  was 
asked  one  time  by  a  California  banker 
to  participate  in  developing  a  copper 
mine  in  Mexico.  I  asked  him  who 
owned  the  mine,  and  he  said  it  was 
the  Mexican  government.  I  said,  'We 
are  not  here  to  socialize  the  world.  If 
you  have  a  private  company  that  has  a 
mine  that  needs  developing,  we'll 
make  every  effort  to  work  with  you. 
But  no  way  will  we  make  a  loan  to  a 
government.'  " 

As  the  U.S.  banks'  foreign  loans 
grow  in  size  and  vulnerability,  Cham- 
pion views  with  great  alarm  the  paral- 
lel tendency  to  cut  loan  loss  reserves. 

"By  law,  national  banks  can  have  a 
reserve  for  bad  debts  equal  to  1.2%  of 
their  average  loans.  By  law,  this  will 
automatically  go  down  to  0.6%  at  the 
end  of  this  year — though  1.2%  was 
not  anywhere  near  enough  when  they 
had  to  write  off  the  [real  estate  invest- 
ment trust]  losses  of  the  mid-Seven- 
ties. You'll  see  in  the  banks'  annual 
reports  that  they  are  still  carrying 
loans  that  were  made  at  that  time  and 
haven't  been  liquidated,  and  real  es- 
tate that  was  taken  over.  But  in  none 
that  I  have  read  is  there  any  indica- 
tion that  these  loans  to  developing 
countries  that  have  been  unable  to 
pay  interest  have  been  added  to  the 
nonconforming  [problem]  loans." 

Champion  blames  the  suicidal  re- 
serve cut  on  the  recent  political  cli- 
mate. "We've  been  going  through  a 
period  where  all  the  liberal  news  me- 
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The  killer-shark  interest  rate  policy  of 
the  Federal  Reserve  System  has  again 
chewed  up  the  housing  industry  for 
this  year,  and  will  soon  attack  next 
year's  housing. 

Millions  of  building  workers  are 
laid  off,  while  millions  of  would-be  home- 
owners are  frustrated  by  exorbitant 
mortgage  rates. 

Why  must  housing  always  be  the 
victim  of  the  Fed's  yo-yo  theories  of 
money  manipulation? 

No  more  yo-yo  interest  rates! 
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Maybe  they  should  hear  more  from 
all  of  us.  Write  your  views  to  The 
Honorable  Paul  A.  Volcker,  Chairman, 
Board  of  Governors,  Federal  Reserve 
System,  Washington,  D.C  20551. 


James  E.  Stewart.  Chairman  of  the  Board  and  Chief  Executive  Officer 
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Wide  fluctuations  cause  instability 


As  I  See  It 


"I  was  once  asked  by  a  Cali- 
fornia banker  to  participate 
in  developing  a  copper  mine 
in  Mexico.  I  asked  who 
owned  the  mine;  he  said  the 
Mexican  government.  I  said, 
'We  are  not  here  to  socialize 
the  world.  If  you  have  a  pri- 
vate company  with  a  mine 
that  needs  developing,  we'll 
make  every  effort  to  work 
with  you.  But  no  way  will 
we  loan  to  a  government.'  " 


George  Champion,  fanner  Chase  Manhattan  Bank  chairman 

Do  more  foreign  loans  and  lower  loan  reserves  add  up  to  improvements? 


dia  and  all  academia  have  been  saying, 
'Don't  increase  depreciation  for  the 
corporations,  that's  giving  money  to 
them.'  It's  the  same  philosophy: 
'Don't  set  up  reserves;  they  don't 
need  any  reserves  for  bad  debts.'  And 
this  made  them  show  higher  profits, 
on  which  they  had  to  pay  taxes. 

"I  would  have  been  fighting  that 
right  from  the  start.  I  have  proposed 
rewriting  this  law  to  have  at  least  a 
2%  reserve  for  bad  debts,  with  the 
banks  encouraged  to  add  lA%  each 
year  until  that  figure  is  reached.  It 
should  be  3%  to  5% ;  then  you'll  have 
a  reserve  for  risk-taking  that  gives  you 
the  safety  valve  you  have  to  have, 
because  a  bank  has  to  be  able  to  with- 
stand any  pressures  or  bad  business 
experiences  that  might  come  along." 

Champion  also  waxes  eloquent  in 
defense  of  the  dual  banking  system. 
"The  U.S.  has  the  only  truly  competi- 
tive banking  system  in  the  world,"  he 
mentions.  "England  is  not  competi- 
tive in  the  sense  that  we  look  at  it.  If 
you  are  doing  business  with  one  of  the 
English  banks,  it  is  not  cricket  for  a 
competitor  to  call  and  try  to  get  your 
business  by  offering  a  better  service  or 
a  better  deal.  I  was  a  director  in  the 
Charter  Bank  over  there  for  a  while,-  I 
tried  to  get  them  to,  and  they 
wouldn't.  Canada  has  never  had  [real 
competition  either]:  When  you  have 
branch  banking  across  a  nation  and 
put  a  man  out  (in  a  branch),  he's  trans- 
ferred around  all  the  time,  he  doesn't 
have  that  persona!  interest,  that  great 
desire  for  community  development." 

Still,  Champion  doesn't  favor  the 
dual  system  only  because  it  is  com- 
petitive: "I  believe  it  is  putting  entire- 


ly too  much  power  in  the  hands  of  any 
one  administration  or  person  if  they 
control  the  entire  system.  Let  me 
control  the  debit  power  of  America 
and  I  will  control  America.  You've 
seen  it  in  the  past  in  states,  where  the 
governor  wanted  to  move  in  and  harm 
his  enemies,"  he  says,  harking  back 
to  the  early  Thirties  when  Champion, 
who  then  ran  a  New  Orleans  bank, 
stood  nose  to  nose  with  Huey  Long. 
"Senator,"  Champion  said  then,  "you 
run  the  state  and  we'll  run  the  bank." 

Today,  however,  Champion's  great- 
est worry  doesn't  involve  foreign 
loans  or  dual  banking.  "It's  the  pres- 
sures the  banks  have  allowed  them- 
selves to  be  subjected  to  from  those 
who  say  you  must  show  more  growth 
and  greater  profitability  per  dollar 
used,"  he  explains.  "This  is  not  the 
right  criterion  for  a  financial  institu- 
tion. You  can  make  loans  that  are  the 
biggest-risk  loans  ever,  and  temporar- 
ily show  a  very  good  profit — but  not 
down  the  road.  You  want  a  sound 
institution  that  can  be  independent  in 
all  decision-making  when  the  country 
has  economic  problems." 

Does  much  of  this  sound  almost 
quaintly  old-fashioned,  in  the  brave 
new  world  of  electronic  banking  and 
global  lending?  So  did  the  few  voices 
back  in  the  1960s  warning  that  the 
REITs  might  not  be  invariably  the 
road  to  instant  wealth.  One  day  soon 
the  big  banks  may  well  have  to  make 
some  agonizing  reappraisals  about 
their  loans  to  foreign  governments 
and  other  problems  that  concern  a 
George  Champion.  The  men  who 
built  the  U.S.  banking  system,  after 
all,  weren't  complete  fools.  ■ 
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COMPANY, 

helps  you  get  the  most  out  of  "digital." 


"Digital"  is  the  new  miracle  in  telecommunications,  a  key  to  doing  business 
in  the  1980's.  Already,  it  has  transformed  the  telephone  into  a  sophisticated 
source  of  information— your  link  to  the  future.  Here  in  Dallas,  Texas,  we  train 
professionals  to  help  give  you  greater  access  to  information  through  NEC  digital 
telephone  exchanges-another  fruit  of  NEC's  integration  of  the  power  of  the 
computer  and  the  reach  of  communications.  Digital  technology  from  NEC  is 
speeding  the  conduct  of  business  around  the  world.  And  it  is  one  more  reason 
why  NEC  has  won  the  trust  of  customers  in  over  130  countries. 


NEC 

Nippon  Electric  Co  Ltd 

PO  Box  1,  Takanawa.  Tokyo.  Japan 


New, 
improved 

Allied. 


By  now,  you  probably  know 
our  name  is  new  (it  used  to  be 
Allied  Chemical). 

So  what  else  is  new? 

We  lost  our  losers. 

Some  of  our  operations  just 
weren't  profitable.  So  we  sold 
them.  And  some  operations 
lacked  potential  for  leader- 
ship or  growth.  We  sold  them, 
too.  Sometimes,  you  have  to 
shrink  to  grow. 

Fewer  operating  parts. 

We  turned  nine  dependent 
divisions  into  four  self- 
sufficient  operating  com- 
panies. That  move  let  us  trim 
our  corporate  staff  from  1750 
to  450  people.  And  saved  us 
$30  million  a  year. 

Saving  is  good.  Earning  is  better. 

1980  was  a  year  for  setting 
earning  records.  Our  net 
profit  hit  a  record  $289  mil- 
lion. Our  return  on  assets 
jumped  one-third.  And  we 
wiped  out  our  entire  domestic 
short-term  debt.  All  of  which 
boosted  our  earnings  per 
share  37%  to  a  record  $8.15. 

And  while  we're  on  the  sub- 
ject, guess  what  our  first 
quarter  earnings  did  in  1981. 
They  set  another  record. 

"Our  research  is  our  future." 

Every  corporation  talks  like 
that.  But  how  many  corpora- 
tions double  their  research 
programs  in  two  years?  We 
did.  From  $70  million  in  1979 
to  $145  million  this  year.  Dur- 
ing the  next  five  years,  we'll 
spend  $900  million. 

What  are  we  spending  all 
that  money  on?  Bright  ideas 


like  Metglasf  our  new  metal 
alloy  that  can  cut  energy 
losses  in  electrical  equipment 
by  75%.  And  our  synthetic 
alexandrite  lasers.  (We're 
developing  them  for  NASA  for 
possible  satellite  weather 
forecasting.)  And  genetic 


engineering  for  new  agricul- 
tural products. 

The  future's  the  future. 
What  about  now? 

It  can  take  ten  years  for  an 
invention  to  become  a  prod- 
uct. So,  to  keep  growing  right 
now,  we're  expanding  old 
markets  and  opening  new 
ones  for  current  products. 

Our  new  Anso  IV™  carpet 
fiber,  the  first  with  built-in  soil 
and  stain  resistance,  has 
taken  its  market  by  storm.  Our 
new  Linotron™  202E  photo- 
typesetter  sets  over  6,000 
Japanese  characters,  open- 
ing a  vast  market  for  us  in  the 
Far  East.  And  our  big  new  off- 
shore Louisiana  gas  field  has 
just  gone  into  production. 

What  we  do 
with  what  we  earn. 

This  year,  we're  spending 
$600  million  of  it  On  capital 
expenditures.  Because  long- 
term  growth  means  more  to 
us  than  short-term  profit. 

Our  master  plan. 

It  happens  to  be  one  of  our 
most  valuable  assets. 
Because  it  keeps  us  moving 
straight  toward  our  goals: 

To  grow  our  present  busi- 
nesses. To  diversify  with 
inventions  and  acquisitions. 
And  to  increase  our  profits  at 
a  steady  rate. 

We're  going  to  achieve 
those  goals  the  only  way  we 
know  how: 


By  rolling  up  our  sleeves 
and  getting  down  to  business. 

That  way,  we'll  stay  new 
and  improved. 


LLIED 


Corporation 


We  mean  business. 


Would  you  back  a  half-finished  movie 
made  by  a  director  who  couldn't  pay  the 
actors?  Of  course  not,  but  fack  Singer  did. 

"I  got  a  look  at 
the  technology" 


Seeing  a  modern  Thomas  Edison  amid  overbudget  chaos 


By  Michael  Kolbenschlag 

The  list  of  adventurous  busi- 
nessmen attracted  to  Holly- 
wood along  with  starstruck 
youngsters  is  not  long  but  it  is  inter- 
esting. In  the  1930s  Joseph  Kennedy 
and  John  Hay  Whitney  backed  films. 
In  the  1960s  Charles  Bluhdom  bought 
Paramount.  The  big  news  today  is 
that  Denver  oilman  Marvin  Davis  is 
paying  over  $700  million  for  20th 
Century-Fox.  Less  noticed,  but  poten- 
tially more  revolutionary  for  the  mov- 
ie business,  is  that  Jack  Singer  is  put- 
ting up  $8  million  to  back  Francis 
Ford  Coppola. 

Who  is  Jack  Singer?  He's  one  of 
Canada's  biggest  real  estate  develop- 
ers, as  well  as  a  big  shareholder  in  that 
country's  Dome  Petroleum,  an  oil 
driller  in  Oklahoma  and  Texas,  a  real 
estate  developer  in  Dallas,  Phoenix 
and  Tucson  and  the  holder  of  330 
acres  in  Los  Angeles'  exclusive  Bel  Air 
section. 

The  62-year-old  Singer,  complete 
with  a  Palm  Springs  suntan,  has  come 
to  Tinseltown  to  buy  a  one-third  in- 
terest in  Coppola's  latest  film,  One 
From  the  Heart — a  $23  million  musical 
fantasy  now  in  postproduction  that 
would  have  run  out  of  funds  and 
bankrupted  Coppola  if  Singer  had  not 
stepped  in.  The  director's  past  suc- 
cesses, such  as  The  Godfather  and 
Apocalypse  Now,  are  overshadowed  in 
the  eyes  of  bankers  by  his  reputation 
for  overspending.  But  Singer  has  not 
only  saved  Heart,  he  is  even  talking 
about  financing  Coppola  for  the  next 
three  years  and  buying  a  50%  inter- 
est in  Coppola's  company,  Zoetrope 
Studios. 

Has  Singer  been  sniffing  too  much 
greasepaint?  He  shrugs  when  asked 
such  a  question.  "No,"  he  replies  qui- 
etly. "I  got  a  look  at  the  technology 
Francis  is  using  and  I  think  he  already 
is  where  the  rest  of  the  film  industry 
will  be  going.  He's  a  modern-day 
Thomas  Edison." 

The  technology — what  Coppola 
likes  to  call  his  electronic  cinema — is 
the  simultaneous  use  of  both  35mm 
film  and  videotape  in  the  making  of 
One  From  the  Heart.  Coppola  uses  vid- 
eotape as  if  it  were  an  electronic 
drawing  board  on  which  to  plan  and 
realize  his  film.  Ultimately  the  video- 
tape version  serves  as  a  kind  of  stencil, 
allowing  for  a  fast,  computerized  edit- 
ing of  the  film  version. 

It  is  the  speed  of  editing — amid  the 
chaos  of  a  grossly  overbudget  film  on 
which  Coppola  has  spent  $6  million 
alone  to  recreate  Las  Vegas  on  a 
Hollywood  set — that  caught  Singer's 
entrepreneurial  eye.  "After  only  six 
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Continental  Bank  offers 
financing  using  future  production 
as  present  collateral. 

Our  innovative  financing  helps  the  mining 
industry  optimize  the  profitability  of  previously 
untapped  resources.  It's  what  you 
expect  from  a  top  corporate  bank. 
At  Continental  Bank,  it's  reality. 


CONTINENTAL  BANK 

Continental  Illinois  National  Bank  and 
Trust  Company  of  Chicago 


Lebanon  Malays*  Mexjco^.ne  wei  New  ^  Los  Angeles  Houston  Dallas  Miami  Cleveland  San  Francsco  Denver 


"Armco's  strategic  plan 
for 1984  will  add  $900  million 
to  our  oilfield  business  assets. 
That  will  make  it  Armco's 
biggest  business9.9 


Gerald  E  Miller 
is  general  manager 
of  corporate  strategy 
for  Armco. 


Back  in  1976  we  set  specific  goals  for  increasing  Armco's  earnings  and  raising  our 
return  on  net  assets  from  what  were  disappointing  steel  industry  levels.  We  knew 
that  we  had  to  shift  major  portions  of  our  assets  to  our  strongest,  most  profitable 
investment  areas.  One  of  those  was  our  Oilfield  Equipment  and  Production  line  of 
business— which  is  situated  perfectly  to  serve  the  worldwide  quest  for  more  oil 
and  gas. 

In  1976  that  line  of  business  represented  just  10%  of  Armco's  net  assets.  In  1980 
it  had  climbed  to  18%  — and  it's  still  going  up.  Armco's  strategic  plan  calls  for  Oilfield 
Equipment  and  Production  to  be  30%  of  net  assets  in  1984.  And  that  percentage 
target  will  be  part  of  a  lot  bigger  company  than  Armco  is  today.  At  the  end  of  1980, 
Armco  net  assets  were  $3  billion.  Goal  for  1984  is  $4.7  billion. 

That's  the  kind  of  planned  growth  that  has  made  Armco  America's  newest 
energy-oriented  company. 

For  more  information  write  Investor  Relations,  Armco.  General  Offices. 
Middletown.  Ohio  45043. 
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weeks  Francis  had  a  rough  version  of 
the  film  shown  to  an  audience  in 
Seattle,"  says  Singer.  "This  kind  of 
speed  is  unheard  of." 

The  potential  for  cost-saving  is  im- 
pressive. While  most  directors  would 
take  a  year  or  more  to  edit  a  film — 
running  up  postproduction  costs  that 
can  account  for  up  to  25%  of  budget 
for  a  complicated  musical — Coppola 
has  scheduled  a  four-month  edit  for 
Heart ,  with  Paramount  releasing  the 
film  early  next  fall. 

The  ultimate  prospect,  of  course, 
is  for  a  complete  replacement  of  film 
by  videotape.  That  is  already  hap- 
pening in  television,  where  the  de- 
mands of  the  small  screen  for  quality 
of  image  and  richness  of  color  are 
not  as  great  as  those  imposed  by  the 
big  screen. 

But  Sony  Corp.  in  Tokyo  recently 
made  an  announcement  of  a  new  vid- 
eotape system  that  more  than  dou- 
bles existing  resolution  capabilities. 
And  Francis  Ford  Coppola  was  there 
to  help  Sony  make  its  presentation. 
Although  Coppola  has  no  formal  con- 
tract with  Sony  and,  as  yet,  no  patent 
rights,  Sony  has  taken  him  under  its 
technological  wing.  "Coppola  is  our 
Hollywood  test  bed,"  says  a  Sony  ex- 
ecutive. "He  has  become  a  good 
friend  of  our  chairman,  Akio  Morita, 


and  we  are  sharing  each  other's 
ideas." 

The  prospect  of  Coppola's  artistic 
ideas  married  to  Sony's  cost-saving 
technology  has  Singer  rubbing  his 
hands.  The  potential  is  outlined  by 
President  Robert  Seidenglanz  of  Com- 
pact Video  Systems,  a  Los  Angeles- 
based  tape  specialist  that  is  also  in  the 
race  to  replace  film.  "The  way  Holly- 
wood makes  films  today  is  archaic," 
says  Seidenglanz.  "The  industry  is  be- 
ing killed  by  costs,  particularly  those 
associated  with  the  long  editing  pro- 
cess. Videotape  can  ease  that  cost 
pressure." 

Seidenglanz  says  his  firm  will  un- 
veil a  videotape  system  this  fall  that 
could  some  day  lead  to  the  elimina- 
tion of  Hollywood's  distribution  mid- 
dlemen, who  currently  take  30%  of 
gross  receipts  to  distribute  a  film. 
Videotaped  films  could  be  beamed  di- 
rectly to  theaters  from  the  studio  via 
satellite. 

So  Jack  Singer,  for  a  measly  $8  mil- 
lion he  borrowed  from  banks  in  Can- 
ada and  Texas — "I  like  using  other 
people's  money,"  says  the  veteran  de- 
veloper— has  purchased  a  ticket  to  an 
epic  transformation  of  the  movie 
business,  even  though  he's  backed  a 
chancy  property. 

When  Coppola  acquired  the  right 


"You'Ufind 
Armco's 
strategy  for  the 
1980  s  in  our  Annual  Report. 
Well  be  glad  to  send  you  a  copy.' 

G.  E  Miller.  Armco  general  manager  Corporate  Strategy. 
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□  Please  check  if  you  wish  to  be  placed  on  Armco's  Annual 

Report  mailing  list. 
Send  coupon  to:  Armco  Corporate  Communications 
Dept  C-31D,  P.O.  Box  600.  Middletown,  OH  45043 
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to  Heart  from  MGM  this  year,  that 
studio  saw  it  as  a  $4  million  movie. 
The  average  film  today  costs  $10 
million  and  Coppola  is  talking  about 
$23  milion  for  Heart.  Furthermore, 
Singer's  is  a  bet  with  a  long  payoff. 
Says  Merrill  Lynch  entertainment 
analyst  Harold  Vogel:  "In  the  long 
term,  videotape  technology  will  be 
important  to  Hollywood,  but  in  the 
short  term  it's  control  of  spending 
that  is  important." 

Singer  knows  all  that.  He  may  be  an 
outsider  to  Hollywood,  but  he's  no 
stranger  to  risk.  An  easy-going,  athle- 
tic man,  he  walks  around  Coppola's 
Hollywood  studio  and  reminisces. 
"My  mother  was  an  outsider  when 
she  immigrated  to  Calgary  from  Po- 
land around  the  turn  of  the  century," 
says  Singer.  "But  she  wasn't  afraid 
and  worked  hard  at  scrubbing  floors  to 
help  pay  for  the  passage  of  other  Pol- 
ish immigrants  to  Canada."  One  of 
the  immigrants  that  Bella  Singer  paid 
passage  for  was  first  cousin  Abraham 
Belzberg,  father  of  Vancouver's  Belz- 
berg  brothers — who  tried  to  buy 
Bache  Halsey  Stuart  Shields  before 
Prudential  got  it. 

In  1936  Abraham  Belzberg  staked 
1 7-year-old  Jack  Singer  to  his  first  real 
estate  investment  in  Calgary.  Bella  is 
now  103  years  old  and  still  smiles,  her 
son  reports,  when  she  thinks  that  her 
scrubbing  has  led  to  the  numerous 
other  joint  ventures  with  Belzberg 
that  have  made  Jack  a  millionaire. 

The  movie  business?  It  could  be- 
come the  third  leg  of  a  business  em- 
pire based  on  Calgary's  $500  million 
(assets)  United  Management  Ltd., 
which  began  with  real  estate  and  now 
is  also  in  oil.  In  addition  to  30,000 
shares  of  Dome,  Singer  is  the  largest 
shareholder  in  Calgary-based  Corn- 
wall Petroleum,  which  drills  in  Okla- 
homa and  Texas.  With  Canadians 
now  flocking  to  drill  in  the  U.S.,  Sing- 
er is  already  moving  on.  "The  next 
exploration  boom  is  going  to  be  hap- 
pening in  Australia  and  New  Zea- 
land," he  says.  "We're  putting  $75 
million  into  Cornwall  in  part  to  begin 
drilling  in  New  Zealand." 

These  days  Singer  usually  spends 
his  time  jetting  from  deal  to  deal 
while  his  sons,  Alan,  35,  and  Stephen, 
30,  mind  the  store  in  Calgary.  Ste- 
phen Singer  sounds  about  as  venture- 
some as  his  father.  "We  realize  that 
the  Calgary  boom  can't  go  on  forever 
and  we  think  it's  wise  to  diversify 
into  other  areas,"  he  says  with  a  bow 
to  corporate  logic.  Then  he  unbends: 
"If  anyone  can  make  a  profit  in  Holly- 
wood, Dad  can.  He's  working  with 
the  best  people  and  he's  ahead  of  the 
competition."  ■ 
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In  its  preoccupation  with  PPG  Industries7 
Michigan  gas  find,  Wall  Street  may  be 
overlooking  more  important  changes  else- 
where in  the  company. 

"Look  beyond  the 
gas  line" 


By  Maurice  Barnfattaer 

A few  months  ago  $3.2  billion 
(sales)  PPG  Industries,  Inc. 
i  found  gas  on  land  leased  in 
central  Michigan.  "We  haven't  poked 
enough  holes  in  the  ground  yet,"  says 
Chairman  L.  Stanton  Williams,  "but 
it  looks  promising." 

Indeed  it  does.  Although  of  uncer- 
tain size,  PPG  is  certain  its  gas  reser- 
voir is  commercial.  In  fact,  it's  en- 
couraging enough  for  PPG  to  begin 
exploring  another  75,000  acres  of 
Michigan  as  majority  partner  in  a 


consortium  with  Denver-based  JEM 
Petroleum  and  Canadian  companies 
Numac  Oil  &  Gas,  Linmead  Resourc- 
es and  Ocelot  Industries. 

Naturally,  all  of  this  thrilled  Wall 
Street,  at  least  initially.  PPG's  shares 
soared  to  58  in  April,  double  the  year's 
low.  Facts,  however,  soon  began  spoil- 
ing a  good  story.  While  first-quarter 
1981  earnings  were  off  only  a  modest 
4%,  to  $52.5  million,  that  decline 
came  on  the  heels  of  a  5%  fall  for  all 
1980,  to  $209  million.  With  about 
40%  of  sales  tied  to  the  chronically 
depressed  housing  and  auto  indus- 


PPG  Chairman  L  Stanton  William: 
The  glass  is  not  rose-colored. 


tries,  surely  profits  could  only  contin- 
ue heading  south,  gas  or  no  gas.  So  the 
shares  slid  back  to  49,  or  around  8 
times  earnings. 

The  plain  facts  are  that  PPG  de- 
serves a  closer  look  at  least  as  much 
for  its  other  businesses  as  for  the  com- 
mercial gas  find.  As  Williams  puts  it: 
"The  investment  community  should 
look  beyond  the  gas  line." 

Thanks  mainly  to  parts  of  PPG's 
nongas  businesses,  such  as  specialty 
chemicals,  Williams  foresees  few  dif- 
ficulties in  keeping  earnings  growth 
well  ahead  of  inflation  even  without 
any  recovery  in  the  housing  and  auto- 
motive markets.  "If  inflation  is  run- 
ning 10%,  we'll  be  growing  a  steady 
14%,"  he  says  without  hesitation. 
"We've  also  got  to  achieve  at  least  an 
18%  return  on  equity  before  I  retire  in 
1984,"  the  62-year-old  says. 

Considering  that  PPG's  earnings 
have  fallen  as  many  times  as  they've 
risen  over  the  past  decade  and  that 
return  on  equity  was  only  14.7%  last 
year,  isn't  Williams  looking  through 
rose-colored  glasses?  Actually,  no. 
Granted  PPG's  growth  isn't  going  to 
come  from  its  established  flat-glass 
business,  a  mature  business  likely  to 
grow  at  best  3%  a  year.  But  PPG's 
glass  business  has  just  turned  the  cor- 
ner from  being  a  cash  consumer  to  a 
cash  producer.  This  is  all  the  more 
remarkable  since  last  year  PPG  lifted 
capital  spending  60%,  to  $401  mil- 
lion, and  Williams  plans  to  spend  an- 
other $2  billion  over  the  next  five 
years.  How  is  this  new  profitability 
possible  amid  such  heavy  capital 
spending?  Because  with  the  Mt.  Zion, 
111.  plant  due  to  come  on  stream  soon, 
PPG  has  ended  its  costly  long-term 
conversion  of  seven  U.S.  plants  to  the 
float-glass  process  of  making  flat 
glass,  a  process  that's  45%  more  ener- 
gy-efficient than  the  old  way.  Until 
two  years  ago  PPG,  like  everyone  else, 
licensed  the  process  from  Britain's 
Pilkington  Brothers.  But  PPG  has 
now  developed  its  own  method, 
which  will  be  used  in  future  new 
plants.  As  Williams  proudly  points 
out:  "Glass  is  one  of  the  few  indus- 
tries that  has  completely  converted  to 
a  new  process  in  the  recent  past." 

With  glass  now  generating  cash 
again,  Williams  is  spending  heavily  in 
a  newer  division.  "We  are  pouring 
money  into  specialty  chemicals," 
Williams  discloses.  He  does  not,  of 
course,  mean  the  chlor-alkali  busi- 
ness. The  largest  segment  of  PPG's 
chemicals  division  (which  chips  in 
35%  of  total  pretax  profits)  will  at  best 
grow  3%  per  year.  What  Williams 
means  specifically  is  specialty  chemi- 
cals   for    the    automotive  market, 
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When  is  a  small  copier  a  big  mistake? 


Now  don't  misunderstand. 

We  have  nothing  against  small  copiers.  We  happen 
to  make  some  of  the  oest  in  the  business. 

It's  just  that  small  copiers  are  built  for  small  work 
loads.  Overwork  them  and  you'll  get  gray,  streaked 
copies,  too  many  breakdowns,  and  too  many  visits 
from  the  repairman. 

But  there's  a  bigger  small  copier  built  to  answer 
the  demands  of  a  growing  business. 

The  Minolta  EP520 

It  takes  options  like  a  document-feeder  and 
sorter  to  handle  work  overloads.  Or  you  can  get  a 
counter  to  keep  track  of  the  copies  you've  made. 

Minolta's  exclusive  micro-toning  system  assures 
you  rich  contrasts  and  crisp,  clear  copies.  Edge  to 
edge,  and  corner  to  corner  On  any  kind  of  paper 
up  to  H"xl7". 

It  even  has  a  special  self-diagnostic  system  that 
tells  you  when  it  needs  service.  And  what  kind 
of  service  it  needs. 


So,  if  you've  underestimated  the  capacity  of  your 
copier,  get  the  Minolta  EP520. 

A  big  ousiness  can  afford  to  make  a  few  mistakes. 
A  small  business  can't. 

To  avoid  mistakes,  call  toll-free  800-526-5256. 
In  N.J.,  call  201-797-7808.  For  your  authorized  Minolta 

dealer,  iOOk  for  OUr  ©1981  Minolta  Corporation 

trademark  in 
the  Yellow 
Pages. 

The  EP  520. 
Your  Next 
Copier. 


Are  you  hiring 
the  smile? 


At  Dunhill  Personnel, 
we  have  trained  employ- 
ment consultants  in  over 
300  offices  throughout 
North  America  whose 
jobs  are  to  see  behind 
the  pearly  whites  to  the 
qualifications  of  the 
candidates. 

Hiring  the  wrong 
person  means  you  have  to  re-screen, 
waste  precious  time  and  spend  more 
money. 

Our  research  has  shown  that  it 
may  cost  an  employer  as  much  as 
$1 5,000  or  more  to  find  one  qualified 
$25,000  professional.  When  we  do  the 
searching  and  screening,  our  fee  is 
considerably  less  than  that  figure. 


Dunhill  Personnel 
consultants  are  pro- 
fessionals, trained  in  the 
art  of  learning -about 
your  company,  its  needs, 
goals  and  character; 
about  potential  job 
candidates,  their  abilities, 
backgrounds  and 
qualifications. 
We  can  read  between  the  lines  of 
the  resume  and  see  beyond  the  smile. 

Call  Dunhill  Personnel  about  that 
job  opening.  You'll  get  a  clearer  picture 
of  the  candidates. 

Find  us  in  the  telephone  direc- 
tory and  find  the  right  person  for 
the  job. 


Dunhill  Personnel  System 

The  right  people  for  the  job. 


which  he  hopes  to  start  recovering  at 
year-end. 

"Coatings  and  resins,  that's  the 
area  offering  outstanding  potential," 
Williams  explains.  "In  coatings  and 
resins,  we  have  a  technological  leader- 
ship in  industrial  and  automotive 
coatings."  Put  simply,  PPG  is  the  best 
at  applying  primer  paint  to  cars. 

As  he  sees  it,  PPG  must  shift  deci- 
sively from  low-growth,  capital-inten- 
sive industries  into  technology-based 
high-growth  businesses.  PPG's  R&D 
spending  already  has  doubled  over  the 
past  five  years  to  $100  million,  or 
roughly  3%  of  sales.  Although  that's 
still  comparatively  low  for  high-tech- 
nology industries,  and  merely  average 
for  the  chemical  industry,  PPG  is 
catching  up  fast.  Pledges  Williams: 
"It'll  continue  to  grow  faster  than  the 
rest  of  the  company." 

Williams  cites  the  first  hints  of  that 
growing  research  effort  with  pride. 
There's  CR-39,  the  only  resin  in  the 


But  as  PPG  feels  its  way 
toward  higher  technologies, 
and  enters  promising  new 
businesses  like  natural 
gas,  there  is  still  no  ques- 
tion about  what  would  real- 
ly put  the  high  numbers  on 
the  bottom  line:  a  recovery 
of  the  U.S,  housing  and 
automobile  markets. 


world  good  enough  for  plastic  eye- 
glasses. "Nobody  but  PPG  has  devel- 
oped this  successfully,"  he  says.  Con- 
tinuous-strand fiberglass  is  another 
example.  It's  a  major  component  of 
the  lighter,  more  fuel-efficient  autos. 
"Trouble  is,  it  has  always  been  a 
bridesmaid,  never  a  bride,"  says  Wil- 
liams, referring  to  PPG's  successful 
dash  for  market  share  at  the  expense 
of  profitability.  "We've  about  a  third 
of  this  $800  million  market,"  he 
claims,  "but  you  lose  something  when 
you  go  after  market  share." 

But  as  PPG  feels  its  way  toward 
higher  technologies,  phasing  out  of 
losing  businesses  like  chrome  chemi- 
cals and  automotive  antifreeze,  and 
entering  promising  new  ones  like  nat- 
ural gas,  there  is  still  no  question 
about  what  would  really  put  high 
numbers  on  the  bottom  line:  a  recov- 
ery of  the  U.S.  housing  and  auto- 
mobile markets.  But  Stan  Williams 
doesn't  spend  much  time  complain- 
ing of  his  bad  luck  in  those  industries. 
He's  doing  well  enough  with  the  other 
half  of  PPG  that  shareholders  can  af- 
ford to  wait  for  a  comeback  in  hous- 
ing and  autos  in  comfort.  ■ 


Industrial  pilferage  alone  now  costs  business  over 
$12  billion  annually.  To  help  curtail  such  losses, 
Burns  designs,  installs  and  maintains  electronic 
security  systems  that  range  from  simple  door  and 
window  contact  devices  to  integrated  state-of-the- 
art  ultrasonic  or  microwave  motion  detectors, 
infrared  heat  sensors  and  sophisticated  audio-vis- 
ual monitors  and  recording  devices. 

s  We  protect  your  people, 
your  property,  your  profits. 

Tiri  Burns  can  show  you  many  ways  to  keep  your 
£  i^JtiJCi»  company  out  of  trouble.  You'll  find  them  in 
our  helpful  booklet,  "Protecting  people,  property  and 
profits."  To  get  your  copy,  call  toll-free  800-621-1776,  Illinois, 
312-951-7692.  Or  send  coupon  to  Burns  International  Security 
Services,  Inc.,  P.O.  Box  10934,  Chicago,  IL  60610. 

Name 
Title 

Company 
Address 

State  Zip 

©  Bums  International  Security  Services.  1981.  1002B 


THE  BILLION 
DOLLAR  COUPON 


If  you're  not  doing  business  with 
Hong  Kong  you  could  be  missing 
an  opportunity  to  trade  in  an 
area  worth  billions  of  dollars. 
Hong  Kong's  trade  with  the 
U.S.A.  totalled  US$7.8  billion 
in  1980,  but  perhaps  more 
importantly  Hong  Kong  is 
regarded  as  the  hub  for  business 
with  its  Asian  neighbours.  The 
Hong  Kong  Trade  Development 
Council  can  put  you  in  touch 
with  business  in  Hong  Kong.  The 
service  is  free  —  the  business  is 
worth  billions. 


FM-6 

Return  this  coupon  to  the  H.K.T.D.C. 

Name  .  

Company  

Address .  


Tel. 


Please  send  me  details  of  the  free  services 
offered  by  the  H.K.T.D.C. 


1 
I 


Hong  Kong  Trade  Development  Council 
584  Fifth  Avenue, 
New  York,  N.Y.  10036,  U.S.A. 

Tel.:  212-582-6610 
Cable:  HONGTRADS  NEW  YORK 
Telex:  710  581  6302  HKTDC  NYK 


I 


Offices  in  :  Hong  Kong  •Amsterdam  •Frankfurt  •Hamburg  •  London  •Manchester  • 
Marseille  •Milan  «Paris  •Stockholm  •Vienna  »Zurich  •Chicago  •Dallas  •  Los  Angeles* 
Panama  ©Toronto  ©Sydney  •Osaka  «Tokyo  •Nairobi.  Also  consultant  offices  in 
Athens  •Barcelona  ©Dubai. 
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Last  year  was  Ed  Gib  tin's  first  setback  in  10 
years  as  chief  executive  at  Ex-Cell-O.  With 
any  luck  it  will  also  be  his  last. 


The  juggler's 
dream 


By  Thomas  Jaffe 


IF  WE  HAD  EVERYTHING  going 
well  at  the  same  time  I  can't 
even  conceive  of  how  much 
money  we'd  make!"  says  Ex-Cell-O 
Chairman  Edward  Giblin. 

That  may  sound  like  an  impossible 
dream  for  the  head  of  a  broadly  diver- 
sified $1  billion  (sales)  producer  of  ma- 
chine tools,  packaging  equip- 
ment, and  automotive,  aero- 
space and  defense  industry 
components.  The  fact  remains, 
however,  that  Giblin  did  man- 
age to  rebuild  his  company's  re- 
turn on  equity  steadily,  from  a 
sickly  4.4%  in  1971  to  a  robust 
17.3%  m  1979.  And  even  the 
precipitous  decline  of  one-fifth 
of  the  company's  business  in 
last  year's  collapse  of  the  auto 
industry  caused  only  a  slight  7% 
drop  in  Ex-Cell-O  earnings  to 
$50.4  million,  or  $4.91  a  share. 
"Ex-Cell-O  has  shown  it  can 
take  adversity  in  one  or  two 
areas  without  the  bottom  falling 
out,"  says  Giblin  proudly. 

The  $387  million  industrial 
equipment  group — primarily 
cutting  tools  and  grinders — 
again  proved  itself  Ex-Cell-O's 
workhorse.  Since  1976  its  prof- 
its have  increased  at  a  3 1  %  compound 
rate,  and  last  year  accounted  for  56% 
of  total  profits.  And  while  the  auto- 
motive components  business  was  off, 
Detroit's  problems  sent  a  windfall 
Ex-Cell-O's  way — the  prospect  of  a 
massive  retooling  job.  Here, 
Ex-Cell-O  makes  rotary  transfer  lines 
for  producing  front-wheel-drive  steer- 
ing components;  and,  more  impor- 
tant, automated  lines  for  machining 
blocks  that  turn  out  the  new,  fuel- 
efficient,  four-  and  six-cylinder  gaso- 
line and  diesel  engines. 


The  very  same  resilience  marks 
Ex-Cell-O's  $198  million  aerospace 
business.  In  1980  the  price  of  titan- 
ium, from  which  it  makes  jet  engine 
blades,  rose  90%,  to  $15  a  pound,  and 
the  squeeze  on  margins  knocked  $2 
million  off  operating  profits.  This 
year,  however,  titanium  will  be  up 
only  15%  or  so,  and  profits  should  be 
back  above  1979  levels.  The  $63  mil- 


Edward  Giblin  of  Ex-Cell-O  Corp. 
Full  speed  ahead  and  damn  the  cycles. 


lion  ordnance  group  was  hurt  last  year 
by  a  decline  in  orders,  but  it  did  book 
a  $117  million  contract  from  Saudi 
Arabia  for  all-terrain  wheeled  vehicles 
and  should  start  shipping  by  the 
fourth  quarter.  The  company  also  has 
a  hefty  backlog  from  its  exclusive  con- 
tract to  build  gun  control  and  stabili- 
zation systems  for  the  XM-1,  the 
Army's  new  main  battle  tank. 

But  simply  being  able  to  ride  busi- 
ness cycles  effectively  isn't  enough  for 
Ed  Giblin.  "I've  set  targets  of  an 
18.5%  return  on  beginning-year  equi- 


ty and  a  6%  net  return  on  sales,"  he 
says.  (In  1980  the  net  was  4.9%.)  "I 
want  to  be  very  specific  that  those 
two  yardsticks  go  together.  There  are 
specialty  equipment  manufacturers 
like  ourselves  with  considerably  high- 
er returns  on  equity  than  that,  who 
are  pulling  down  net  margins  around 
3.5%.  If  I  earned  that  little  on  sales 
around  here,  I'd  get  thrown  out  by  the 
board." 

If  Ed  Giblin  has  set  his  sights  high, 
he  is  nonetheless  determined  to  reach 
those  targets  by  the  time  he  retires  in 
18  months.  About  the  only  thing  that 
may  hold  him  back  is  his  auto  supply 
division — ironically,  the  single  major 
acquisition  he  has  made  as  CEO.  In 
1978  Ex-Cell-O  paid  $96  million  to 
buy  McCord,  then  a  leader  (with  $174 
million  in  sales)  in  custom-molded 
urethane  bumpers  and  front  ends. 
"We  simply  couldn't  foresee  that 
shortly  thereafter  the  auto  industry 
would  go  to  pieces,"  he  admits.  "Nor 
do  we  believe  that  the  market  ever 
will  be  what  it  used  to.  But  we're 
going  to  ride  this  one  out  too." 

Giblin's  confidence  is  by  no  means 
unreasonable.  Cars  are  being  built 
lighter  to  conserve  energy.  Last  year 
about  25%  of  all  U.S. -made  cars 
had  soft  body  parts;  in  1981 
more  than  33%  will;  and  in  five 
years  it  may  reach  70%.  Not 
only  does  Ex-Cell-O  supply  close 
to  half  of  those  urethane  bump- 
ers, it  also  is  developing  hoods, 
fenders  and  roofs  of  similar  ma- 
terial. In  its  other  main  auto 
supply      business,  gaskets, 
Ex-Cell-O  is  the  sole  supplier  for 
^Vt    the  new  four-cylinder  gasoline 
«F      engine  introduced  in  the  1981 
model  year.  Here  there  may  well 
J   be   a   significant  aftermarket. 
Cars  with  the  new  downsized 
engines  are  more  fuel-efficient, 
likelier  to  be  kept  on  the  road 
longer,  and  as  a  result  will  require 
replacement  gaskets. 

Still,  this  operation  looks  like 
Ex-Cell-O's  one  potential  lag- 
gard. Yet  any  disappointment 

  Giblin  might  have  over  his  first 

big  foray  into  the  acquisition  market 
hasn't  dissuaded  him  from  looking  for 
another.  While  he  rules  out  more  ma- 
chine tools  and,  understandably,  auto 
supply,  Ex-Cell-O — with  a  debt-to-eq- 
uity ratio  of  only  0.2  and  a  handsome 
cash  flow  due  over  the  next  few  years 
from  those  fat  ordnance  contracts — 
could  well  afford  further  acquisitions, 
perhaps  a  small  aerospace  outfit. 

"When  I  retire  I'm  going  to  hand 
this  company  over  squeaky  clean  and 
on  a  silver  plate,"  says  Giblin.  The 
way  he's  going,  he  just  may  do  it.  ■ 
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Audi  5000  Turbo  $17,950  suggested  retail  price,  P.O.E.  Transportation,  local  taxes,  dealer  delivery  charges  additional.  Photographed  in  Maria  Gem,  Bavaria. 


The  gratifying  idea  that  an  effi- 
cient automobile  need  not  be 
boring  is  nowhere  more  manifest  than  in 
the  Audi  5000  Turbo. 

In  this  luxury  sports  sedan,  horsepower 
is  made  out  of  thin  air. 

By  means  of  an  ingenious  impeller 
turbine  wheel,  exhaust  gases  power  a 
fresh-air  compressor.  It  forces  extra  air 
into  the  5-cylinder  engine. 


Result:  30%  more  horsepower  on  de- 
mand. At  the  simple  press  of  the  accelera- 
tor, the  Turbo  boost  delivers  the  power  of 
some  8-cylinder  engines. 

This  intelligent  engineering  is  fully 
complemented  by  luxurious  interiors  and 
meticulous  old-world  workmanship. 

On  high-speed  European  roads,  such 
as  the  Deutsche  Schnellstrasse,  the  5000 
Turbo  gives  one  a  feeling  of  undistilled 


exhilaration.  Rarely  replicated  by  any 
other  automobile.  And  altogether  appro- 
priate for  touring  the  Bavarian  Alps. 

Or  the  Colorado  Alps. 

For  your  nearest  Porsche- Audi  dealer, 
please  telephone  toll-free  (800)  447- 
4700.  In  Illinois,  (800)  322-4400. 

PDRSCHE+AUDI 

NOTHING  EVEN  COMES  CLOSE 


Audi 


We  invested  over  half-a-billion 
dollars  during  a  down  cycle  because 
we  predicted  today's  offshore  boom. 

J.  E.  Cunningham 
Chairman  of  the  Board 
Chief  Executive  Officer 


FACT:  The  McDermott  DB-1C 
one  of  the  world's  largest  sen 
submersible  derrick  barges,  r 
at  work  in  the  North  Sea 


i  the  next  decade,  oil  companies 
i  invest  an  estimated  $800  billion 
levelop  potential  oil  and  gas 
Durces.  And  McDermott  has 
itegically  deployed  its  resources 
I  Idwide  to  help, 
anticipating  this  offshore  boom 
;  ?n  the  market  was  still  soft, 
Dermott  invested  over  half-a- 
;  on  dollars  in  equipment  like  the 
;  antic  Derrick  Barges  100  and 
.  Two  of  only  four  semi- 
mersible  derrick  barges  in  the 
Id  capable  of  lifting  2000  tons, 


they  are  critical  for  installing  today's 
deep  water  drilling  and  production 
platforms— especially  in  treacherous 
waters  like  the  North  Sea. 

Offshore  and  onshore,  McDermott 
and  its  60,000  employees  worldwide 
are  well  prepared  to  help  the  world 
solve  its  energy  problems— with  oil 


and  gas  production  facilities;  fossil 
and  nuclear  energy  systems;  specialty 
steel  tubing;  insulating  products;  and 
industrial  automation.  For  more 
information,  write  Vice  President, 
Public  Affairs,  McDermott 
Incorporated,  1010  Common  St., 
New  Orleans,  LA  70112. 


No  matter  how  the  world 
solves  its  energy  problems, 
McDermott  is  involved. 
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Suliman  Olayan  is  a  Mobil  director  and  owns  nearly  as  much 
Chase  Manhattan  stock  as  David  Rockefeller.  His  little  Saudi 
secrets?  Entrepreneurial  drive  and  hard  work. 


Sweet  equity, 
Saudi  style 


By  Steven  Flax 


Ask  Americans  about  Arab 
businessmen  and  they're  likely 
I  to  describe  a  flamboyant 
wheeler-dealer  in  a  private  jet  with 
leopard-skin  seats  that  swivel  to  face 
Mecca.  He's  using  his  connections 
with  the  Saudi  royal  family  to  make 
shady  arms  deals  or  to  take  over  U.S. 
businesses.  In  his  spare 
time  he's  scheming  with 
"consultants"  like  Spiro 
Agnew  or  Billy  Carter. 

Suliman  Olayan,  the  62- 
year-old  Saudi  who  runs 
the  Olayan  Group  of 
Companies,  shatters  that 
stereotype.  Unassuming 
and  publicity-shy,  he 
works  quietly  behind  the 
scenes.  In  1945  Olayan 
had  practically  nothing 
and  no  royal  connections. 
Today  his  diversified  busi- 
ness has  annual  revenues 
of  over  $500  million  and  is 
one  of  Saudi  Arabia's  larg- 
est. (See  chart,  p.  76.)  While 
amassing  a  net  worth  in 
the  hundreds  of  millions, 
Olayan  has  helped  his 
country's  development  by 
founding  the  first  insur- 
ance company,  the  first 
public  utility  and  scores  of 
joint  ventures. 

Also,  Olayan  is  perhaps 
the  most  important  pri- 
vate Saudi  investor  in  the 
U.S.  Without  trying  to  at- 
tract attention,  he  has  ac- 
quired a  substantial  stock 
portfolio.  Olayan's  Cres- 
cent Diversified  Ltd., 
headed  by  former  Trea- 
sury Secretary  William  Si- 
mon, holds  about  1%  of 


Chase  Manhattan  Bank  stock,  mak- 
ing it  the  largest  shareholder  after  Da- 
vid Rockefeller.  Another  Olayan  com- 
pany, Competrol,  holds  7.6%  of  First 
Chicago  Corp.  and  major  positions  in 
such  regional  banks  as  Mellon  Nation- 
al Corp.,  Valley  National  Bank  of  Ari- 
zona and  Western  Bancorporation.  It 
is  also  the  largest  investor  in  the  Wall 
Street  firm  of  Donaldson,  Lufkin  & 


Saudi  investor  Suliman  Olayan 

Get  some  V.S.  assets  we  can  seize,  his  suppliers  said. 


Jenrette,  with  a  13%  stake.  Richard 
fenrette,  chairman  of  DLJ,  says  flatly, 
"Suliman  is  the  best  businessman  I 
have  ever  met." 

Olayan  is  a  pleasant,  stocky  man 
who  shuttles  between  his  eye-popping 
London  penthouse  and  New  York  on 
the  Concorde  but  spends  most  of  his 
time  in  Saudi  Arabia.  "He  looks  less 
like  a  billion  dollars  on  the  foot  than 
anyone  I've  met,"  says  a 
friend,  but  his  geopolitical 
connections  are  impecca- 
ble. He  is  a  member  of  the 
International  Council  of 
Morgan  Guaranty  Trust 
and  the  board  of  directors 
of  Mobil.  With  George 
Shultz,  he  co-chairs  the 
U.S. -Saudi  Joint  Econom- 
ic Commission  and,  with 
Henry  Kissinger,  he  sits 
on  Georgetown's  Interna- 
tional Council  on  the  Fu- 
ture of  Business.  In  Europe 
and  Japan  he  deals  with 
corporate  titans  and  heads 
of  state. 

Olayan  was  born  in 
1918  in  a  small  town  250 
miles  northeast  of  Riyadh. 
His  father,  a  spice  mer- 
chant, died  while  Suliman 
was  still  a  child,  so  the 
family  sent  him  to  school 
in  Bahrain.  By  compari- 
son, the  sons  of  wealthy 
families  usually  went  to 
British  schools  in  India, 
where  their  fathers  had 
business  offices.  Olayan's 
upbringing,  while  fortu- 
nate, was  not  privileged. 

Instead  of  going  to  col- 
lege, Olayan  took  a  job  as 
an  oil  gauger,  testing  pe- 
troleum samples  in  the 
field   for    sediment  and 
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del  monte; 
we  have  some  food 
for  thought  wed  like 
to  share  with  you. 


AND  WE'D  LIKE  TO 
TALK  TO  YOU  ABOUT  IT 

So  why  are  we  running  an  ad  instead  of  just  calling 
>n  you? 

We  want  you  to  know  upfront,  before  we  call,  just  how 
erious  we  are  about  becoming  one  of  your  major  banks. 

Besides,  it  gives  us  the  opportunity  to  tell  you  a  few 
lings  about  ourselves  that  normally  don't  come  up  during  a 
>resentation. 

A  TOP  20  BANK  NATIONALLY 
NUMBER  ONE 
WHERE  YOU  NEED  US. 

We're  the  number  one  bank  in  the  Pacific  Northwest.  For 
oth  size  and  scope  of  service. 

Nationally,  we  rank  in  the  top  twenty  with  assets  of  over 
billion  dollars. 

We're  big  enough  to  do  the  job.  Yet,  we're  small  enough 
d  respond  quickly  and  accurately.  We  run  lean.  And  hard. 

There  are  no  layers  of  bureaucracy  to  wade  through. 


And  no  committees  to  hang  up  decisions.  Or  leave  you 
hanging  for  an  answer. 

GIVE  US  AN  ASSIGNMENT 

Any  assignment. 

We'd  like  to  show  you  what  we  can  do.  In  the  area  of 
financing,  we  have  the  largest  lending  limit  in  the  Pacific 
Northwest.  As  well  as  imagination  and  experience. 

But  we  also  offer  a  full  range  of  other  multinational, 
money  center  services.  We  can  help  you  with  cash 
management,  equipment  leasing,  international  banking, 
fund  and  trust  management,  syndications,  or  what  have  you. 

What  have  you? 

We  believe  we  have  what  it  takes  to  be  one  of  your 
major  banks.  And  we'd  like  to  prove  it.  Even  if  it  means 
canning  traditional  procedures. 

SEATTLE  FIRST 
NATIONAL  BANK 

For  money  center  banking 
in  the  pacific  northwest. 
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contaminants.  He  returned  to  Saudi 
Arabia  in  1937  to  work  as  a  truck 
dispatcher  for  what  was  to  become 
the  Arabian  American  Oil  Co.  He 
eventually  became  head  of  warehous- 
ing, while  concurrently  acting  as 
Aramco's  government  liaison  officer. 

In  those  years  Aramco  imported 
not  only  drilling  equipment  but  every- 
thing from  food  and  housing  to  ma- 
chinery and  medical  supplies.  Olayan 
used  his  prodigious  memory  to  learn 
the  name  of  every  item — in  both  Ara- 
bic and  English — and  to  understand 
its  function.  "That  gave  me  the  train- 
ing to  think  of  planning,"  he  says.  It 
also  amounted  to  a  super-M.B.A. 
course — but  what  gave  Olayan  his  op- 
portunity to  learn  was  causing  one 
gigantic  headache  for  Aramco.  The 
totally  imported  infrastructure  had 
become  the  company's  major  activ- 
ity. Drilling  and  shipping  oil  was  al- 
most a  sideline.  So  Aramco  began  en- 
couraging local  entrepreneurs  to  pro- 
vide the  services  that  it  had  had  to 
import.  It  offered  Olayan  a  ninety-day 
leave  of  absence.  If  he  went  bust  he 
could  come  back  with  no  loss  of  pay. 

He  jumped  at  the  chance.  Olayan 
had  paid  off  his  house  in  the  years  he 
had  been  with  Aramco,  so  he  took  out 


Olayan  and  his  U  S  -born  wife  checking  in  for  the  Concorde 

A  believer  in  public  transportation  and  U.S.  public  companies. 


another  mortgage  and  with  that 
$8,000  started  a  small  trucking  com- 
pany. "Fortunately  I  got  into  contract- 
ing, which  didn't  include  investment 
in  material.  I  had  to  invest  in  equip- 
ment. You  know,  trucks  and  food.  But 
the  payments  were  coming  faster,  so  I 
managed  to  float.  After  six  months  I 


told  them,  'Don't  worry  about  me,  I 
am  off  and  running.'  " 

Olayan's  big  break  came  when  his 
General  Contracting  Co.  was  selected 
to  help  with  the  construction  of  the 
Trans-Arabian  Pipe  Line  in  1947.  Liv- 
ing like  a  nomad  for  the  first  time  in 
his  life,  Olayan  followed  the  crews 


TCV 


At 238 miles  an  hour,  i 


The  fastest  trains  in  the  world  are  France's 
new  TGVs. 

They  just  set  a  world  record,  going  238 
miles  an  hour. 

(TGV,  incidentally,  stands  for  Tres  Grande 
Vitesse.  Which  is  French  for  "very  great 
speed.") 

The  French  Railways  commissioned  these 


electrically-powered  trains  for  the  Pans-to- 
Lyons  run. 

Even  at  their  regular  cruising  speeds,  the 
TGVs  will  do  this  263-mile  stretch  — a  distance 
greater  than  New  York  to  Washington,  D.C.  - 
in  under  two  hours. 

How  can  trains  fly  at  such  speeds  withou 
shaking  up  their  passengers?  Or  shaking  • 


working  on  the  pipeline,  inspecting 
every  weld  from  the  eastern  oil  fields 
to  Sidon,  Lebanon,  on  the  Mediterra- 
nean. "When  I  got  there  I  realized  for 
the  first  time  that  I  had  walked  the 
entire  1,095  miles,"  he  says. 

During  the  same  period,  Olayan 
founded  the  General  Trading  Co., 
which  is  now  Saudi  Arabia's  leading 
wholesaler  of  branded  foods  and  cos- 
metics. Meanwhile,  his  contracting 
company  grew  into  a  general  trans- 
portation business  specializing  in  off- 
road  haulage  and  moving  oil  rigs.  A 
newer  entity,  the  Olayan  Financing 
Company,  participates  in  joint  ven- 
tures outside  the  scope  of  his  other 
companies.  These  include  everything 
from  the  manufacture  of  explosives  to 
the  production  of  eggs.  Olayan  also 
introduced  insurance  to  Saudi  Arabia. 
His  Arab  Commercial  Enterprises, 
one-third  owned  by  Britain's  Sedg- 
wick Group  and  one-third  owned  by  a 
Saudi  prince,  is  one  of  the  largest  in- 
surance brokers  in  the  Middle  East. 

With  so  many  businesses  to  super- 
vise, what's  the  point  of  Olayan's 
huge  U.S.  holdings?  The  idea  came 
from  his  creditors.  In  the  late  Forties, 
when  Olayan  was  running  a  small 
trucking  company  and  an  LPG  dis- 
tributorship, he  imported  things  like 
Kenworth  trucks  using  only  letters  of 
credit.  This  made  his  suppliers  ner- 


I  like  bank  stocks  because 
they  are  not  volatile.  They 
give  good  dividends  and 
normally  appreciate.  They 
are  scrutinized  by  regula- 
tory agencies  and  aren't 
susceptible  to  labor  dis- 
putes or  changes  in  prices 
of  commodities.  Their  raw 
material  is  money  and  the 
finished  product  is  money. 


vous.  Get  some  assets  in  the  U.S., 
they  told  him — assets  they  could  seize 
easily  if  Olayan  defaulted. 

"So  I  invested,"  he  says,  "and  I 
found  out  the  most  flexible  things  are 
equities.  When  we  first  invested  here, 
they  were  for  all  practical  purposes 
mortgaged  and  collateralized.  We 
couldn't  touch  them.  So  the  dividends 
were  reinvested  and  we  kept  adding 
to  them  every  year  as  our  needs  for 
export  increased." 

Now,  Olayan's  U.S.  holdings  are  a 
business  in  themselves — nan  largely 
by  Simon.  "When  equities  are  select- 
ed carefully  for  soundness,  low  P/E  and 
adequate  yield,  they  are  less  vulner- 
able to  the  cycles  of  the  stock  market 
than  the  ones  with  high  P/Es,"  Olayan 
says.  "In  addition  to  getting  some  in- 


come, the  growth  potential  is  there  if 
you  are  a  long-range  investor,  which 
we  are."  Over  the  years,  some  of 
Olayan's  biggest  moneymakers  have 
been  Control  Data,  Hyatt  Hotels,  Oc- 
cidental Petroleum  and  Xerox. 

Says  Carl  Mueller,  vice  chairman  of 
Bankers  Trust,  "If  he  came  in  here  in 
a  hurry  one  afternoon  and  said  he 
wanted  a  large  sum  of  money,  and 
would  explain  later,  he'd  get  it.  He 
could  walk  into  five  banks  here  in 
New  York  and  do  the  same  thing." 

Though  he  could  surely  cash  in  his 
investments  and  take  his  profits  else- 
where, Olayan  is  going  to  keep  his 
money  on  Wall  Street.  One  reason,  in 
a  word:  disclosure.  "I  like  the  Ameri- 
can stock  market  because  there  is  just 
a  wonderful  amount  of  information 
available  here.  For  someone  that 
wants  to  research  and  look  for  situa- 
tions the  disclosure  is  excellent." 

Olayan  uses  that  information  to  de- 
termine where  values  are.  Then,  since 
he  sees  markets  as  imperfect,  he 
waits  until  those  equities  get  oversold 
before  he  buys  in.  For  example,  since 
they  hit  their  highs  in  November,  ma- 
jor oils  have  sold  to  the  point  where 
Olayan  regards  them  as  very  attrac- 
tive. So  he  recently  bought  Conoco, 
Standard  Oil  Co.  of  California,  Stan- 
dard Oil  Co.  (Indiana)  and  Texaco. 

He'll  take  an  initial  stake  of  about 


els  like  it's  doing  nothing* 


hemselves  off  the  track? 

The  TGVs  are  cushioned  by  Koni®  shock 
ibsorbers,  made  by  the  same  people  of  ITT 
vho  make  Koni  shocks  for  high-performance 
lutomobiles. 

Aboard  the  TGVs  ten  of  these  shock 
ibsorbers  are  mounted  between  each  pair  of 
:ars  to  steady  and  smooth  out  the  ride. 


And  while  they're  doing  so,  they  also  help 
keep  the  TGVs  safely  on  the  tracks. 

That's  important,  obviously. 

Because  when  you're  going  tres  grande 
vitesse,  you  want  tres  grande  security,  too. 

The  best  ideas  are  the 
ideas  that  help  people. 


ITT 
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$1  million  worth  of  a  company's 
stock  and  watch  it  very  closely.  If  it 
doubles  in,  say,  six  months,  he  prob- 
ably won't  buy  more.  If  it  moves 
down  somewhat  he  will  buy  more, 
building  his  position  in  stages  and 
holding  favorites  for  a  long  time.  Over 
a  couple  of  years  he  has  thus  accumu- 
lated a  position  in  Burlington  North- 
ern. Other  recent  buys  have  been 
Washington  Gas  Light — and  Avon 
when  it  was  in  the  low  30s. 

The  largest  portion  of  Olayan's 
portfolio — nearly  30% — is  in  financial 
services,  principally  banks.  He  likes 
them  because  they  are  less  susceptible 
to  labor  disputes,  environmental  haz- 
ards and  the  price  fluctuations  of  corn- 


All  Arab's  kingdom 


Suliman  Olayan 
and  family 


Olayan  Investments  Co. 
Establishment  |Lichtenstein| 
Annual  revenues:  over  $500  million 

Deputy  chairman:  William  Simon 


Founded  with  $8,000  in  1945  as  a 
one-man  trucking  company,  the 
Olayan  Group  has  grown  world- 
wide into  a  diversified  trading,  ser- 
vice and  investment  complex  with 
revenues  of  over  a  half-billion  a 
year.  Headed  by  Olayan  in  Riyadh 
and  operated  by  deputies  like  for- 
mer Treasury  Secretary  William  Si- 
mon in  New  York,  the  organiza- 
tion's structure  hasn't  been  publi- 
cized until  now.  "So  long  as  the 
thing  works,"  says  one  of  Olayan's 
assistants,  "we  don't  care  if  it  looks 
logical  to  an  outsider." 


modities,  and  because  "they  are  su- 
pervised and  scrutinized  by  regulatory 
agencies."  He  also  likes  their  poten- 
tially infinite  resources.  "That  is  be- 
cause the  raw  material  is  money  and 
the  finished  product  is  money,"  he 
says.  Energy  stocks  such  as  the  major 
oils  are  the' next  largest  category  in  his 
portfolio,  something  over  25%. 
Olayan  also  invests  to  a  lesser  extent 
in  technology  plays  like  United  Tech- 
nologies and  Westinghouse. 

One  industry  Olayan  is  not  fond  of 
is  air  transport.  Perhaps  because  he 
has  been  on  the  board  of  Saudi  Arabi- 
an Airlines,  he  finds  the  business  un- 
duly difficult.  "When  you  put  a  747  up 
in  the  air,  you  are  really  putting  a 
hotel  up  there,"  he  says.  "If  a  custom- 
er asks  for  a  glass  of  milk  or  a  tooth- 
pick and  they  don't  have  it,  he  com- 


plains bitterly."  Retailing — labor  in- 
tensive, with  inventory  and  collection 
problems — is  another  industry  that 
doesn't  fire  his  enthusiasm. 

With  all  his  other  responsibilities, 
Olayan  is  content  to  be  a  passive  in- 
vestor. But  what  of  America's  fear 
that  other  Arabs  are  intent  on  taking 
over  U.S.  businesses?  "We  can  barely 
manage  what  we  have  in  our  coun- 
try," he  laughs.  "The  Arabs  recognize 
that  they  lack  the  managerial  and 
technological  skills  to  administer 
complicated  and  intricate  industries. 
In  fact,  at  present  the  Arab  nations  are 
seeking  assistance  from  the  Free 
World  in  developing  these  capabili- 
ties." Actually,  they  could  findtf//  the 
help  they  need  right  at  home.  They 
should  just  convince  Olayan  to  found 
a  one-man  Saudi  business  school.  ■ 


Competrol  Establishment  |Lichtenstein| 

Owned  50%  by  Olayan,  50%  by  Saudi  Arabia's  Prince  Khaled  bin  Abdullah  bin 
Abdulrahman  Al  Saud.  An  investments  partnership;  holdings  include  7.6%  of  First 
Chicago  Corp;  13%  of  Donaldson,  Lufkin  &  fenrette;  about  1%  of  First  Bank  System 
(Minneapolis),  Hawaii  Bancorporation,  Mellon  National  Corp.,  Southeast  Banking 
Corp.  (Miami),  Valley  National  Bank  of  Arizona,  Western  Bancorporation  (L.A.) 


Olayan  Saudi  Holding  Co.  Annual  revenues:  $300  million 

Operates  within  Saudi  Arabia;  distributes  products  tor  and  conducts  joint 
ventures  with  foreign  corporations,  including  American  Tobacco,  Bristol-Myers, 
British  Leyland,  International  Harvester  and  Mitsubishi 


Transportation  &  Trading  Co. 

Support  services  for  Olayan  companies;  partners  include  Jardine  Matheson  and 
American  Express 


Olayan  Financing  Co. 

Holds  equity  in  a  variety  of  Saudi  companies  and  engages  in  joint  ventures  in 
infrastructure  development  and  specialized  technology;  partners  include  Nitro 
Nobel  AB  of  Sweden  and  United  Technologies 


Investment  Group 

Crescent  Diversified,  Ltd.  (British  Virgin  Islands) 

U.S.  equities,  including  about  1%  of  Chase  Manhattan  Corp. 
Olayan  Investments  Co.  (Netherland  Antilles) 
Other  foreign  debt  and  equity  holdings 
Olayan  Properties  (Netherland  Antilles) 

Real  estate  outside  Saudi  Arabia 


Arab  commercial  enterprises 

Owned  33%%  by  Olayan,  33%%  by  Saudi  Arabia's  Prince  Khaled  bin  Abdullah  bin 
Abdulrahman  Al  Saud  and  33%%  by  Britain's  Sedgwick  Group 
ACE  Insurance 

Major  Middle  Eastern  insurance  and  reinsurance  broker;  underwriting  member, 
Lloyd's  of  London 

ACE  Travel  Annual  revenues:  $  160  million 

Represents  Pan  Am,  Saudi  Arabian  Airlines  and  others  within  Saudi  Arabia 


Olayan  Real  Estate  Co. 

Owns  large  tracts  of  land  in  each  of  Saudi  Arabia's  three  main  provinces 
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Four  of  them  might  know 
the  company  behind  it...NLT. 


NLT  Corporation.  We're  insurance, 
broadcasting,  entertainment,  real  estate  develop- 
ment, data  processing,  lodging,  and  more. 

Great  Southern  Life  Insurance  Company  of  Houston  is 
part  of  it.  Great  Southern  just  introduced  one  of  the  most 
exciting  life  insurance  programs  the  industry  has  ever  seen  . 
Lifetime  Life.  Lifetime  Life  offers  Great  Southern's  clients 
total  flexibility  in  deciding  on  variable  amounts  of  coverage, 
cash  withdrawals,  skipping  premium  payments  while  earning 
interest  on  policy  funds  at  current  market  rates— and  lots 

more.  And,  it's  typical  of  the  kinds  of  innovations  COnSUmerS  ,  ^■gftKnanHuggHan^; ,  I 
are  coming  to  expect  from  members  of  our  family.  f  ^ 

Great  Southern  is  an  important  and  exciting  part  of  NLT.  TWTW 
A  corporation  made  up  of  interesting  people  doing  interesting  I^M 
things.  And  always  doing  them  a  little  better  than  they're               JL  m  m  Mm 
expected  to.  y  J 

You  never  heard  of  NLT?  Well. .. keep  listening. 

 •  More  than  you'd  expect 


ALLEGHENY 
INTERNATIONAL 

Special  skills  for  special  needs. 

5^' 


The  F-15,  America's  most  advanced 
fighter,  uses  superalloys,  titanium, 
gauges,  sensors,  electronic 
devices  —  all  high  technology 
specialties  of  Allegheny 
International. 


SPECIAL  SKILLS  IN 
AEROSPACE/DEFENSE 

Allegheny  International  is  deeply 
involved  in  the  high  technologies  and 
new  technologies  of  aerospace  and 
defense.  Modern  military  aircraft  use 
our  superalloys,  titanium,  gauges, 
sensors  and  electronic  devices;  we 
produce  many  of  the  special  metals 
needed  for  jet  engines,  gas  turbines, 
rocket  engines,  missiles  and  space- 
craft. We  also  supply  electromagnetic 
and  electronic  components  for  tactical 
weapons,  anti-missile  detection  sys- 
tems, and  other  "smart"  weapon 
applications. 


Communications 


Our  lead  frames  are  the  backbone 
of  chip  circuitry. 


satellites  carry 
many  of  our 
electronic 
elements. 


SPECIAL  SKILLS 
IN  ELECTRONICS 

Allegheny  International  companies 
are  leading  suppliers  of  digital  tape 
and  disk  drive  recorders  and  other 
components  for  minicomputers.  We 
produce  advanced  testing,  measuring 
and  sensing  devices  for  electrical  and 
electronic  systems  used  in  the  auto- 
motive, utility,  manufacturing  and 
computer  industries.  We  also  produce 
many  types  of  permanent  magnets, 
powder  cores,  and  focusing 


magnets.  The  latter  used  in  microwc 
amplification  —the  means  for  satellr 
and  cable  TV  transmission. 

SPECIAL  SKILLS  IN 
SAFETY/PROTECTION 

Allegheny  International's  fire  detect 
and  fire  suppression  systems  are  cr 
cal  in  military  and  civilian  jet  engine 
cabin  cargo  sections  of  planes,  insh 
engine  rooms,  in  pipeline  pumping 
stations,  computer  centers,  printing 
plants,  off-shore  rigs,  power  genera 
stations,  hospitals  and  restaurants. 
Our  systems  are  able  to  react  — in  sc 
cases,  in  milliseconds. 

Our  fire  protection  systems  protect 
NATO  vehicles  like  this 
Chieftain  tank. 


; 


jheny  Ludlum  Industries  is  now 
jheny  International.  A  new  com- 
i '  already  operating  on  six  conti- 
s;  a  new  company  with  sales  over 
billion;  a  new  company  with  spe- 
/  products  that  are  pushing  at  the 
"iers  of  their  technologies;  a  new 
xiny  committed  to  growth  in  some 
eWorld's  fastest  growing  markets: 
ronics,  aerospace  and  defense, 
ry  and  protection,  healthcare,  food 
essing  and  transportation. 


FINANCIAL  HIGHLIGHTS 

Net  Sales 
(Millions) 

Earnings 
Continuing 
Operations 

1st  Quarter 
1981 

$  487.3 

$20.8 

1st  Quarter 

1980* 

417.2 

13.3 

Year 

1980* 

1,591.1 

76.0 

Year 

1979* 

1,516.6 

54.9 

'Assumes  AL  Steel  divested,  Wilkinson  Sword  and 
Schenuit  acquired  before  1979. 

The  world's  first  disposable,  erasable 
ballpoint  pen,  from  Scripto. 


SPECIAL  SKILLS  IN 
ONSUMER  PRODUCTS 

■gheny  International's  consumer 
Jucts  have  one  thing  in  common: 
/  are  high  quality,  functional  prod- 
serving  recurring  consumer  needs, 
cinson  shaving  products  have 

strong  worldwide  distribution. 

Wilkinson  cutting 
instruments  and 
garden  tools  are 

True  Temper  is 
famous  for  metal 
racquet  frames, 
golf  shafts  and 
garden  tools. 

considered  the 
world's  finest. 
. j  ipto's  full  line  of  writing  instruments 
udes  innovations  such  as  dispos- 
e  erasable  pens  and  revolutionary 
a-thin  lead  mechanical  pencils. The 
en u it  line  of  hardware  includes 
io  furniture  and  gardening  equip- 
nt  and  the  Vitamaster  line  of  exer- 
i  and  fitness  equipment. 

l.R.A.  can  monitor  anesthetic  and 
piratory  gases  of  16  patients 
i  tnce. 


systems,  anesthesia 
machines,  gas 
regulators  and 
flowmeters,  and  even  a  complete  in- 
wall  unit  which  includes  outlets  for 
everything  from  oxygen  supply  and 
suction  devices  to  lights  and  telephones 

SPECIAL  SKILLS  IN 
FOOD  PROCESSING 

Processing  and  preserving  foods  is  a 
growing  part  of  Allegheny  Interna- 
tional's business.  Our  cryogenic  freez- 


At  Allegheny  International,  we're  spe- 
cialists with  unique  skills  and  expertise. 
We  believe  that  applying  those  special 
skills  to  meet  special  needs  is  the  way 
to  grow  even  bigger.  On  these  pages 
are  some  ways  our  specialty  products 
and  services  are  already  at  work. 


ALLEGHENY 
INTERNATIONAL 


For  more  mformation  wnte  us.  Allegheny  International, 
Inc., Box  456  B, Two  Oliver  Plaza,  Pittsburgh,  PA  15230 


SPECIAL  SKILLS  IN 
TRANSPORTATION 

Allegheny  International  is  in  the  thick 
of  the  battle  to  make  transportation 
cheaper,  easier,  more  efficient.  In  the 
automotive  industry,  we  help  make 
cars  and  trucks  run  more  efficiently 
with  thermostats  and  other  controls, 
and  we're  taking  weight 
out  of  engines, 


■MM 


SPECIAL  SKILLS  IN 
HEALTH  CARE 

sgheny  International's  Allied 
althcare  subsidiary  makes  a  broad 
ige  of  products  for  hospitals.  Moni- 
mg  systems,  medical  gas  piping 


ers  are  used  in  the  meat,  fish,  poultry, 
bakery  and  convenience  food  indus- 
tries. Our  Votator can  heat,  cool,  freeze 
or  evaporate,  making  it  ideal  for  ultra- 
sanitary  preparation— from  cooking 
and  cooling  tomato  paste  to  slush 
freezing  concentrates.  Other  products 
include  mixers,  blenders, 
deodorizers,  fillers, 
conveyors  and  slicers. 


Carbon  Dioxide 
(C02)  from  Cardox 
puts  the  bubbles  in 
America's  favorite  drinks 
and  freezes  our  favorite 
foods. 


The  Wilkinson  i 

gets  a  new  edge  each  time  it's  used. 

transmissions  and  shock  absorbers 
with  lighter,  less  costly  powdered 
metal  parts.  We  help  make  vehicles 
safer,  too,  with  back-up  and  door  ajar 
warning  systems.  We're  helping  trains 

Equipped  with  our  new  fast  warm 
up  device  for  cold  starts,  diesel  engines 
run  cleaner  on  less  fuel. 


run  smoother  at  lower  maintenance 
costs  with  newand  improved  products, 
ranging  from  railroad  wheels  and 
axles  to  continuous  welded  rail  end 
track  anchoring  systems.  At  Allegheny 
International,  we're  helping  even/ 
way  we  can. 


Canada's  Ted  Rogers — soon  to  be  North 
America's  largest  cable  operator— grew  up 
understanding  that  vision  without  an  or- 
ganization behind  it  isn't  lasting. 


The  legacy 


Rogers  Cablesystems'  Ted  Rogers 

He  knows  the  dangers  ofbeing  a  loner. 


By  Larry  Marion 


Edward  S.  (Ted)  Rogers  of  To- 
ronto wanted  control  of  UA- 
Columbia  Cablevision  Inc.  and 
its  450,000  U.S.  subscribers  badly 
enough  to  pledge  his  family's  radio 
stations  and  extensive  cable  televi- 
sion interests  for  a  loan  to  buy  it. 

Late  in  May,  Rogers  bid  $152  mil- 
lion for  51%  of  UA-Columbia,  team- 
ing with  United  Artists  Theater  Cir- 
cuit Inc.  in  a  $90-per-share  bid  that 
beat  out  an  $80-per-share  pitch  by 
Knight-Ridder  Newspapers  and  Dow 
Jones.  Knight-Ridder  and  Dow  Jones 
said  the  Westport,  Conn. -based  com- 
pany wasn't  worth  the  higher  bid.  But 
as  Ted  Rogers  sees  it,  the  American 
communications  giants  didn't  want 
the  acquisition  badly  enough.  "When 
Knight-Ridder  decided  last  fall  to  go 
for  a  50-50  joint  venture,  that  said 
something,"  says  the  48-year-old  Rog- 
ers. "It  wasn't  as  essential  to  them  as 
it  was  to  us,  or  they  would  have 
bought  it  all." 

Essential?  A  curiously  strong  word 
for  a  business  deal  from  a  man  who 
has  made  many  of  them.  Relatively 
little  known  in  the  U.S.,  Ted  Rogers  is 
the  king  of  Canadian  cable.  Rogers 
Cablesystems  Inc. — in  which  he  and 
his  family  control  54%  of  the  voting 
stock — is  the  largest  cable  operator  in 
that  country,  with  1.2  million  sub- 
scribers. The  family  also  owns  Rogers 


Telecommunications  Ltd.,  a  private 
company  that  owns  five  Canadian  ra- 
dio stations. 

Because  of  government  restrictions 
in  Canada,  cable  operation  in  the  U.S. 
is  more  lucrative.  UA-Columbia,  for 
example,  took  in  $55  million  in  rev- 
enues last  year  from  one-third  the 
subscriber  base  that  brought  Rogers 
Cablesystems  $70  million  in  rev- 
enues. The  American  company 
earned  $4.8  million,  more  than  3 
times  the  $1.4  million  earnings  of 
Rogers'  cable  operations. 

But  that  only  made  the  deal  attrac- 
tive. To  understand  what  made  it  es- 
seiitial  one  must  visit  Rogers'  Toron- 
to office,  which  is  filled  with  pictures 
of  his  father,  Edward  S.  Rogers  Sr.,  a 
pioneer  of  radio  in  Canada  compara- 
ble to  David  Sarnoff  in  the  U.S. 

Edward  S.  Rogers  in  1925  invented 
the  electrical  circuits  that  converted 
household  current  to  the  voltage  used 
by  battery-operated  radios.  He  invent- 
ed the  Rogers  Batteryless,  and  pio- 
neered in  Canadian  television. 

But  he  was  a  lone  inventor  and  en- 
trepreneur; he  advanced  modern  com- 
munications but,  unlike  Sarnoff,  he 
didn't  build  an  organization.  When  he 
died  in  1939 — son  Ted  was  only  five — 
his  businesses  declined  because  he 
had  left  no  management.  His  widow 
had  to  sell.  "Better  than  most,"  says 
Ted  Rogers,  glancing  at  a  gold  ring 
that  once  belonged  to  his  father,  "I 


know  the  dangers  of  being  a  loner. 

"His  dying  early  in  my  life  had  a 
very  important  effect  on  me,"  Rogers 
goes  on.  "In  addition  to  lots  and  lots 
of  life  insurance,  I've  planned  for  an 
organization  to  continue  when  I  die. 
So  from  a  family  standpoint,  my  in- 
vestment is  fine.  If  I  had  not  made  the 
acquisitions,  I  would  not  have  wa- 
tered down  my  stock  from  90%  to 
54%,  but  I  wouldn't  have  the  protec- 
tion. Otherwise,  somebody  else  could 
come  in  and  buy  the  business  cheap 
from  the  estate." 

It  was  inevitable  that  Ted  Rogers 
would  follow  in  his  father's  field. 
While  still  a  student  at  what  is  now 
the  University  of  Toronto  law  school, 
he  began  winning  radio  and  television 
licenses — first  with  cash  left  over 
from  his  parents'  estate  and  later  with 
financing  help  from  the  Bank  of  Mon- 
treal and  members  of  the  Toronto 
business  establishment.  But  in  1966 
Rogers  abandoned  commercial  televi- 
sion because  cable  had  greater  poten- 
tial. Slowly,  over  a  dozen  years,  he 
assembled  a  Canadian  cable  system, 
buying  licenses  when  nobody  wanted 
them,  and  applying  for  pay-television 
permits  when  others  laughed  because 
the  Canadian  government  seemed  so 
far  from  approving  any  such  system. 

But  Rogers  wasn't  listening  to  the 
laughter.  He  was  recalling  the  words 
of  his  mother.  "My  mom  told  me  that 
dad's  invention  was  the  result  of  con- 
stant application  of  different  circuit 
combinations  until  he  got  the  right 
idea.  Sometimes  people  lose  things  for 
short-term  reasons,  but  that's  not 
good.  A  constant  effort  should  be 
made  for  a  long-term  goal." 

Rogers'  long-term  goal  was  to  be- 
come the  largest  cable  operator  in  Can- 
ada and  then  to  get  into  the  American 
market.  In  1979  he  became  the  num- 
ber one  cable  operator  in  Canada  with 
the  help  of  the  Brascan  side  of  the 
Bronfman  family.  Peter  Bronfman  and 
Rogers  were  partners  in  an  unfriendly 
takeover  of  the  second-largest  Canadi- 
an cable  company,  Canadian  Cable- 
systems  Ltd.,  in  1978.  The  50-50  joint 
venture  was  cumbersome,  Rogers 
says,  and  Bronfman  offered  to  either 
buy  out  Rogers  or  sell  his  CCL  stock  at 
a  bargain  $18  a  share.  "I  got  the  whole 
thing  for  less  than  $100  per  subscrib- 
er," says  Rogers. 

Colin  Watson,  currently  Rogers 
Cablesystems'  president  and  formerly 
vice  president  of  operations  at  CCL, 
remembers  Rogers'  determination  to 
gain  CCL's  subscribers  and  managers 
at  a  time  when  "none  of  us  at  CCL 
gave  Ted  a  chance."  But  he  won  in 
1979,  after  pledging  to  expand  the 
channel  capacity  of  the  CCL  system. 
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The  Bronco  Buster 

Frederic  Remington's 
first  and  most  dynamic  bronze 


Cast  full  size  from  a 
Remington  Original. 
Each  bronze  hand  made  and  hand 
finished  to  completion 
with  its  quality  guaranteed. 

Limited  Edition 
Offering  Price  $2,000 

To  discuss  The  Bronco  Buster 
or  other  Remington  Bronzes  contact: 

America  iu  i 

house  "I  fine  arts, ltd. 

One  Bunker  Hill 
601  West  Fifth  Street 
Los  Angeles,  California  90017 
Telephone:  800-421-8033  213-623-1083 
Major  Credit  Cards  Honored 


Burns  protects. 


t  the  first  sign  of  danger,  a  major  Ameri- 
can corporation  operating  in  the  Middle 
East  followed  an  emergency  evacuation  plan 
developed  and  executed  by  Burns  Consul- 
tants. Result:  Company  personnel  and  dep- 
endents were  flown  back  safely  to  the  U.S. 
Burns  develops  comprehensive  pro- 
grams for  executive  protection,  loss  preven- 
tion, and  contingency  plans  for  bomb  threats,  extortion 
attempts  or  natural  disasters. 


We  protect  your  people, 
your  property,  your  profits. 


Burns  International  Security  Services,  IS 


FREE. 


Burns  can  show 
you  many  ways  to 
keep  your  company  out  of  trouble. 
You'll  find  them  in  our  helpful 
booklet,  "Protecting  people,  prop- 
erty and  profits."  To  get  your  copy, 
call  toll-free  800-621-1776,  Illinois, 
312-951-7692.  Or  send  coupon 
to  Burns  International  Security 
Services,  Inc.,  P.O.  Box  10934, 
Chicago,  IL  60610.  iooob 


Name 


Title 


Company 


Address 


State 


Zip 


In  1980  Rogers  acquired  the  other 
leading  Canadian  cable  television 
company,  Premiere. 

In  the  U.S.  Rogers  has  been  collect- 
ing American  franchises  since  1978 — 
in  Syracuse,  N.Y.,  Orange  County, 
Calif,  and  Portland,  Ore.  But  he  lost  a 
bruising  battle  for  Minneapolis  be- 
cause of  objections  to  Canadian  own- 
ership. After  the  Aug.  31  acquisition 
of  51%  of  UA-Columbia,  he  will  be 
the  largest  cable  operator  in  North 
America,  with  1.75  million  subscrib- 
ers. That's  significantly  more  than 
Warner-American  Express,  Time  Inc. 
or  Westinghouse-Teleprompter. 

The  attraction  in  UA-Columbia 
was  as  much  its  strong  U.S.  manage- 
ment team — led  by  the  highly  regard- 
ed Robert  Rosencranz — as  the  sub- 
scriber base.  Rogers  now  has  manage- 


"Ifl'd  not  made  the  acquisi- 
tions, I'd  not  have  watered 
down  my  stock  from  90%  to 
54%,  but  I  wouldn't  have 
the  protection." 


ment  in  place  north  and  south  of  the 
Canadian  border. 

"Before  1978,"  he  says,  "my  prob- 
lem was  that  I  had  all  these  great 
visions,  but  we  didn't  have  the 
strength  to  do  them  right.  We  now 
have  a  visionary  team  and  experi- 
enced professional  managers  with  a 
strong  technical  background." 

Having  the  management  makes 
Rogers  feel  easier  about  current  finan- 
cial problems.  Altogether,  he  will  ac- 
cumulate more  than  $200  million  m 
debt  as  a  result  of  acquisitions  and 
consolidations.  Interest  costs — $6.7 
million  last  year — are  already  hurting 
Rogers  Cablesystems'  earnings  and  he 
probably  will  trim  or  cancel  dividends 
on  the  two  classes  of  its  stock.  The 
$152  million  loan  from  the  Toronto 
Dominion  Bank  is  secured  by  the 
family's  radio  stations  and  its  Rogers 
Cablesystems'  stock. 

Rogers  plans  to  sell  convertible  de- 
bentures and  unrelated  assets  to  pay 
down  much  of  that  debt. 

But  he  is  not  slowing  down.  He 
plans  a  new  cable  service  in  Portland. 
Local  banks  and  supermarkets  will  be 
offered  cable  service  between 
branches  at  lower-than-telephone 
costs.  Even  within  Rogers  Cablesys- 
tems there  is  doubt  about  the  new 
service.  But  Rogers,  clearly  a  man 
with  drive  as  well  as  vision,  purpose 
and  ego,  says,  "If  some  of  these  things 
had  been  more  apparent,  others  would 
have  gone  ahead  and  done  them 
first."  Ted  Turner,  watch  out.  ■ 
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Special  Report 
Spotlight  on  International  Business 


New 
faces  in 
an  age  of 
megadeals 

The  100  largest  foreign  investments  in  the  U.S. 


Renault,  the  French  automaker,  acquires  a 
46%  share  in  American  Motors  to  jump 
from  nowhere  to  the  number  9  spot  in 
Forbes'  rankings  of  the  100  largest  foreign 
investments  in  the  U.S.  Brascan  Ltd.,  the 
Canada-based  holding  company  controlled 
by  the  Bronfman  family,  ups  its  stake  in 
Scott  Paper  to  over  20%,  propelling  it,  too, 
onto  the  list  for  the  first  time,  in  the  num- 
ber 14  position. 

So  it  goes  in  an  age  of  megadeals.  Even  if 
the  U.S.  dollar  should  remain  strong  vis-a- 
vis other  currencies  long  after  interest 
rates  here  decline,  foreign  appetites  for 
investing  in  the  U.S.  are  not  likely  to  dimin- 
ish. Their  stake  is  already  sizable.  The  100 
largest  foreign  investors  in  the  U.S.  listed 
on  the  following  pages  commanded — 
through  outright  ownership,  control  or 


partial  interests — $179  billion  in  sales  rev- 
enues last  year,  up  27%  from  1979.  Varying 
disclosure  standards  make  it  impossible  to 
compile  totals  for  profits  and  assets  (note 
the  number  of  "not  available"  entries),  but 
it  may  be  of  some  interest  that  the  in  com- 
plete list  of  the  top  100s'  assets  in  the  U.S. 
totaled  about  $170  billion  last  year,  up 
30%,  and  the  incomplete  profit  total  was 
approximately  $6.7  billion,  up  34%. 

Britain  remains  the  most  important 
home  base  for  foreign  investors  in  the  U.S.; 
27  of  the  top  100  investments  involve  U.K. 
firms.  But  the  activity  north  of  the  border 
puts  Canada  in  second  place,  with  18.  West 
Germany  is  third  with  16.  Japan?  Its  largest 
U.S.  investment  is  Matsushita  Electrics 
wholly  owned  U.S.  distributor  of  Pana- 
sonic, which  puts  it  26th  on  the  list. 
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The  100  largest  foreign  investments  in  the  U.S. 

0/ 

Revenue 

Net  income 

Assei 

Foreign  investor 

Country 

U.S.  company 

owned 

Industry 

(millions) 

(millions) 

(tnillii 

1  Anglo  American 

So  Africa 

Corp  of  So  Africa  Ltd1 

Minerals  &  Resources 

Bermuda 

Engelhard  Min  &  Chem1'  2 

32% 

diversified  metals 

$26,570 

$  532.7 

$  6,30] 

Inspiration  Consol  Copper 

50 

copper 

178 

-17.7 

19< 

Hudson  Bay  M&S1 

Canada 

Terra  Chemicals  Intl1 

55 

fertilizer 

299 

10.3 

16C 

27,047 

2  Royal  Dutch/ 

Netherlands 

Shell  Oil  Co1 

69 

oil  -v 

19,830 

1,542.0 

i7,6i; 

Shell  Group1 

UK 

Scallop  Corp 
Massey  Coal  Co 
Billiton  Metals  & 

Ores  USA 
Ocean  Minerals 
General  Atomic  Co 

100 

50 
i  nn 

43 
cn 

oil 

coal 
metals 

metals 
nuclear 

4,7343 
24,5643 

NA 

8,481 

3  British  Petroleum  Ltd1 

T  TV 
UK. 

Manuara  un  unio 

CI 

energy 

1 1,023 

ltoi  l.Z 

4  Tengelmann  Group 

Germany 

threat  Acxr  lea 

cn 

supermarkets 

6,990 

—  <*O.U 

i  snc 

5  Friedrich  Flick  Group 

Germany 

WR  Grace1 

26 

chemicals,  multicompany  6,101 

283.8 

4,36f 

6  Ge'ne'rale  Occidentale 

France 

Grand  Union 

i  nn 

1UU 

supermarkets 

3,6263 

1A  7. 

MA 

C  A 
on 

Diamond  International1 

Ly 

packaging,  lumber 

1,283 
4,909 

4/1  A 

OA- 

7  B.A.T  Industries  Ltd1 

UK 

T"l   A  Til  TO 

BATUS 

100 

paper,  retailing,  tobacco  3,70c)3 

NA 

Nfi 

Germaine  Monteil 

100 

cosmetics 

5003 
A  TCW 

NA 

NJ> 

8  Beneficiaries  of  US 

Netherlands 

North  American  Philips1 

62 

ClCClIOIUCo 

irjDJO 

74.5 

1,51* 

Philips  Trust 

9  Regie  National  des 

France 

American  Motors  Corp1 

46 

111  til T>~1  n  n  1  1  A 

-197.5 

1,025 

Usines  Renault 

10  Nestle  SA 

Switzerland 

Nestle  Co 
Cam  s  Coitee 

100 
100 

food 
coffee 

T"1_l_           »  *     'VT      ■  1  1     Ct       T    ■  1_  1 

Libby,  McNeill  &  Libby 

100 

food 

^  2,4003 

NA 

Stouffer  Corp 

100 

food,  restaurants  1 

Alcon  Laboratories 

100 

drugs 

Beech-Nut  Foods  Corp 

100 

baby  foods 

1 1  nayer 

Germany 

Mobay  Chemical  Corp 

i  nn 

1UU 

chemicals 

1,070 

<^A  1 

Miles  Laboratories 

1UU 

health  care 

686 

O.O 

Oot 

Cutter  Laboratories 

100 

health  care 

330 

2.9 

365 

I— I  fj>  j  ,  ■  r-i  1  Phpnii  c  <a  1  l1  r\ 

i  nn 

chemicals 

283 

NA 

NA 

f\  r~rr\  Itl  n           U  PI  m  pr  |rirn 
lLdcLL  LllcUiil  CX.  XVC1111CI  V_UIj.' 

i  nn 

chemicals 

19 
2,388 

NA 

NA 

yl  unuever  rviv 

Netherlands 

Lever  Brothers  Co 

1  nn 
1UU 

consumer  goods 

1,037 

— lo. y 

AAA 

Thomas J  Lipton  Inc 

1  nn 
1UU 

food 

798 

Al  fi 

A  A  c 

iNati  jiarcn  cx  v^nemicai 

i  nn 

1UU 

adhesives,  starches 

552 
2,367 

33.4 

38- 

13  Petrofina  SA 

Belgium 

American  Petrofina  Inc1 

71 

petroleum 

2,098 

104.3 

\,m 

Finadel 

l  nn 
1UU 

petroleum 

25 
2,123 

n  a 
— u.o 

14  Brascan  Ltd1 

Canada 

Scott  Paper1 

Schlumberger  Technology 

21 

paper  products 

2,083 

133.5 

2,01^ 

15  Senium  berger  NV1 

Netherlands 

100 

oilfield  services  &  elec 

}  1,885s 

450.03 

1,43c 

Antilles 

Faircmid  Camera 

100 

semicond  &  test  equip 

16  Hongkong  &  Shanghai 
Banking  Corp1 

Hong  Kong 

Marine  Midland  Banks1 

51 

banking 

1,859 

55.9 

17,48C 

1 7  George  Weston  Ltd 

Canada 

Interbake  Inc 

100 

biscuits 

Stroehmann  Brothers  Co 

100 

bakery 

j  2603 

NA 

NA 

Eastern  Fine  Paper 

100 

fine  paper 

Loblaw  Companies 

Canada 

Peter  J  Schmitt 

87 

wholesale  food 

378 

NA 

NA 

National  Tea  Co 

84 

supermarkets 

1,219 
1,857s 

8.7 

27] 

18  Volkswagenwerk  AG 

Germany 

Volkswagen  of  America 

100 

auto,  auto  parts 

1,300 

NA 

70C 

Triumph  Adler  Inc 

100 

business  machines, 

5003 

NA 

NA 

information  systems 

1,8003 

'Publicly  traded  in  U.S.    2Results  are  before  spinoff  of  certain  operations;  name  changed  to  Phibro  Corp.    'Estimate.    *\2Vi%  owned  by  Angl 

a  American  Corp,  which 

ranked  number  1.    NA:  Not  available.    Note:  Some  foreign  investors  listed  own  U.S.  company  ir 

directly  through  company  in  italics. 
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The  100  largest  foreign  investments  in  the  U.S. 




1 

/o 

Revenue 

Net  income 

Assets 

oreign  investor 

Country 

U.S.  company 

owned 

Industry 

(millions) 

(millions) 

(millions) 

9  Imperial  Chemical 

UK 

Fiber  Industries 

38% 

man-made  fibers 

S9403 

NA 

$5013 

i       Industries  Ltd1 

Ou  1 

ICI  Americas  Inc 

100 

drugs,  chemicals 

802 

NA 

NA 

1ft  1 

Rubicon  Chemicals  Inc 

50 

chemicals 

NA 

NA 

NA 

18 1 

Corpus  Christi  Petro- 

38 

petrochemicals 

NA 

NA 

NA 

chemical  Co 

51:  | 

1,7423 

0  Ciba-Geigy  Ltd 

Switzerland 

Ciba-Geigy  Corp 

100 

chemicals,  drugs, 

1,700* 

NA 

L3003 

consumer  goods 

1  Canadian  Pacific 

Canada 

Soo  Line  Railroad1 

56 

railway 

325 

$34.0 

485 

'  Ltd' 

Canadian  Pacific 

Canada 

Canadian  Pacific  Enter- 

100 

agric  products,  chma, 

1,363 

34.2 

417 

Enterprises  Ltd 

prises  (U.S.)  Inc 

industrial  minerals 

!  1 

1,688 

a)  1  Tnro  I  td1 

fi           UlvVJ  LIU 

v  'Oil  duel 

Tnro  FlpctrnFnpTPT/ 

100 

h;ittprips  plpr  motors 

UdllLl  Ik.  J,    ^   M  *      111'  'L  M 

856 

NA 

684 

8  j 

Intprnitinnal  Mickpl 

Lil  IC  1 1  Id  1 1U1 1  til  1  N 

100 

nrimirv  mptnlc. 

I'l  1111.11  >     1IIL  L.ll^ 

438 

NA 

76 

Hnntinpton  Allovs 

1  i  nil  in          Fi     i  1 1 1 '  .  i  . 

100 

mptAl  nrodnrts 

327 

NA 

381 

v 

other  companies 

100 

various 

42 

NA 

85 

1  1 

l,OOo 

13  BASF  AG1 

Germany 

BASF  Wyandotte  Corp 

100 

chemicals 

1,010 

-65.1 

767 

Badische  Corp 

100 

fibers,  chemicals 

453 

16.9 

328 

RAQF  ^\7QtpmQ  C~~ o  m 

1JA J 1    OyoLClllo  V-UI  u 

100 

1  1  '  i !  l,  I  I 11'     111  LUld 

66 

NA 

NA 

J.  1  i  li-iLIR    L/UvljfcV.  V-5^ 

100 

f  la  vor*i/f  ra  prsnrps  i 

8  1 

Olmrf  Tnr 

rnnlf  In  Hi  1  Qtn  a  1  Pni  ri  n  pc 

V  •  V/ UiV  JIIUUj  L 1  Idl  V  .  \     I  L  111  to 

50 

iintnmntivp  rnatmcQ  I 

dULVJlllUll  Vv   V  '  'il  I  1  '  1  L, o 

118 

NA 

NA 

Knoll  Pn a rm appiififal  C'ri 

INI!'  Ml    1              IIIilLl  UIKJI    V    >  ' 

100 

rinp  rnpmirak  nnioQ^ 

1111V.  v,  llv71111V.dlo  VX  UlUjjD 

1  647 

1.4  Cie  Franchise  des 

France 

Petroles 

Totcil  PetvoleiHW 

Total  Pptrnlpnm  Tnr 

100 

oil 

1,567 

NA 

965 

NA  ltd 

\\S  Hanson  Trust  Ltd1 

UK 

McDonough 

100 

footwear,  cement, 

451 

21.6 

208 

handtools 

Hygrade  Food  Products 

100 

meat  processors 

448 

10.7 

NA 

Interstate  United 

i  nn 

1UU 

food  service  management 

y.o 

IN  A 

Hanson  Industrial 

i  nn 

1UU 

specialty  textiles 

ins 

1  7  7 

iJCl  VICCc) 

A mpriran  Fa  t*tyi  Prnn i i ct 

/  \  I  1 1  V  I  1  V  tl  1  J   1  dllll  1  IUUUL  I  J 

100 

fiQninc  auric  nrnn 

lldlllllg,    .1.U.1  IL    IN  1  HI 

57 

9.3 

NA 

l  ^n7 

'  f\  \A  otcncnito  Flf^f^i'ir* 
-1  »  IVldlbUollllci  LILL  LI  IL 

japan 

iVltHoUMllld  L1CL.II1L, 

l  nn 

plprtmni  pc 

MA 

NIA 

Industrial  Co  T  rH1 

JilU UjLI  Idl  V.I'  LIU 

(~^r\rvs  of  Amprira 

V    >  M  L  1  Ul    -  lllll  1  1  V  il 

^7  Panana  I^pvp 1  onmen t 

il  f    \_sdlldvld  L/C  VLlUUlllLlll 

VvdlldUa 

TpYascnilf  Inr* 

35 

m  inino 
1 1 1 1 1 1 1 1 1 

1  090 

286.5 

2,010 

Com 
v~orp 

Pnlvsar  I  td 

i  ui  y  odi  Liu 

100 

nptrorbpmic^ls 

t           1  '    1    1  -  ■  1  1  1  M  .  1  1  ^ 

276 

NA 

118 

other  companies 

100 

electronics  life  sciences 

34 

NA 

94 

oil,  gas 

1,400 

18  Alusuisse 

Switzerland 

Consolidated  Aluminum 

80 

aluminum 

928 

20.0 

517 

Maremont  Corp 

100 

automotive  parts 

4003 

NA 

NA 

Lonza  Inc 

100 

chemicals 

NA 

NA 

NA 

i,y  Ualgety  Ltd 

1,3283 

UK 

Dalgety  Foods  Inc 

11)1) 

frozen  foods 

Martin-Brower  Co 

1  MM 

100 

food  distribution  v 

L30O1 

NA 

Pig  Improvement  Co 

1  MM 

100 

pig  breeding  1 

2083 

Modem  Maid 

1  MM 

100 

food  coatings 

iO  Hoechst  AG1 

Germany 

American  Hoechst 

1  MM 

chemicals 

1    1  MM 

1,291) 

—  1U.U 

i  'inn 

1  J  1   Jtdgl  dill  V/U  LIU 

V     .1  1  1  tlU  .1 

Incpnn  F  Spa  prom  Mi  Cnn  s 

lUoVUll  L     > V  .  1  ^ I  dill    VX.  ^iv'Il.) 

100 

tmint*;  vyinpc  oil  p-it; 

OLlllliD,    Wlll^.3,    Oil,  ttlJ 

1,286 

1 15.0 

2,249 

32  Alcan  Aluminium  Ltd1 

Canada 

Alcan  Aluminum  Corp 

100 

aluminum 

L273 

33.0 

'697 

?3  Thomas  Tilling  Ltd 

UK 

Thomas  Tilling  Inc 

100 

energy,  medical  supplies, 

1,209 

35.03 

5623 

electrical  prod,  other 

34  Imperial  Group  Ltd1 

UK 

Howard  Johnson  Co 

100 

hotel  &  restaurants 

5513 

NA 

NA 

Country  Pride  Foods 

100 

poultry,  food  supplier 

627 

NA 

NA 

Lea  &  Perrins  Inc 

85 

sauces 

15 

NA 

NA 

1,1 933 

'Publicly  traded  in  U  S     2Results  are  before  spinoff  of  certain  operations;  name  changed  to  Phibro  Corp.    'Estimate.    412'/i%  owned  by  Angl 

)  American  Corp,  which  is 

ranked  number  1.    NA:  Not  available.    Note:  Some  foreign  investors  listed  own  U.S.  company  indirectly  through  company  in  italics. 
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Foreign  investor 


Country 


U.S.  company 


% 

owned  Industry 


Revenue 
(millions) 

Net  income 
(millions) 

Assei 
(millii 

$549  \ 
643  J 

$102.0 

$66) 

1,192 
650 
448 
82 
1,180 
1,179 

NA 
NA 
NA 

41.1 

N/ 
N/ 

2,135 

780 

NA 

61C 

358 

NA 

52* 

35  Pechiney  Uginc 
Kuhlmann 


France 


Howmet  Aluminum  Corp   100%  aluminum  products 
Ho wmet  Turbine  Compo-   100      engine  castings 
nents  Corp 


36  General  Electric  Ltd1  UK 


37  Commercial  Union  UK 

Assurance  Co  Ltd 

38  Genstar  Ltd1  Canada 


Picker  International  80 
AB  Dick  100 
Alco  Power  100 


medical  equipment  sys 
office  equipment 
diesel  engines 


Commercial  Union  Corp     100  insurance 


39  Thyssen  AG1 

40  Moore  Corp  Ltd1 


Germany 
Canada 


Flintkote  Company  100 

Genstar  Find  Services  100 

Genstar  Pacific  Corp  100 

Genstar  Properties  100 

Genstar  Conservation  100 
Systems  Inc 

Budd  Co  100 

Moore  Business  Forms  100 

FN  Burt  Co  100 


building  materials 
financial  services 
land/real  estate 
land/real  estate 
building  materials 


automotive  parts 
business  forms 
packaging 


1,138 
1,132 

1,128 


NA 
NA 


Nfi 

60^ 


41  Rhone-Poulenc  SA  France 


42  Delhaize-Le  Lion  SA  Belgium 


43  Siemens  AG1 


Germany 


Morton-Norwich  Products1  20 
Rhone-Poulenc  Inc  100 


Food  Town  Stores  Inc1  52 
Alterman  Foods  Inc  100 

Siemens  Corp  100 


salt,  food,  chemicals 
chemicals,  phototype- 
setting 

supermarkets 
supermarkets 

medical  &  communica- 
tions, electronics, 


847 
225 

1^072 
544 
524 

1,068 
587 


47.7 
NA 


15.3 
0.1 

NA 


components  -n 

Siemens-Allis  Inc 

50 

power  engring  prods  i 

Siecor  Inc 

50 

telephone  &  fiber 
optical  cables 

*  480 

NA 

General  Numeric  Corp 

50 

computer  controls  j 

1,067 

44  Hugo  Mann 

Germany 

Fed-Mart1 

88 

department  stores 

1,062 

-6.3 

45  Royal  Ins  Co  Ltd 

UK 

Royal  Group 

100 

insurance 

1,058 

49.9 

621 
16C 


ioe 

6S 


46  Akzo  NV1 

Netherlands 

Akzona1 

66 

chemicals,  fibers 

1,054 

4.9 

847 

47  BOC  International1 

UK 

Airco 

100 

industrial  gases 

1,012 

45.1 

1,016 

48  Grand  Metropolitan1 

UK 

Liggett  Group  Inc 

100 

tobacco,  drinks  &  foods 

1,004 

72.3 

790 

49  Sony  Corp1 

Japan 

Sony  Corp  of  America 

100 

consumer  electronics 

1,000 

NA 

550 

50  Mitsui  &  Co  Ltd1 

Japan 

Alumax 

45 

aluminum 

968 

104.1 

1,049 

51  F  Hoffmann-La  Roche 

Switzerland 

Hoffmann- La  Roche  Inc 

100 

drugs,  chemicals 

9503 

NA 

NA 

&  Co  Ltd 

52  Massey-Ferguson  Ltd1 

Canada 

Massey-Ferguson  Inc 

100 

farm  &  indust  machinery 

846 

NA 

1,045 

Perkins  Engines  Inc 

100 

diesel  engines 

101 

NA 

52 

947 

53  Saint-Gobain-Pont-  France 

a-Mousson1 

54  Noranda  Mines  Ltd  Canada 


MacMillan  Bloedel  Ltd  Canada 


55  6  European  banks 

56  Consolidated  Gold 

Fields  Ltd1/4 


6  countries 
UK 


CertainTeed  Corp1 

Noranda  Aluminum 
Norandex 
Norandal 
Fraser  Paper 
MacMillan  Bloedel  Inc 

European  Amer  Bancorp 
Azcon  Corp 
ARC  America  Corp 
Newconex  Corp 
other  companies 


55  building  supplies 

100  aluminum 

100  aluminum  fabricating  > 

100  aluminum  fabricating  J 

65  paper  mfr 

100  forest  products 

100  banking 

100  steel 

100  concrete 

100  drilling  rigs 

100  exploration,  investments 


868 


663 

1753 
838 
823 
447 
231 
125 
12 
815 


0.3 


33.8 

NA 

30.8 
16.1 
6.3 
1.5 
-9.1 


'Publicly  traded  in  U.S.  2Results  are  before  spinoff  of  certain  operations;  name  changed  to  Phibro  Corp.  Estimate  i\2xh%  owned  by  Anglo  American  Corp,  which 
ranked  number  1.    NA.  Not  available.    Note:  Some  foreign  investors  listed  own  U.S.  company  indirectly  through  company  in  italics. 
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The  Swiss  Bank  Corporation  Keys. 

They  have  opened  financial  doors  throughout  the  world 

since  1872. 


SWISS  BANK  CORPORATION 


Main  Office  U.S.A.:  New  York.  Branch  Offices:  Chicago  and  San  Francisco.  Agency:  Atlanta 
Representative  Offices:  Los  Angeles  and  Houston. 


MM 

The  100  largest  foreign  investments  in  the  U.S.  j& 

/o 

Revenue 

Net  income 

Asstj 

Foreign  investor 

Country 

U.S.  company 

owned 

Industry 

[millions) 

(millions) 

(milh 

57  Nova 

Canada 

Husky  Oil  Ltd 

Canada 

Husky  Oil  Co 

100% 

petroleum 

$628  " 

Husky  Industries 

100 

carbon  &  charcoal 

56 

r  $22.1 

$62j 

Gate  City  Steel 

100 

steel 

98  - 

782 

58  Bank  of  Tokyo  Ltd' 

Japan 

Bank  of  Tokyo  Trust 

100 

banking 

395 

12.2 

3,94' 

California  First  Bank1 

74 

banking 

382 

18.2 

3,62 

777 

59  Trade  Development 

Luxembourg 

Republic  NY  Corp1 

61 

banking 

771 

57.7 

6,44; 

Bank  Holding 

60  Thyssen-Bornemisza 

Netherlands 

Indian  Head 

100 

diversified  mfr 

7703 

NA 

NV 

61  Bo  water  Corp  Ltd1 

UK 

Bowater  North  America 

100 

lumber,  pulp  &  paper  1 

Catawba  Newsprint  Co 

51 

lumber,  pulp  &  paper  r 

728 

NA 

N/ 

Bowater  Computer  Forms 

100 

lumber,  pulp  &.  paper  J 

62  General  Accident 

Scotland 

General  Accident  F&L 

100 

~\ 

insurance  1 

Fire  &  Life  Ltd 

Potomac  Insurance  Co 

100 

insurance  r 

Camden  Fire  Assurance 

100 

insurance 

710 

91.3 

1,62] 

Pennsylvania  General  Ins 

100 

J 

insurance 

62  Babcock  Intl  Ltd1 

UK 

Babcock  International  Inc 

100 

diversified  mfr,  engi- 

710 

NA 

471 

neered  products 

64  Davy  Corp  Ltd 

UK 

Davy  Inc 

100 

hvy  constr  &  engineering 

7003 

NA 

24C 

65  AB  Electrolux 

Sweden 

Dometic  Inc 

100 

appliances 

693 

18.1 

41< 

66  Standard  Chartered 

UK 

Union  Bank 

100 

banking 

681 

32.2 

7,00^ 

Bank  Group 

67  Bell  Canada 

Canada 

Northern  Telecom  Ltd 

Canada 

Northern  Telecom  Inc 

100 

telecommunications 

-j  675 

NA 

70$ 

67  Beecham  Group  Ltd' 

UK 

Beecham  Inc 

100 

drugs,  consumer  products 

r  675 

NA 

525 

Jovan  Inc 

100 

cosmetics  &  fragrances 

69  Franz  Haniel  &  Cie 

Germany 

Scrivner  Inc 

100 

wholesale/retail  foods, 

674 

7.4 

10: 

dept  stores 

70  Sandoz  Ltd 

Switzerland 

Sandoz  United  States 

100 

foods,  drugs,  seeds, 

639 

-8.1 

chemicals 

Ex-Lax  Pharmaceutical  Co 

100 

health  care 

26 

4.03 

41 

665 

71  Hoesch  AG 

Germany 

Hoogovens 

Netherlands 

EstelNV 

Envirotech1 

28 

pollution  control 

578 

-15.1 

381 

Beckley  Coal  Mining  Co 

25 

coal 

533 

7.03 

57 

Rotek  Inc 

50 

tools  &  machinery 

283 

NA 

NA 

6593 

72  Fiat  SpA1 

Italy 

Fiat-Allis 

80 

construction  equipment 

358 

-50.9 

222 

Bentley  Laboratories1 

39 

medical  devices 

52 

4.4 

44 

Hesston  Corp1 

50 

agricultural  equip 

241 

0.5 

167 

651 

73  Rio  Tinto-Zinc  Ltd1 

UK 

US  Borax  &  Chemical 

100 

chemicals 

3743 

NA 

NA 

Indal 

57 

building  products 

269 

NA 

162 

643 

74  Ahold  NV1 

Netherlands 

Bi-Lo 

100 

food  retailing 

618 

NA 

113 

75  Northern  Foods  Ltd 

UK 

Bluebird  Inc 

80 

meat  products 

60O3 

7.3 

104 

75  Telefonaktiebolaget 

Sweden 

Anaconda-Ericsson 

50 

telecommunication  equip 

6003 

NA 

NA 

"Publicly  traded  in  U.S.    ^Results  are  before  spinoff  of  certain  operations;  name  changed  to  Phibro  Corp.    Estimate.    *lZ.Vi%  owned  by  Anglo  American  Corp,  which 

ranked  number  1.    NA:  Not  available.    Note:  Some  foreign  investors  listed  own  U.S.  company  indirectly  through  company  in  italics. 
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OPT  explains 
what  word  processing  is 
-in  plain  English 

Exactly  what  is  word  processing?  Is  it 
t  practical  in  a  small  office?  And  will  your 
secretaries  love  it  or  hate  it?  CPT 
answers  these  and  other 
questions— and  includes 
some  surprising  facts 
about  the  remarkable 
CPT  8000. 


Word  processing  is  simply  a 
faster,  easier,  less  expensive  way 
to  type.  A  word  processor  does  many 
things.  However,  typing  is  its  main  job. 

Let's  say  you're  preparing  a  sales 
proposal  on  the  CPT  8000  (right). 

Instead  of  reaching  for  typing  paper 
and  inserting  it  like  you  would  on  a  type- 
writer, you  begin  typing  immediately. 

What  you  type  appears  on  an  easy- 
to-read  screen  that  actually  looks  like  a 
sheet  of  paper:  full-size,  with  black 
characters  on  a  white  background. 

Note:  The  black- on-white  screen  is  a  major 
feature  of  the  CPT  8000;  some  competitive 
models  have  only  a  partial-page  display, 
and  a  green-on-green,  computer-like  screen. 


Power  typing 

Because  nothing's  on  paper  yet,  you  can 
"power  type"  at  full  rough  draft  speed 
without  worrying  about  typos  and  other 
errors. 

Mistakes  are  corrected  easily  right 
on  the  CPT  8000  screen.  Leave  out  a 
word  or  paragraph?  Just  type  it  in  and 
the  entire  text  can  be  readjusted 
electronically. 


Only  when  your  document  is  letter- 
perfect  do  you  transfer  it  from  screen 
to  paper.  Just  touch  a  button  and  the 
CPT  8000  printer  produces  a  crisp 
original  at  the  amazing  speed  of  up  to 
540  words  a  minute. 


Now  we  come  to 
some  of  those  other 
remarkable  things 
your  CPT  8000 
can  do. 

"Electronic 
Filing" 

Everything  you  type  on  the  CPT  8000 
can  be  captured  on  small,  magnetic  mem- 
ory disks.  Each  holds  up  to  one  hundred 
business  letters.  Individual  documents 
can  be  recalled  to  the  screen  in  seconds. 
So  you  can  update  documents  any  time— 
as  easily  as  you  made  corrections  on 
the  originals. 

With  CPT's  "electronic  filing"  system, 
you  can  replace  rows  of  bulky  filing  cabi- 
nets with  small  disk  storage  boxes. 

More  than  words 

A  relatively  new  feature,  found  only  on 
the  CPT  8000  and  other  advanced  word 
processors,  is  called  "software  program- 
ming'.' (Don't  worry,  we  do  the 
programming,  not  you. ) 

Small,  preprogrammed 

disks  let  you  use  your 
CPT  8000  to  do  jobs 
impossible  on  an  ordinary 
typewriter.  You  can  prepare 
payrolls,  keep  ledgers,  handle 
inventory  and  bookkeeping, 
and  more.  It's  so  simple  that  no 
special  computer  language  or 
knowledge  is  necessary. 

The  best  judge 

If  anyone  might  resist  word  processing, 
it's  the  secretary  who  has  to  use  it.  But 
the  CPT  8000  is  so  easy  to  use,  secretaries 
are  among  its  strongest  advocates.  Gone 
are  the  false  starts,  messy  whiteouts,  and 
hours  of  retyping  just  to  make  simple 
revisions.  The  CPT  8000  now  frees  your 


secretary's  time  for  more  challenging 
duties. 

Pays  for  itself 

Even  in  a  small  office,  a  word  processor 
can  save  so  much  time  and  increase 
output  so  dramatically,  that  it  will  quickly 
pay  for  itself. 

A  conservative  estimate  is  that  a  word 
processor  will  double  a  secretary's  output. 

Just  as  important  — is  the  valuable 
executive  time  you  save  by  getting  your 
letters  and  reports  back  faster. 

Obviously,  we  have  only  touched  on 
how  word  processing  can  speed  up  and 
simplify  routine  office  chores.  For  a  more 
thorough  explanation,  please  send 
for  our  free  booklet, 
CPT  Takes  The  Mystery 
Out  of  Word  Processing. 

Mail  to:  CPT  Corporation  '   ' 

P.O.  Box  17 

Minneapolis.  MN  55440 
I  d  like  to  know  more  about  word  processing  and 
the  CPT  8000.  Please  send  me  your  free  booklet 
CPT  Takes  The  Mystery  Out  of  Word  Processing. 

Name  

Title/Company  

Address  

City  State. 
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The  100  largest  foreign  investments  in  the  U.S 


%  Revenue       Net  income  Assri 


Foreign  investor  Country  U.S.  company  owned     Industry  (millions)        (millions)  (milli 


77  Ivaco  Inc 

Canada 

Laclede  Steel' 

40% 

steel  -v 

$231 

-$0.8 

$14 

Atlantic  Steel 

100 

steel 

National  Wire  Products 

60 

steel 

NY  Wire  Mills 

100 

steel 

>  328 

NA 

20' 

Niagara  Lockport  Inds 

100 

steel,  machinery  belts 

Capitol  Wire  &  Fence  Co 

100 

steel 

Florida  Wire  &  Cable 

80 

wire  &.  cable 

40 

2.0 

nJ 

599 

7R  FlnitpH  RiQPiiit-e  I  fit 

UK 

fCppnlpr  C^n 

100 

baked  goods 

544 

18.0 

IK 

^rw*r*i  a  1 1 \/  Rranfit  Inr 

i|'LLliil(>    UIdHU9  lilt- 

93 

snirps  s  il  iti  firpssinps 

53 

4.0 

2 

CQ7 

J7/ 

79  Financiere  Credit 

Switzerland 

First  Boston 

1& 

U  1 

investment  banking 

^7Q 

11  A. 

o,uz 

Suisse-First  Boston 

ou  iNaiionai  vvcsiiiiiii 

I TK 

f\J  -3 1 1  r\r~\  1 1  Ranlf  Mf  M  Am  pi* 

■  N  ._!  1  1 I  M  1  tl  1   DtlllK  Ul    i  N    r\  I  1  1  I 

100 

nan  u i n o 

575 

12.0 

5  69. 

*iter  Rank  I  td 

81  Nationale-Nether- 

Netherlands 

Life  Ins  Co  of  Georgia 

100 

insurance 

251 

24.8 

1,05 

landen  NV 

Peerless  Insurance 

81 

insurance 

131 

7.8 

18. 

Security  Life  of  Denver 

97 

insurance 

63 

6.1 

25 

Midwestern  United  Lite  Ins 

87 

insurance 

28 

3.6 

21. 

Wisconsin  National  Life 

100 

insurance 

32 

3.9 

13 

Netherlands  Insurance 

i  on 
1UU 

insurance 

15 

1  A 

L. 

520 

82IBH  Holding  AG 

Germany 

Terex  Corp 

80 

machinery,  earthmoving  5003 

NA 

N/ 

equip 

oo  1  ransCanada 

Canada 

oreai  l-ims 

gas  pipeline 

498 

1  fx  Q 

10.7 

I/i  r~w*  1  i  t~w»  c  1 

1  I  ti  i  1  ^  l  1  1  1  a  s  .  (  '  I  1 

S4-  Alliany  Vprsirh- 

Cprm  anv 

vj  ^  I  1 1  1 1 1 1  j  y 

Allian*7  of  Ampririi  Tnr 

52 

insurance 

374 

NA 

170; 

erungs  AG 

Munich  American  Reinsur- 

45 

life  insurance 

96 

3.8 

241 

ance 

Munich  American  Reassur- 

45 

property  &  casualty 

24 

U.O 

4 

ance 

494 

Flf  A n l i i t a i n p  Crnnn 

Fnnrp 

Fir  AniiitJinp  Tnr 

l—  1  1   AUUl  Idl  1  1  C    11  !L 

100 

chemicals,  oil,  gas 

298 

0.2 

28 

S  other  romn^nips  3.^ 

-75 

energy,  drilling,  plastic  192 

NA 

mfr,  drugs 

490 

86  Willy  Korf 

Germany 

Coinvest  B  V 

Germany 

70 

Govt  of  Kuwait 

Kuwait 

Korf  Industries 

30 

steel,  technology 

461 

2.0 

36' 

86  Imetal 

France 

Copperweld1 

66 

steel,  copper  fabrication  461 

19.0 

35 

88  Tate  &  Lyle  Ltd 

UK 

Tate  &  Lyle  Inc 

100 

sugar  refining,  food 

440 

NA 

N^ 

Redpath  Inds  Ltd 

UK 

Multi  Fittings  (USA)  Ltd 

100 

pipes  &  fittings 

Certain-T'ed/Daymond 

50 

drainage  pipe 

213 

NA 

1 

89  Imasco  Ltd 

Canada 

Hardee's  Food  Systems 

100 

fast  food 

4613 
433 

15.2 

21( 

Shoppers  Drug  Mart 

100 

health  &  beauty  products!        1 1 

NA 

3( 

Tinder  Box  Intl  Ltd 

100 

tobacco  products 

446 

90  Hawker  Siddeley 

UK 

Lister  Diesels 

100 

engine  assembly 

18 

NA 

N/ 

Group  Ltd1 

Onan 

37 

engines 

2093 

NA 

N^ 

FASCO 

100 

electrical  equipment 

134 

12.0 

8^ 

Carleton  Inds  Ltd 

UK 

KW  Battery 

100 

industrial  batteries 

183 

0.73 

id 

Han  ker  Siddeley- 

Canada 

Corinth  Machinery 

100 

sawmill  equip,  oil  pumpsl  ;-0 

NA 

3; 

Canada 

I  he  Dosco  Corp 

100 

mining  machinery 

4383 

91  BBC  Brown,  Boveri 

Switzerland 

BBC  Brown,  Boveri  Co 

100 

mechanical  &  electric 

4253 

NA 

pd 

&  Cie 

power  equipment 

92  Empain-Schneider 

France 

Refinement  Intl1 

25 

reclamation  metals 

238 

3.9 

1 9f 

Phoenix  Steel1 

56 

steel 

176 

0.7 

141 

93  L'Air  Liquide1 

France 

Liquid  Air  Corp1 

55 

industrial  gases 

414 

408 

29.4 

44.1 

94  Barclays  Bank  Ltd 

UK 

Barclays  American  Corp 

100 

consumer  finance 

1,98; 

Barclays  Bank  of  NY 

100 

banking 

j  4003 

NA 

1,09: 

Barclays  Bank  of  Calif 

100 

banking 

77* 

95  Fujitsu  Ltd1 

Japan 

Amdahl ' 

25 

computers 

394 

15.2 

39C 

■Publicly  traded  in  U.S.  2Results  are  before  spinoff  of  certain  operations,  name  changed  to  Phibro  Corp  'Estimate.  412!/2%  owned  by  Anglo  American  Corp,  which 
ranked  number  1     NA  Not  available.    Note:  Some  foreign  investors  listed  own  U.S.  company  indirectly  through  company  in  italics. 
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The  100  largest  foreign  investments  in  the  U.S. 


•"  f  oreign  investor 


% 

Revenue 

Net  income 

Assets 

Country 

U.S.  company 

owned 

Industry 

(millions) 

(millions) 

(millions) 

Sweden 

SKF  Industries  Inc 

96% 

ball  &.  roller  bearings 

$384 

$12.0 

$272 

Canada 

Smitty's  Super  Valu  Inc 

100 

supermarkets 

373 

9.7 

81 

Germany 

Henkel  Corp 

100 

chemicals 

307 

NA 

NA 

Amchem  Products 

100 

chemicals 

47 

NA 

NA 

354 

Canada 

Diversey  Corp 

100 

chemicals 

350 

NA 

NA 

Belgium 

Soltex  Polymer  Corp 

100 

chemicals 

3453 

NA 

NA 

96  AB  SKF 

97  Steinberg  Inc1 

98  Henkel  KGaA 


99  Molson  Cos  Ltd 
00  Solvay  &  Cie  SA 


And  the  25  runners  up 


oreign  investor 


Country 


U.S.  company 


/o 

owned  Industry 


Revenue       Net  income  Assets 
(millions)       (millions)  (millions) 


01  COPERSUCAR 

Brazil 

Hills  Bros  Coffee 

100% 

coffee 

$325 

NA 

NA 

j  01  IFI  International 

Luxembourg 

Moog  Automotive 

100 

automotive  parts  ~] 

SA 

Chicago  Rawhide 
River  Cement 

100 
40 

automotive  parts  f 
cement  J 

3253 

NA 

NA 

03  Dunlop  Holdings  Ltd1 

UK 

Dunlop  Tire  &  Rubber 

100 

tires,  sports  equipment 

322 

NA 

NA 

i  04  Reed  Intl  Ltd1 

UK 

Reed  Holdings  Inc 

100 

paper,  packaging 

3203 

$17.03 

$1203 

.05  DSM 

Netherlands 

Nipro  Inc 

100 

chemicals 

3003 

NA 

239 

Synres  Chemical  Corp 

100 

industrial  chemicals  "i 

103 
3T53 

NA 

10 

Sheffield  Plastics  Inc 

100 

industrial  plastics  J 

106  Cominco  Ltd1 

Canada 

Cominco  American  Inc 

100 

mining,  fertilizers, 

292 

NA 

143 

electronic  materials 

Hawaiian  Western  Steel 

51 

steel 

17 

NA 

6 

309 

107  Lloyds  Bank  Group 

UK 

Lloyds  Bank  California 

banking 

am 

1/10 
14. o 

L,  fyjy 

)108  Heidelberger  Zement 

Germany 

Lehigh  Portland  Cement 

100 

cement,  furniture 

3003 

NA 

NA 

jL08  Robert  Bosch  GmbH 

Germany 

Robert  Bosch 

100 

electronic  equipment 

3003 

NA 

NA 

1108  Olsen,  Lehmkuhl 

Norway 

Timex 

100 

watches 

3003 

NA 

NA 

f  n  m  1 1 1  f^c 

1  tl  1  1 1  !  1  1  L  > 

1   son  vn  P  1  pr  t"i*i  c  \*  r\ 
.1  I  1   OdliyU   LILL  L!  (v  V_-U 

Japan 

otixiyu  ividiiuid-v i u.i nig 

f*  1  f*c  a t\t\  1 1  dnrpc 

257 

4.0 

99 

Ltd1 

Corp 

Sanyo  E&E  Corp 

60 

elec  appliances 

38 
295 

-1.0 

37 

1 1 1  AGO  Holding  NV 

Netherlands 

Life  Investors  Inc1 

39 

insurance 

295 

17.0 

753 

113  Sun  Life  Assurance 

Canada 

Sun  Life  Assurance 

100 

insurance 

291 

NA 

2,000 

Co  of  Canada 

Co  of  Canada  (US) 

114  Canadian  Natl  Rwys 

Canada 

Grand  Trunk  Corp 

100 

railroad 

290 

5.9 

499 

115  Ghaith  Pharaon 

Saudi  Arabia 

Sam  P  Wallace1 

65 

construction 

283 

3.9 

83 

116  BTR  Ltd 

UK 

SW  Industries 

100 

industrial  manufacturing 

277 

33.0 

395 

117  Plessey  Co  Ltd1 

UK 

Plessey  North  America 

100 

electronics,  metals 

2753 

NA 

NA 

118  Gardinier  Family 

France 

Gardinier  Big  River 

100 

agricultural  chemicals 

2703 

NA 

NA 

1 19  Racal  Electronics 

UK 

Racal-Milgo  Inc 

100 

high  speed  modems 

1703 

NA 

NA 

Ltd1 

8  other  companies 

100 

instruments,  electronics, 

953 

NA 

NA 

radios,  marine  radar 

265 

120  Johnson  &  Matthey 

UK 

Johnson  Matthey  Inc 

100 

refining  &  mechan- 

& Co  Ltd 

ical  production 

Johnson  Matthey  Jewelry 

100 

jewelry  manufacturing 

*>  264 

NA 

NA 

The  Meyercord  Co 

100 

printing,  transfers 

Matthey  Print  Corp 

100 

transfers 

Max  Marx  Color  &  Chem 

100 

chemicals  _/ 

121  Wellcome  Fdtn  Ltd 

UK 

Burroughs  Wellcome 

100 

drugs 

262 

NA 

NA 

122  Reckitt  &  Colman 

UK 

Reckitt  &  Colman  NA 

100 

food 

2453 

NA 

HO3 

Ltd 

123  Schering  AG 

Germany 

ASAG  Inc 

100 

chemicals,  drugs 

242 

NA 

234 

124  Dumez  Group 

France 

Cento  Industries 

42 

construction 

70 

0.6 

26 

Payne  &  Keller  Corp 

100 

construction 

160 
230 

0.8 

42 

125  Coats  Patons  Ltd1 

UK 

Coats  &  Clark  Inc 

100 

textiles 

220 

NA 

140 

•Publicly  traded  in  U.S.  2Results  are  before  spinoff  of  certain  operations;  name  changed  to  Phibro  Corp  3Estimate.  412'/2%  owned  by  Anglo  American  Corp.,  which  is 
ranked  number  1.    NA  Not  available.    Note:  Some  foreign  investors  listed  own  U.S.  company  indirectly  through  company  in  italics. 
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Special  Report 
Spotlight  on  International  Business 


The  100 
largest  U.S. 
multinationals 


In  this  year's  list  of  the  100  largest 
U.S. -based  multinationals,  the 
names  of  the  top  ten  are  familiar  from 
1980 — but  there  were  shifts  in  their 
relative  rankings  symptomatic  of  the 
times.  Ford's  2.4%  overseas  sales  de- 
cline knocked  it  from  fourth  to  fifth 
place.  General  Motors'  3.9%  decline 
still  left  it  in  sixth  place.  Gulf  Oil, 
which  had  a  7%  revenue  slump,  also 
fell  a  notch,  even  though  foreign  prof- 
its still  managed  to  increase  11.4%. 

Meanwhile,  Engelhard  Minerals' 
revenue  gains  fell  from  last  year's  de- 
lirious 92%  to  a  merely  handsome 
27.5% — still  enough  to  push  it  from 
tenth  to  eighth.  In  fact,  though,  that 
performance  wasn't  much  above  aver- 
age: The  top  25  firms  averaged  a 


22.4%  increase  in  foreign  revenues. 

The  biggest  change  lower  down  on: 
the  list  was  Getty  Oil,  up  40  places,  to] 
54th.  Other  major  jumps  served  pri- 
marily as  reminders  of  the  furiousi 
pace  in  international  finance.  Chase 
and  BankAmenca  both  saw  foreign 
revenues  up  34%,  although  their  rank- 
ings remained  the  same.  Chemical, 
Bankers  Trust  and  Continental  Illi- 
nois all  climbed  more  than  ten  places 
in  the  standings,  with  revenue  gains 
overseas  averaging  44% . 

As  for  the  losers,  recently  shrunken 
Esmark,  last  year's  number  88,  is  off 
the  list  entirely  this 
year,  as  are  Charter  Co., 
Amerada  Hess,  Litton 
Industries  and  Uniroyal. 


The  100  largest  U.S.  multinationals 


Foreign 

Total 

Foreign 

Total 

Foreign 

operating 

operating 

Foreign 

Foreign 

Total 

Foreign 

revenue 

revenue 

as  %  of 

profit* 

profit* 

as  %  of 

assets 

assets 

as  %  of 

Rank 

Company 

(millions) 

(millions) 

total 

(millions) 

(millions) 

total 

(millions) 

(millions) 

total 

1 

Exxon 

$73,335 

$103,143 

71.1% 

$3,878 

$6,243 

62.1% 

$29,989 

$56,577 

53.0% 

2 

Mobil 

37,956' 

60,413' 

62:8 

2,1252 

2,8132 

75.5 

17,734 

32,705 

54.2 

3 

Texaco 

35,116 

51,196 

68.6 

1,4072 

2,24a2 

62.8 

14,732 

26,430 

55.7 

4 

Standard  Oil  Calif 

22,603 

40,479 

55.8 

1,2462 

2,4012 

51.9 

10,282 

22,140 

46.4 

5 

Ford  Motor 

18,657 

37,086 

50.3 

4752 

-1,5432 

P/D 

13,682 

24,335 

56.2 

6 

General  Motors 

16,091 

57,729 

27.9 

-6882 

-7632 

90.2 

9,193 

34,455 

26.7 

7 

IBM 

13,787 

26,213 

52.6 

1,9092 

3,5622 

53.6 

13,548 

26,703 

50.7 

8 

Engelhard  Minerals 

12,478' 

26,596' 

46.9 

635 

976 

65.0 

3,086 

6,301 

49.0 

9 

Intl  Tel  &  Tel1 

12,344 

23,819 

51.8 

1,157 

1,788 

64.7 

11,698 

28,378 

41.2 

10 

Gulf  Oil 

10,330 

26,483 

39.0 

65  72 

1,4072 

46.7 

6,612 

18,638 

35.5 

11 

Citicorp 

9,110 

14,211 

64.1 

3072 

4992 

61.5 

67,9494 

107,0944 

63.4 

12 

Conoco 

6,939' 

18,527' 

37.5 

4752 

1,0262 

46.3 

4,015 

11,036 

36.4 

13 

BankAmerica 

6,344 

12,075 

52.5 

292s 

645s 

45.3 

44,311" 

1 04,150" 

42.5 

14 

General  Electric 

5,736' 

25,523' 

22.5 

3502 

1,5142 

23.1 

4,898 

18,511 

26.5 

15 

Occidental  Petroleum 

5,687" 

12,726' 

44.7 

1,937 

2,079 

93.2 

2,363 

6,630 

35.6 

16 

Dow  Chemical 

5,493 

10,626 

51.7 

600 

1,212 

49.5 

5,358 

11,538 

46.4 

17 

Chase  Manhattan 

5,081 

8,003 

63.5 

1792 

3542 

50.6 

40,141 

76,190 

52.7 

18 

Standard  Oil  Indiana 

4,829' 

26,463' 

18.2 

8602 

1,9152 

44.9 

6,432 

20,167 

31.9 

19 

Eastman  Kodak 

4,036 

9,734 

41.5 

448 

1,896 

23.6 

3,017 

8,747 

34.5 

20 

EI  Du  Pont  de  Nemours 

3,865 

13,652 

28.3 

267 

1,340 

19.9 

2,268 

9,560 

23.7 

21 

Xerox 

3,829 

8,197 

46.7 

2802 

6192 

45.2 

3,428 

7,349 

46.6 

22 

Goodyear 

3,722 

8,444 

44.1 

357 

611 

58.4 

2,435 

5,368 

45.4 

23 

FW  Woolwork 

3,705 

8,392 

44.1 

168" 

3006 

56.0 

1,861 

3,542 

52.5 

24 

Safeway  Stores 

3,584 

15,103 

23.7 

682 

1192 

56.8 

875 

3,339 

26.2 

25 

Procter  &  Gamble 

3,493 

10,772 

32.4 

1492 

6432 

23.2 

1,750 

6,553 

26.7 

26 

JP  Morgan 

3,207 

5,173 

62.0 

2092 

3422 

61.3 

27,312 

51,991 

52.5 

27 

Union  Carbide 

3,149 

9,994 

31.5 

423 

1,292 

32.7 

2,882 

9,659 

29.8 

28 

Colgate-Palmolive 

3,148 

5,130 

61.4 

293 

431 

68.0 

1,357 

2,578 

52.6 

29 

United  Technologies 

2,932 

12,324 

23.8 

1672 

3932 

42.5 

2,025 

7,326 

27.6 

30 

Tenneco 

2,894 

13,226 

21.9 

243 

1,519 

16.0 

2,635 

13,853 

19.0 

31 

Pan  Am  World  Airways 

2,858 

4,016 

71.2 

-3 

-88 

3.3 

NA 

3,366 

NA 

32 

Dart  &  Kraft 

2,830 

9,412 

30.1 

257 

808 

31.8 

1,355 

4,650 

29.1 

33 

Manufacturers  Hanover 

2,828 

5,189 

54.5 

1132 

2292 

49.3 

28,165 

55,522 

50.7 

34 

Sun  Co 

2,813' 

13,242' 

21.2 

2767 

8497 

32.5 

2,487 

10,955 

22.7 

35 

Phillips  Petroleum 

2,788 

13,377 

20.8 

1,038 

3,246 

32.0 

2,221 

9,844 

22.6 

36 

CPC  International 

2,737 

4,120 

66.4 

216 

389 

55.5 

1,577 

2,328 

67.7 

37 

Coca-Cola 

2,641 

5,913 

44.7 

565 

862 

65.5 

1,409 

3,406 

41.4 

38 

Minn  Mining  &  Mfg 

2,524 

6,080 

41.5 

451 

1,199 

37.6 

1,737 

5,046 

34.4 

39 

Atlantic  Richfield 

2,443 

23,744 

10.3 

522 

1,6512 

3.1 

1,109 

16,605 

6.7 

40 

Union  Oil  California 

2,333' 

10,052' 

23.2 

140s 

1,2218 

11.5 

870 

6,772 

12.8 

'Unless  otherwise  indicated.  'Includes  other  income,  ^et  income.  'Includes  proportionate  interest  in  unconsolidated  subsidiaries  or  investments.  4Average 
assets.  sIncome  before  securit)  gains  or  losses.  6Excluding  equity  in  FW  Woolworth  &  Co  Ltd.  Trofit  before  interest  and  after  taxes.  "Pretax  income.  'Ex- 
cludes international  transportation.  '"Estimate.  "Excludes  Canada  ^Includes  equity  in  earnings  of  associated  companies.  13From  continuing  opera- 
tions P/D:  Profit  over  deficit  N'A:  Not  available.  D/P:  Deficit  over  profit.  NM:  Not  meaningful. 
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The  100  largest  U.S.  multinationals 


Foreign 

Total 

Foreign 

Total 

Foreign 

operating 

operating 

Foreign 

Foreign 

Total 

Foreign 

revenue 

revenue 

as  %  of 

profit* 

profit* 

as  °/o  of 

assets 

assets 

as  °/o  of 

Rank 

rnmnanv 

V  'Fll!  Urtll  J 

(millions) 

(millions) 

total 

(millions) 

(millions) 

total 

(millions) 

(millions) 

total 

41 

J  U 1 1 1 1.MHf  ©t  JUIlllnUU 

$9  904 

$4  837 

45.6% 

$397 

$713 

55.6% 

$1,525 

$3,343 

45.6% 

49 

li  mDn<"in  Krinnc 

/Yincritdn  Didnus 

9  i  on 

4  9  77- 

51.2 

217 

783 

27.7 

1,409 

3,971 

35.5 

43 
to 

\  T 1 1 1    H  i r v»*ttt>r 

in ii  ndivcMci 

2  187 

6  312 

34.6 

86 

-262 

P/D 

1,492 

5,843 

25.5 

44 

V_  1 1  tr  111  ILdl  IMtW  IUIIV 

2  116 

4  282 

49.4 

67s 

175s 

38.1 

17,465 

41,342 

42.2 

45 

M  ormanto 

lilWlloalllW 

2,109 

6^574 

32.1 

-7 

210 

D/P 

1,494 

5^796 

25.8 

46 

I"™1  ri  i*  v  v  1  f>  r 
v ,  i ii  y>iti 

2  076 

9  225 

22.5 

-136 

-1,710 

■  8.0 

1,4X1 

6,618 

22.4 

47 

ocdiriLc  roous 

9  n^s 

8  773 

23.6 

144 

714 

20.2 

1,094 

4,237 

25.8 

48 

R  inL  ^rv  Tmct  Mpia/  York 

2  042 

3  693 

55.3 

1042 

2142 

48.6 

16^413 

34^202 

48.0 

49 

i\ |  ivcyuuius  iiius 

2  027 

8  449 

24.0 

1369 

1,269 

10.7 

1,1229 

7,355 

15.3 

50 

General  Tel  &  Elec13 

1,896 

9,979 

19.0 

742 

4782 

15.5 

3^285 

19,720 

16.7 

Sperry 

1  895 

4  785 

39.6 

272 

658 

41.4 

1,877 

4,262 

44.0 

^9 

Qp  q  re  Rnpniirlr^ 

1  889 

26  139 

7.2 

302 

5542 

5.4' 

1,397 

28,431 

4.9 

i    'i  f  it  r  t\  1 1 1  it    1  'rirfAf 
\_dlCl  Ullldl    1  IdtlUl 

1  845 

8  598 

21.5 

71 

1  053 

6.7 

1  163 

6  098 

19.1 

54 

fipttv  Oil 

1  841 

10  150 

18.1 

1,212 

2  411 

50.3 

1,879 

8,267 

22.7 

55 

Continental  Illinois 

1,828 

4,716 

38.8 

742 

2262 

32.7 

15'60010 

42^089 

37.1 

56 

NCR 

1  823 

3  322 

54.9 

249 

526 

47.3 

1,581 

3,366 

47.0 

•J  / 

r  licsiuiic 

1  790 

4  850 

36.9 

98 

3 

NM 

1,154 

3,1 19 

37.0 

58 

Hall  i  Kiirtnn 

IldlllUUI  LUll 

1,755 

8,327 

21.1 

245 

847 

28.9 

1,733 

4,724 

36.7 

59 

Trans  WnrlH 

A  Id  II 9    W  UUU 

1,751 

5,018 

34.9 

83 

126 

66.0 

863 

3,185 

27.1 

60 

Pfizer 

1  ^  72.1 

3'029 

56.8 

306 

495 

61.9 

1,631 

3^364 

48.5 

61 

1  701 

4  826 

35.3 

94 

267 

35.4 

493 

1,705 

28.9 

62 

RCA 

1  688 

8  01 1 

21.1 

1 108 

5078 

21.7 

999 

7,146 

14.0 

63 

fnntitipntnl  firmin^ 

V^UIl  llllllllal   VJ 1UUU 

1  684 

5,657 

29' 8 

102 

396 

25.7 

810 

5,321 

15.2 

64 

First  C^nimon 
nisi  VviiiLotU 

1  654 

3  415 

48.4 

-62 

632 

D/P 

12,395 

28  699 

43.2 

65 

General  Foods 

1^620 

5,960 

27.2 

65 

505 

13.0 

979 

2,979 

32.9 

66 

Deere 

1  619 

5,470 

29.6 

g 

454 

1.8 

1,280 

5,202 

24.6 

67 

Warnpr-I  amriprf 

*¥  dlllCI    LalUUCl  l 

1  593 

3  479 

45.8 

265 

564 

47.0 

1,172 

2  954 

39.7 

68 

Ainpriran  Fvnrp**** 

1  »  111  VllLllll    L  Aplv  *  " 

1,585 

5,504 

28.8 

99 

534 

18.5 

8,081 

19,709 

41.0 

69 

H  p  w  Ipft-Papifa  rn 

lltiflvll   I  dLnalU 

1  574 

3  099 

50.8 

2098 

5238 

40.0 

718 

2  337 

30.7 

70 

WR  Grace 

1^570 

6^  101 

25.7 

2738 

68  78 

39.7 

840 

4,365 

19.2 

71 

Allied  fnm 

1  531 

5  519 

27.7 

1902 

2892 

65.7 

1  147 

4,538 

25.3 

72 

Consolidat  ed  Fonds 

1  509 

5  343 

28.2 

1248 

2658 

46.6 

853 

2,263 

37.7 

73 

Hnnpv 1 1 

iiuiibj  mil 

1  509 

4  925 

30.6 

188 

525 

35.9 

1  155 

3,893 

29.7 

74 

TRW 

1,454 

4  984 

29.2 

156 

482 

32.4 

986 

2,855 

34.5 

75 

American  Home  Products 

1,43s1 

4,074' 

35.2 

251 

854 

29.4 

723 

2,370 

30.5 

76 

Gillette 

1  401 11 

2  315 

60.5 

150H 

278 

54.1 

1  080n 

1  709 

63.2 

77 

Texas  Instruments 

1,397 

4  075 

34.3 

1202 

2122 

56.6 

778 

2  414 

32.2 

78 

K  mart3 

1,378 

14,830 

9.3 

242 

26 12 

9.1 

544 

6,567 

8.3 

79 

Merck 

1,354 

2,734 

49.5 

278 

651 

42.8 

1,177 

2  866 

41.1 

80 

PepsiCo 

1,335 

5^975 

22.3 

132 

631 

20.9 

l'056 

3^418 

30.9 

81 

First  National  Boston 

1  334 

2  333 

57.2 

222 

1022 

21.6 

7  164" 

15  3844 

46.6 

82 

Bendix 

1,306 

3,862 

33.8 

1 14 

349 

32.6 

828 

2,924 

28.3 

83 

Marathon  Oil 

1,277 

8,180 

15.6 

62 

3792 

1.5 

1,755 

5,043 

34.8 

84 

American  Intl  Grmin 

illlfV  1  Hull    1 11 11  VIIUUU 

1  271 

2  710 

46.9 

228 

377 

60.6 

2  841 

6  900 

41.2 

85 

Gulf  &  Western  Inds3 

1,270 

6,885 

18.4 

170 

477 

35.7 

1,70010 

1 1,00010 

15.5 

86 

Burroughs 

I'  111  H,  11  111 

1  2671 

2  9021 

43.7 

147 

273 

54.0 

1  588 

3  855 

41.2 

87 

American  Standard 

i  iiiii  ii^iiii  iiiauuaiu 

1  267 

2  674 

47.4 

199 

314 

63.4 

644 

1  578 

40.8 

88 

Avon  Products 

H1UII    1  llllllll.ll 

1  258 

2  569 

49.0 

205 

44D 

46.5 

696 

1  571 

44.3 

89 

International  Paper 

1  254 

5  043 

24.9 

155 

426 

36.4 

811 

5  197 

15.6 

90 

Standard  Brands 

1^252 

3,018 

41.5 

91 

239 

38.0 

724 

1,608 

45.0 

91 

American  Cyanamid 

1,230 

3  454 

35.6 

17512 

33512 

52.2 

840 

2  917 

28.8 

92 

Ralston  Purina 

1,221 

4*886 

25.0 

30 

363 

8.3 

433 

2,247 

19.3 

93 

Singer 

1,210 

2,787 

43.4 

99 

150 

66!  1 

738 

1,529 

48.2 

94 

HJ  Heinz 

1,201 

2,925 

41.1 

91 

255 

35.5 

761 

1  954 

38.9 

95 

Scott  Paper3 

1,185 

3^268 

36.3 

442 

1342 

33.1 

988 

2^748 

36.0 

96 

Motorola 

1,183 

3,099 

38.2 

78 

373 

21.0 

568 

2,112 

26.9 

97 

Bristol-Myers 

1,154 

3,158 

36.6 

188 

544 

34.6 

795 

2,209 

36.0 

98 

Westinghouse  Electric 

1,126 

8,514 

13.2 

103 

652 

15.8 

729 

6,813 

10.7 

99 

Philip  Morris 

1,118 

7,328 

15.3 

130 

1,300 

10.0 

1,390 

7,366 

18.9 

100 

Ingersoll-Rand 

1,109 

2,971 

37.3 

127 

393 

32.2 

948 

2,527 

37.5 

'Unless  otherwise  indicated  'Includes  other  income.  *Net  income.  'Includes  proportionate  interest  in  unconsolidated  subsidiaries  or  investments. 
"Average  assets.  sIncome  before  security  gains  or  losses  'Excluding  equity  in  FW  Woolworth  &  Co  Ltd.  'Profit  before  interest  and  after  taxes.  "Pretax 
income.  ^Excludes  international  transportation  '"Estimate  "Excludes  Canada  'includes  equity  in  earnings  of  associated  companies.  uFrom  con- 
tinuing operations.    P/D:  Profit  over  deficit.    NA;  Not  available.    D/P:  Deficit  over  profit.    NM:  Not  meaningful. 
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Report  from  Number  One  Wall  Street 


Our  Worldwide  Corporations  Group: 
Because  multinational  treasurers 
need  international  problem-solvers. 

"If  you  have  problems  with  your  asset  and  liability  positions  in  foreign  cur- 
rencies, our  bank's  specialists  can  help."  Speaking:  Irving  Trust  Senior  Vice 
President  Wolf  Koenig. 

"For  example,  we  counsel  many  multinationals  on  their  international  trea- 
sury operations.  Our  advice  to  you  on  exposure  management  can  range 
from  formulating  sound  hedging  procedures  to  establishing  capital  structure 
guidelines  for  your  foreign  subsidiaries.  And  we  supply  the  best  mix  of 
Eurocurrency,  local  currencies,  and  U.S.  dollar  financings." 

Irving  Trust  Senior  Vice  President  Clift  Whiteman  comments  on  another 
aspect  of  the  banks  well-balanced  international  services: 

"Multinational  treasurers  require  speed  and  accuracy  when  moving  cash 
around  the  world  to  minimize  borrowings  or  optimize  short-term  invest- 
ments. Our  clients  tell  us  our  funds  transfer  capabilities  and  reporting  tech- 
nology are  first-rate. 


Senior  corporate  banking 
professionals  such  as 
H.  Clifton  Whiteman  and 
Wolfgang  W  Koenig  can 
help  your  company  do  better 
business  worldwide. 


"From  lending  to  cash  management  and  investing,  our  Worldwide 
Corporations  Group  is  geared  to  provide  quick  response  and  superior 
service  worldwide." 

To  put  your  problems  in  the  hands  of  our  Worldwide  Corporations  Group, 
just  ask.  Write  to  Irving  Trust  Company,  One  Wall  Street,  New  York,  NY 
10015.  Or  call  212-487-7267. 


Member  FDIC 


Irving  Trust 

Unique.Worldwide. 


Special  Report 
Spotlight  on  International  Business 


The  100 
largest  foreign 
companies 


Once  again,  Forbes'  list  of  the  100 
largest  foreign  companies  is  head- 
ed by  four  oil  producers  and  the  six 
huge  Japanese  trading  enterprises. 
New  to  the  top  ten,  though,  are  Italy's 
ENI  Group — now  8th  on  the  list — and 
France's  TOTAL  Group,  now  10th. 

Oil  and  natural  resource  prices  also 
meant  higher  international  promi- 
nence for  other  major  nationalized  oil 
concerns.  Petro'leos  de  Venezuela  now 
outranks  such  European  luminaries  as 
Philips  Lamp,  Volkswagen  and  Sie- 
mens— in  15th  place,  it  is  now  the 


largest  Third  World  firm.  Petroleos 
Mexicanos  with  an  80.3%  sales  gain, 
also  moved  up  sharply,  from  53rd  on 
last  year's  listing  to  32nd. 

How  do  the  top  ten  foreign  firms 
compare  in  size  to  Forbes'  U.S.  sales 
ranking?  While  Exxon  still  dominates 
any  combined  list,  Royal  Dutch/Shell 
is  second,  with  Mobil  and  GM  follow- 
ing. After  that,  however,  the  growing 
impact  of  foreign  businesses  becomes 
even  clearer:  They  make  up  10  of  the 
world's  25  largest  companies,  and  8  of 
the  top  15. 


The  100  largest  foreign  companies 


Market 


Fiscal 

Net 

value  of 

year 

Revenue1 

income 

Assets 

common2 

Corporate 

Employ* 

Company 

end 

(millions) 

(millions) 

(millions) 

(millions) 

headquarters 

Industry 

(thousai 

1  Royal  Dutch/Shell  Group 

Dec 

$77,140 

$5,176 

$68,404 

$25,5633 

UK/Netherlands 

energy 

161.1 

2  Mitsubishi  Corp 

Mar 

55,183 

183 

19,647 

3,857 

Tokyo,  Japan 

wholesaler 

13.1 

3  British  Petroleum  Ltd 

Dec 

48,052 

3,338 

38,997 

15,901 

London,  UK 

energy 

us.: 

4  Mitsui  &  Co,  Ltd 

Mar 

46,531 

124 

20,512 

1,497 

Tokyo,  Japan 

wholesaler 

13.1 

5  C  Itoh  &  Co,  Ltd 

Mar 

39,986 

143 

13,936 

1,450 

Tokyo,  Japan 

wholesaler 

10.i 

6  Marubeni  Corp 

Mar 

38,051 

75 

13,698 

1,558 

Osaka,  Japan 

wholesaler 

10. 

7  Sumitomo  Corp 

Mar 

33,320 

119 

9,028 

1,050 

Osaka,  Japan 

wholesaler 

10.1 

8  ENI  Group 

Dec 

27,112 

NA 

25,353" 

none5 

Lazio,  Italy 

energy 

122.1 

9  Nissho-Iwai  Co,  Ltd 

Mar 

26,702 

37 

8,600 

820 

Tokyo,  Japan 

wholesaler 

7.' 

10  TOTAL  Group  (Franqaise 

Dec 

23,910 

946 

16,279 

1,479 

Paris,  France 

energy 

48. 

des  Pe'troles) 

1 1  Unilever 

Dec 

23,615 

659 

13,216 

3,8353 

Netherlands/UK 

consumer  goods 

300.1 

12  VEBA  Group 

Dec 

21,972 

210 

14,080 

2,236 

Duesseldorf,  Germany 

energy 

83.! 

13  Fiat  Group 

Dec 

21,178 

60 

18,000 

1,172 

Turin,  Italy 

automotive 

342. 

14  Renault  Group 

Dec 

18,955 

185 

12,385 

none5 

Boul.-Billancourt,  Fr 

automotive 

231. 

15  Petro'leos  de  Venezuela  SA 

Dec 

18,819 

3,451 

19,337 

none5 

Caracas,  Venezuela 

energy 

37. 

16  NV  Philips  Lamp 

Dec 

18,377 

165 

18,618 

1,192 

Eindhoven,  Neth 

elec  equip 

376.' 

1 7  Volkswagen  Group 

Dec 

18,313 

171 

12,647 

1,921 

Wolfsburg,  Germany 

automotive 

257: 

18  Elf  Aquitaine  Grpup 

Dec 

18,150 

1,376 

19,935 

5,218 

Paris,  France 

energy 

45.1 

19  National  Iranian  Oil  Co 

Dec 

18,000E 

NA 

NA 

none5 

Tehran,  Iran 

energy 

Nl 

20  Siemens  Group 

Sept 

i  1  n  a  l 

1  /,y41 

TIT 

332 

noli 
1  /,81 1 

Munich,  Germany 

elec  equip 

"2  A  A  t 

21  P.S.A.  Peugeot-Citroen" 

Dec 

17,114 

254 

12,266 

346 

Pans,  France 

automotive 

289. ; 

22  Daimler-Benz  Group 

Dec 

17,084 

604 

8,773 

3,649 

Stuttgart,  Germany 

automotive 

183.- 

23  BASF  Group 

Dec 

16,499 

1976 

9,3326 

2,535 

Ludwigshafen,  Ger 

chemicals 

116. 

24  Hoechst  Group 

Dec 

16,457 

252 

12,421 

2,458 

Frankfurt,  Germany 

chemicals 

186.' 

25  Bayer  Group 

l_^CC 

1  S  S^R 
1j,ojO 

O  JO 

1  OfDDO 

Leverkusen,  Germany 

chemicals 

1  Oli  j 

1  O  1 .1 

26  INI-Instituto  Nacional 

Dec 

15,397 

-943 

27,387 

none5 

Madrid,  Spain 

multicompany 

256.: 

de  Industria 

27  Thyssen  Group 

Sept 

15,228 

62 

9,500 

859 

Duisberg,  Germany 

steel 

151. 

28  Electncite'  de  France 

Dec 

15,000 

20 

45,793 

none5 

Paris,  France 

utility 

108.' 

29  Toyota  Motor  Sales  Co 

Mar 

14,963 

151 

4,609 

1,032 

Nagoya,  Japan 

wholesaler 

5.: 

30  Petro'leo  Brasileiro  SA 

Dec 

14,836 

767 

13,490 

532 

Rio  de  Janeiro,  Brazil 

energy 

64.; 

31  Nestle 

Dec 

14,615 

408 

10,279 

3,955 

Vevey,  Switzerland 

food 

152: 

32  Petroleos  Mexicanos 

Dec 

14,579 

NA 

NA 

none5 

Mexico  City,  Mexico 

energy 

100.1 

33  Nissan  Motor  Co,  Ltd 

Mar 

14,383 

462 

9,304 

5,581 

Tokyo,  Japan 

automotive 

59.> 

34  Toyoto  Motor  Co,  Ltd6 

lune 

14,178 

615 

7,921 

6,511 

Toyota  City,  Japan 

automotive 

47. 

35  Deutsche  Bundesbahn 

Dec 

14,023 

-2,096 

50,8964 

none5 

Frankfurt,  Germany 

transportation 

344. 

36  Imperial  Chemical  Ind  Ltd 

Dec 

13,295 

-47 

14,510 

4,582 

London,  UK 

chemicals 

143.: 

37  Kanematsu-Gosho  Ltd 

Mar 

13,190 

2 

4,916 

194 

Tokyo,  Japan 

wholesaler 

3.! 

38  Toyo  Menka  Kaisha,  Ltd 

Mar 

13,150 

11 

4,326 

287 

Osaka,  Japan 

wholesaler 

4.: 

39  Nippon  Steel  Corp 

Mar 

13,056 

495 

13,810 

4,611 

Tokyo,  Japan 

steel 

71.' 

40  Hitachi,  Ltd 

Mar 

12,823 

502 

12,438 

4,317 

Tokyo,  Japan 

elec  equip 

143.- 

41  Matsushita  Electric 

Nov 

12,713 

543 

11,437 

5,913 

Osaka,  Japan 

elec  equip 

107. 

Industrial  Co,  Ltd 

42  The  Electricity  Council 

Mar 

12,523 

81 

18,901 

none5 

London,  UK 

utility 

158.1 

43  Nippon  Oil  Co,  Ltd 

Mar 

12,159 

99 

5,669 

4,458 

Tokyo,  Japan 

energy 

11.. 

'Revenue  is  for  "group"  or  consolidated  and  excludes  excise  taxes, and  duties.  2As  of  Dec.  31.  1980  ^Combined  market  value  "Figures  for  year  ended  Dec. 

1979  Government,  privately  owned  or  cooperative.  6Not  fully  consolidated.    NA:  Not  available.  E:  Estimated. 

General  Notes.  Revenue  and  net  income  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  convened  at  rate  of  exchange  at  fiscal  year-end.  Figures 

1980  were  used  for  those  March  fiscal-year  companies  for  which  1981  results  were  not  available  at  press  time. 
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The  100  largest  foreign  companies 


Market 

Fiscal 

Net 

value  of 

year 

Revenue1 

income 

Assets 

common2 

Corporate 

Employees 

Company 

end 

(millions) 

[millions) 

(millions) 

(millions) 

headquarters 

Industry 

(thousands) 

!  4  B.A.T  Industries  Ltd 

Dec 

$11,900E 

$549 

$  9,678 

$2,098 

London,  UK 

multicompany 

177.0 

5  Nichimen  Co,  Ltd 

Mar 

11,434 

11 

3,682 

253 

Osaka,  Japan 

wholesaler 

3.4 

■6  Barclays  Bank  Group 

Dec 

11,301 

810 

88,476 

2,919 

London,  UK 

banking 

116.0 

-7  Credit  Lyonnais  Group 

Dec 

11,101 

102 

103,261 

333 

Paris,  France 

banking 

45.9° 

\l8  CAMPS  A 

Dec 

11,087 

30 

2,034 

48 

Madrid,  Spain 

energy 

9.8 

o 
y 

h,ouo 

none 

V  It  llllti,  AUMIKI 

ryi  o  f  1  1  C 

Verwaltungs  AG 

10  Banque  Nationale  de  Paris 

Dec 

11,008 

212 

108,200 

466 

Paris,  France 

banking 

49.0 

Group 

>1  Mitsubishi  Heavy  Ind,  Ltd 

Mar 

10,997 

101 

13,385 

2,404 

Tokyo,  Japan 

indl  machinery 

95.3 

-12  ENEL 

Dec 

10,657 

-1 

NA 

none5 

Rome,  Italy 

utility 

1 16.4 

>3  National  Westminster  Bk 

Dec 

10,629 

721 

82,447 

2,166 

London,  UK 

banking 

80.0 

j>4  Cie  Ge'ne'rale  d'Electricite' 

Dec 

10,400E 

75E 

6,909" 

569 

Paris,  France 

elec  equip 

172.0 

i  >5  Idemitsu  Kosan  Co,  Ltd 

Mar 

10,367 

1 

8,058 

none5 

Tokyo,  Japan 

energy 

9.9 

>6  St-Gobain-Pont-a-Mousson  Dec 

10,291 

215 

9,399 

985 

Paris,  France 

building  prods 

163.5 

17  Tengelmann  Group 

June 

10,200E 

NA 

NA 

none5 

Muelheim,  Germany 

retailer 

30.0 

58  RWE  Group 

June 

10,194 

229 

12,775 

3,105 

Essen,  Germany 

energy 

68.0 

59  British  National  Oil  Co 

Dec 

10,055 

205 

2,859 

none5 

Glasgow,  Scotland 

energy 

1.7 

50  Petrofina  SA 

Dec 

9,745 

323 

7,339 

2,147 

Brussels,  Belgium 

energy 

23.0 

51  NV  Nederlandse  Gasunie 

Dec 

9,581 

40 

2,787 

none5 

Groningen,  Neth 

energy 

1.7 

52  Deutsche  Bank  Group 

Dec 

9,120 

242 

89,123 

3,190 

Frankfurt,  Germany 

banking 

44.1 

53  Socie'te'  Ge'ne'rale  Group 

Dec 

9,113 

188 

90,794 

734 

Paris,  France 

banking 

44.4 

54  Montedison  Group 

Dec 

9,085 

-1 

10,346 

394 

Milan,  Italy 

chemicals 

105.5 

55  Ruhrkohle 

Dec 

9,035 

17 

6,596 

none5 

Essen,  Germany 

mining 

136.8 

56  Pechiney  Ugine  Kuhlmann  Dec 

9,018 

144 

7,586 

505 

Paris,  France 

metals  , 

89.1 

57  Tokyo  Electric  Power  Co6 

Mar 

8,865 

-146 

22,698 

4,777 

Tokyo,  Japan 

utility 

39.2 

58  Le  Groupe  Thomson 

Dec 

8,646 

NA 

8,1744 

316 

Paris,  France 

elec  equip 

131.5 

59  Gutehoffnungshutte  Group 

June 

8,606 

486 

5,926° 

709 

Oberhausen,  Germany 

industrial  equip 

86.1 

70  Canadian  Pacific  Ltd 

Dec 

8,539 

499 

10,914 

2,609 

Montreal,  Canada 

multicompany 

121.5 

71  Toshiba  Corp 

Mar 

8,296 

191 

7,920 

2,445 

Kawasaki,  Japan 

elec  equip 

98.0 

72  National  Coal  Board 

Mar 

8,158 

^47 

7,041 

none5 

London,  UK 

energy 

297.0 

73  Kansai  Electric  Power  Co6 

Mar 

8,153 

440 

16,837 

3,225 

Osaka,  Japan 

utility 

23.9 

74  AEG-Telefunken  Group 

Dec 

8,077 

-164° 

4,326° 

475 

Frankfurt,  Germany 

elec  equip 

138.1 

75  SNCF 

Dec 

8,045 

-159 

19,3724 

none5 

Paris,  France 

transportation 

250.0 

76  Empain-Schneider4 

Dec 

7,921 

2 

NA 

112 

Paris,  France 

industrial  equip 

123.0 

77  British  Gas  Corp 

Mar 

7,663 

446 

6,527 

none5 

London,  UK 

utility 

104.4 

78  Friedrich  Krupp  Group 

Dec 

7,657 

34 

4,933 

none5 

Essen,  Germany 

steel 

85.7 

79  Bank  Hapoalim  B.M. 

Dec 

7,633 

125 

17,004 

880 

Tel  Aviv,  Israel 

banking 

9.3 

10  Honda  Motor  Co,  Ltd 

Feb 

7,596 

420 

4,674 

1,863 

Tokyo,  Japan 

automotive 

38.5 

1 1  Credit  Agricole 

Dec 

7,554° 

368 

106,646 

none5 

Paris,  France 

banking 

65.5 

12  Dunlop  Pirelli  Union 

Dec 

7,514 

NA 

NA 

none5 

London,  UK 

automotive 

151.0 

13  NV  DSM 

Dec 

7,504 

13 

4,555 

none5 

Heerlen,  Netherlands 

chemicals 

31.4 

14  Michelin  Group 

Dec 

7,325 

72 

8,467 

597 

Clermont-Ferrand,  Fr 

automotive 

133.0E 

15  Mannesmann  Group 

Dec 

7,212 

96 

4,866 

1,228 

Duesseldorf,  Germany 

industrial  equip 

103.5 

16  Rhone-Poulenc  Group 

Dec 

7,146 

-461 

6,573 

438 

Paris,  France 

chemicals 

95.0 

17  Ciba-Geigy  Ltd 

Dec 

7,113 

182 

10,027 

2,085 

Basle,  Switzerland 

chemicals  &  drugs 

81.2 

B8  ESTEL  NV 

Dec 

7,036 

-246 

4,960 

2133 

Nijmegen,  Neth 

steel 

77.5 

19  Finsider  Group4 

Dec 

6,933 

-322 

13,642 

214 

Rome,  Italy 

steel 

110.6 

90  Cie  Financiere  Paribas 

Dec 

6,788 

173 

52,647 

889 

Paris,  France 

banking 

26.0 

91  British  Steel  Corp 

Mar 

6,772 

-1,189 

7,439 

none5 

London,  UK 

steel 

166.4 

92  Suez  Group 

Dec 

6,714 

207 

57,680 

626 

Paris,  France 

banking 

36.3 

93  BL  Limited 

Dec 

6,693 

-1,246 

5,421 

1,124 

London,  UK 

automotive 

157.5 

94  General  Electric  Co  Ltd 

Mar 

6,556 

546 

6,515 

7,943 

London,  UK 

elec  equip 

188.0 

95  Rio  Tinto-Zinc  Corp  Ltd  Dec  6,504  387  9,016  2,433 

96  Robert  Bosch  Group  Dec  6,500E  100E  4,433"  none5 

97  Maruzen  Oil  Co,  Ltd  Mar  6,445  -1  4,417  827 

98  Karstadt  Group  Dec  6,277  NA  2,578"  724 

99  Akzo  Group  Dec  6,264  -35  4,513  236 
00  Royal  Bank  of  Canada  Oct  6,221  301  52,294  2,039 


London,  UK 
Stuttgart,  Germany 
Osaka,  Japan 
Essen,  Germany 
Arnhem,  Netherlands 
Montreal,  Canada 


metals 

automotive 

energy 

retailer 

chemicals 

banking 


65.8 
121.6 
6.1 
84.2 
83.1 
36.9 


'Revenue  is  for  "group"  or  consolidated  and  excludes  excise  taxes  and  duties.  2As  of  Dec.  31,  1980.  Combined  market  value.  "Figures  for  year  ended  Dec.  31,  1979. 
sGovernment,  privately  owned  or  cooperative.  6Not  fully  consolidated.  NA:  Not  available.  E:  Estimated. 

General  Notes:  Revenue  and  net  income  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  rate  of  exchange  at  fiscal  year-end  Figures  for 
980  were  used  for  those  March  fiscal-year  companies  for  which  1981  results  were  not  available  at  press  time. 
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Hugely  successful  NBI  and  CPT  couldn't 
disagree  more  on  what  strategy  to  take  in 
the  booming  word-processor  market.  Curi- 
ously, they  may  both  be  right. 


You  take  the 
high  road 


The  Up-And-Comers 


By  Larry  Marion 


Dean  F.  Scheff  and  Thomas  S.  Kav- 
anagh both  started  companies  that 
make  word  processors,  those  smart 
typewriters  with  a  memory  and  a  TV 
screen  that  any  skittish  secretary  is 
afraid  of.  Both  compete  in  a  crowded 
(147  companies)  $2  billion  market 
dominated  by  IBM,  Xerox,  Wang  and 
Lanier.  And  both  are  hugely  successful. 

Sales  at  Scheff's  CPT  Corp.  in  sub- 
urban Minneapolis  reached  $100  mil- 
lion in  the  fiscal  year  ended  in  June, 
up  66%  from  last  year's  $60  million. 
Kavanagh's  company,  NBI  Inc.  of 
Boulder,  Colo.,  is  several  years  youn- 
ger but  almost  as  big:  fiscal  1981  sales 
of  $60  million  or  so,  up  82%  from 
1980.  Both  confidently  predict  they'll 
have  no  trouble  topping  the  30% -a- 
year  growth  rate  forecast  for  their 
industry  over  the  next  four  years. 
Each  of  them  manages  to  earn  at  least 
10%  aftertax  on  sales,  and  returns  on 
equity  in  the  mid-20s — about  the 
same  as  IBM. 

What's  curious  about  Scheff's  CPT 
and  Kavanagh's  NBI  is  that  the  two 
companies  are  based  on  strategies 
that  contradict  each  other: 

•  Former  typewriter  dealer  Scheff 
built  CPT  on  the  sales  efforts  of  inde- 
pendent office  equipment  vendors  in 
Small  Town,  USA.  Former  IBM  engi- 
neer Kavanagh  pushed  NBI  by  selling 
direct  to  medium-size  companies. 
Scheff  feared  IBM  and  wanted  allies. 
Kavanagh  felt  he  needed  direct  con- 
tact with  larger  customers.  "By  talk- 
ing directly  with  the  users,  we  were 
able  to  find  their  most  difficult  and 
lucrative  problems,"  he  says. 

•  CPT  is  trying  to  increase  the 
number  of  uses  for  its  equipment  by 


Tom  Kavanagh  of  NBI  Inc. 


Dean  Scheff  of  CPT  Corp. 
Solutions,  not  hardware. 


adding  functions  related  to  processing 
data,  like  computer-generated  charts; 
NBI  ridicules  the  inherent  compro- 
mise in  performance  by  not  optimiz- 
ing the  design  for  one  or  the  other. 

•  CPT  will  soon  assemble  most  of 
its  circuit  boards  internally  to  main- 
tain quality  and  reduce  costs;  NBI 
farms  out  everything  to  dozens  of  sub- 
contractors who,  says  Kavanagh,  can 
boost  production  in  less  time. 

Background  and  temperament  help 
to  account  for  such  differences  in  cor- 
porate direction  and  philosophy.  Kay- 
anagh,  46,  a  cofounder  of  another 
high-flying  computer  company,  Stor- 
age Technology,  is  the  cool  and  calcu- 
lating type.  On  weekends  he  goes 
hang  gliding,  motorcycling  or  flying  in 
his  own  airplane — sports  that  require 
precise  control  for  survival.  He  runs 
NBI  the  same  way. 

Kavanagh  was  lured  to  NBI  in  1975 
when  it  was  four  guys  in  an  upstairs 
loft  with  a  product  nobody  wanted. 
Howard  W.  Selby  IE,  the  legendary 
engineering  genius,  had  designed  a 
small  computer  for  shopkeepers  to  use 
for  processing  their  accounts  receiv- 
ables and  other  data-handling  chores. 
The  market  already  had  them;  so 
NBl's  first  product  was  a  flop.  Nobody 
would  buy  an  old  idea  from  a  new 
company.  Kavanagh  didn't  see  the 
ugly  duckling,  though,  just  the  swan. 

"I  was  interested  in  office  equip- 
ment, not  accounting  tools,"  he  says. 
"It  was  obvious  to  me  that  the  office 
was  where  the  next  big  electronics 
bang  was  going  to  occur  after  the  data- 
processing  flourish  of  the  mid-1970s." 
Kavanagh  simply  rewrote  the  pro- 
gramming for  Selby's  machine,  train- 
ing it  to  move  words  around  on  a 
screen  before  they  were  printed  out 
on  paper. 

That  was  the  last  time  Kavanagh 
concentrated  on  the  product.  "This 
industry  is  marketing-oriented,"  he 
says.  "No  matter  how  good  the  prod- 
uct is,  the  company  with  the  best 
sales  force  will  be  the  most  success- 
ful." With  job-hopping  rampant  in  the 
industry,  Kavanagh  puts  his  money 
where  his  mouth  is. 

The  federal  government,  NBI's  larg- 
est customer,  halted  new  office-equip- 
ment sales  in  January.  Kavanagh 
quickly  took  his  entire  federal  mar- 
keting team  off  commission  and  put 
them  on  full  salary.  It  was  not  a  free 
ride.  "I  told  them  to  camp  out  at  the 
Pentagon  until  they  got  some  orders. 
We  expected  the  defense  agencies  to 
be  the  first  ones  back,"  he  says.  Kav- 
anagh realized  that  some  of  the  extra 
weapons  money  approved  by  the  Rea- 
gan Administration  would  go  for  word 
processors.  He  was  right.  NBI  re- 
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ceived  a  Navy  contract  in  May 
amounting  to  several  hundred  thou- 
sand dollars. 

Dean  Scheff  isn't  about  to  ride  a  mo- 
torcycle or  fly  a  hang  glider.  He  tries  to 
avoid  hazards  wherever  possible. 
That's  why  he  peddles  his  equipment 
in  markets  off  the  beaten  track.  A  for- 
mer typewriter  dealer  who  had  short 
stints  at  Univac  and  Honeywell,  he  es- 
tablished himself  as  a  word-processor 
manufacturer  in  1971.  He  had  disas- 
sembled a  mechanical  IBM  typewriter 
and,  with  the  help  of  a  technician,  re- 
built it  with  more  reliable  electronic 
parts  and  a  magnetic  tape  memory. 
Then  he  headed  for  dealers  in  such  out- 
of-the-way  places  as  Muncie,  Ind., 
places  where  IBM  wouldn't  bother  to 
go  with  its  similar  product.  By  picking 
the  most  knowledgeable  dealers  in 
small  towns,  Scheff  rapidly  expanded 
his  sales  force  and  CPT  thrived. 

Success  almost  destroyed  the  com- 
pany in  1979.  Scheff  hired  a  complete 
layer  of  management — three  vice 
presidents  with  prior  experience  at 
big  computer  companies — to  propel 
the  company  from  entrepreneurship 
to  "professional  management."  Scheff 
needed  them  to  help  him  manage  the 
booming  business  from  new  technolo- 
gy incorporated  into  a  vastly  im- 
proved word  processor  with  superior 
memory  and  more  capability  than  the 
existing  system.  Instead  of  smoothing 
the  growth  pattern,  the  new  manage- 
ment almost  destroyed  CPT. 

Raw  materials  inventories  bal- 
looned: up  400%,  to  $10  million  in 
1980,  and  production  slowed.  The 
problem,  as  CPT  later  discovered  to 
its  dismay,  was  that  it  was  getting 
other  companies'  reject  parts:  Half  of 
the  assembled  systems  didn't  work 
when  tested.  Why  did  it  happen?  Un- 
prepared for  the  big  influx  of  parts, 
CPT  failed  to  inspect  them  first — a 
big  mistake  in  the  computer  business. 

Pondering  all  this  during  the  long 
return  flight  from  Australia,  where  he 
had  been  placating  an  outraged  dis- 
tributor, Scheff  realized  he  needed  to 
start  all  over  again.  What  he  had  to 
have  was  a  chief  of  staff  who  knew 
the  basics  of  how  to  run  a  company. 
"I'd  never  worked  in  middle  manage- 
ment before,"  says  Scheff,  his  Jimmy 
Carter  smile  fading.  "I'd  had  to  do 
things,  like  hire  senior  people,  with- 
out a  teacher.  I  finally  decided  I'd 
reached  my  level  of  incompetence." 

Scheff  then  hired  Gary  Holland,  for- 
merly vice  president  of  Toro,  the  fal- 
tering lawn  mower  company.  Holland 
had  quadrupled  foreign  sales  in  six 
years  at  Toro,  and  Scheff  saw  in  the 
blond-haired  M.B.A.  the  critical  qual- 
ity CPT  needed:  someone  who  could 


The  Up-And-Comers 

both  find  and  manage  a  team. 

Holland  restructured  the  company, 
doubling  the  percentage  of  the  manu- 
facturing work  force  devoted  to  qual- 
ity control  to  19%.  "Instead  of  put- 
ting out  hundreds  of  fires,  I  ignored 
them,"  says  Holland,  39.  "By  restruc- 
turing the  company  to  serve  its  mar- 
ket better,  I  solved  the  underlying 
problem." 

As  entrepreneurial  chaos  led  to  pro- 
fessional calm,  CPT  was  ready  to 
grow  with  its  customers.  Sales  leaped 
75%,  to  $60  million  last  year.  Now 
CPT  is  introducing  new  enhance- 
ments to  his  top-of-the-line  machine, 
incorporating  features  demanded  by 
his  customers.  Scheff's  dealers  and 


"I'd  never  worked  in  middle 
management  before.  I  had 
to  .  .  .  hire  senior  people.  I  fi- 
nally decided  I'd  reached 
my  level  of  incompetence." 


customer  contacts  said  that  the  CPT 
word  processor  should  also  be  able  to 
process  data — do  things  such  as  pro- 
duce charts  and  graphs. 

Kavanagh  says  that  there  are  perfor- 
mance tradeoffs.  As  in  any  compro- 
mise, a  word  processor  cannot  be  as 
efficient  a  number  cruncher  as  a  data 
processor.  Since  design  philosophies 
are  not  amenable  to  technology  fixes, 
Kavanagh  gloats,  those  pseudo-data 
processors  won't  satisfy  the  market- 
place for  long:  "Every  guy  who  goes 
around  selling  a  hybrid  is  planting  a 
little  seed  for  us  to  harvest."  Scheff 
knows  what  the  market  wants,  while 
Kavanagh  knows  what  the  market 
needs.  One  has  only  to  think  of  auto- 
mobile airbags  to  realize  that  people 
will  usually  buy  what  they  want,  not 
what  they  need. 

For  example,  a  case  in  point  oc- 
curred when  IBM  showed  the  world 
something  every  user  wanted  but  no 
seller  had  thought  of.  IBM's  Display- 
writer,  introduced  in  1980,  included 
an  automatic  dictionary — misspelled 
words  were  highlighted  on  the  screen. 
Kavanagh  smiles  at  IBM's  wisdom 
and  foolishness.  "The  concept  of  find- 
ing errors  is  a  good  one,"  he  says.  "But 
if  it  doesn't  improve  productivity,  it 
could  be  a  disaster.  Displaywriter 
doesn't  improve  productivity  because 
it  doesn't  correct  the  mistakes,  only 
highlights  them."  Displaywriter  was 
a  big  hit  for  a  while,  with  a  nine- 
month  backlog  and  hurting  competi- 
tors like  Lanier.  The  market  soon 


wised  up  to  its  limitations  despite  a 
rock-bottom  price,  $7,895,  and  the 
backlog  is  now  down  to  five  weeks — 
about  the  same  for  CPT  and  NBI.  That 
doesn't  mean  business  as  usual, 
though:  A  superior  spelling  package  is 
coming,  Scheff  and  Kavanagh  each 
promise. 

By  keeping  out  of  IBM's  way,  and 
broadening  the  product  and  manufac- 
turing base  to  serve  his  customers  as 
they  grow,  the  more  conservative 
Scheff  hopes  for  longevity,  if  not  glo- 
ry. With  a  big  grin,  he  says,  "If  I  never 
sell  a  machine  to  a  Forbes  500  com- 
pany, I  can  still  be  a  $1  billion  com- 
pany by  the  end  of  the  decade."  And  a 
profitable  one,  despite  the  big  capital- 
spending  plans  for  new  factories  in 
Minnesota  and  Ireland.  Earnings  per 
share  will  probably  be  up  by  33%, 
to  about  $2.40  this  year.  That  gives 
CPT  a  price/earnings  ratio  of  more 
than  25-to-l,  and  insiders  control 
20%  of  the  stock  to  ward  off  prospec- 
tive takeovers. 

Over  at  NBI,  Kavanagh  isn't  appre- 
hensive. With  only  5%  to  10%  of  the 
potential  market  already  equipped 
with  a  word  processor,  he's  too  busy 
hiring  people  to  take  orders  to  worry 
about  1990.  NBI's  earnings  per  share 
will  be  up  more  than  50%  this  year,  to 
about  75  cents,  and  with  a  price/earn- 
ings ratio  of  above  40,  Kavanagh  isn't 
worried  about  takeover.  "The  market 
value  of  NBI— about  $300  million — is 
way  above  what  any  reasonable  per- 
son would  cough  up  these  days." 

For  the  umpteenth  time,  Scheff  re- 
minds Forbes,  "People  buy  solutions 
to  problems,  not  hardware."  But  the 
fundamental  strategies  of  NBI  and 
CPT  continue  to  grow  further  and  fur- 
ther apart — NBI  recently  introduced 
new  hardware  to  link  as  many  as  64 
different  word  processors  in  a  net- 
work, while  CPT  is  looking  for  robots 
to  reduce  manufacturing  costs  and 
improve  productivity. 

What  strategy  is  likely  to  prevail? 
Which  "solution"  will  prove  to  be  the 
right  one?  Quite  possibly  both,  if 
Scheff  and  Kavanagh  know  their  mar- 
kets as  well  as  they  seem  to.  Because 
the  "problems"  being  solved  change 
greatly  as  one  moves  from  NBI's  me- 
dium-size companies  to  CPI's  far 
smaller  ones.  NBI's  customers  need 
networks,  CPT's  customers  want 
lower  prices. 

So  Dean  Scheff  and  Tom  Kavanagh 
can  continue  disagreeing  with  one  an- 
other, and  both  can  continue  to  be 
right.  That's  one  of  the  virtues  of  a 
broad-based  expanding  market  when 
entrepreneurs  have  a  clear  idea  of  the 
wants  and  the  needs  of  their  chosen 
customer  niche.  ■ 
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Out-of-sig 


meanou 


Radio  signals  don't  reach  submarines  when 
they're  deep  under  water. 

But  that's  going  to  change. 

One  day  soon,  communications  with 
submarines  may  be  routine,  wherever  in  the 
world  they  are. 

Lasers  and  GTE  are  the  reasons  why. 

Underwater  communications 
from  outer  space. 

Our  Sylvania  Systems  Group  is  developing  a 
way  to  allow  a  satellite  to  pass  messages  on  to 
submerged  submarines.  Messages  will  reach 
the  satellite  over  ordinary  microwave  radio, 
then  will  be  sent  to  submarines  by  a  very  special 
laser  that  can  penetrate  far  below  the  ocean's 
surface. 

Advanced  communications  is  our  job. 

We  have  developed  a  laser  for  satellite-to- 
satellite  communications  that's  so  fast  it  could 
transmit  the  entire  Encyclopedia  Britannica 
in  a  single  second. 

And  a  sun-powered  laser  that  can  operate 
for  years  in  space. 

And  a  mobile  laser  tracking  system  that 
gives  instant  position  data  on  such  things  as 
the  space  shuttle,  test  aircraft  and  other  air- 
borne devices.  ( It  used  to  take  several  days  to 
get  this  information. ) 


Some  other  GTE  projects: 

Computer-controlled  telephone  systems, 
both  for  military  and  commercial  use ; 

Flight-deck  communications  providing  5( 
clear  channels  in  a  very  noisy  environment ; 

Intrusion  detection  systems  with  centra 
computer  control  over  as  many  as  1500  al, 

Voice  security  systems  you  can  use 
standard  telephone  lines. 

We're  not  just  telephones. 

Yes,  to  twenty-seven  million  people, 
the  phone  company.  To  millions  more,  we'] 
leader  in  electronic,  electro-optic  and  s 
communications. 

GTE  is  telecommunications.  And  a 
deal  more. 


Taxing  Matters 


Kdited  By  Richard  Greene 


A  progress  report  on  the  never-ending  tax- 
ing struggle  of  the  states  with  each  other, 
the  Feds  and  their  citizens. 


States' 
fights 


By  Jane  Carmichael 


IN  THEIR  NEVER-ENDING  quest  for 
more  revenues,  state  govern- 
ments have  often  eyed  the 
greener  grass  of  income  outside  their 
borders.  So  it's  no  surprise  to  see  yet 
one  more  state — Illinois — adopt  re- 
cently the  so-called  unitary  concept 
of  taxation,  already  in  effect  in  18 
states.  That  method,  pioneered  in 
California,  allows  a  state  to  get  at  the 
profits  of  an  out-of-state  company  if 
it  has  a  subsidiary  within  the  state's 
borders. 

States  that  use  unitary  methods  ap- 
ply a  formula— usually  taking  into  ac- 
count sales,  payroll  and  property 
owned — to  figure  out  what  portion  of 
the  parent's  total  business  (often  in- 
cluding other  subsidiaries  as  well)  is 
attributable  to  the  local  sub.  Say  Illi- 
nois figures  that  10%  of  Connecticut 
Widget  is  based  in  Illinois.  Then  it 
will  tax  10%  of  Connecticut  Widget's 
total  profits — regardless  of  how  much 
the  company  actually  made  in  Illinois 
proper. 

The  most  controversial  wrinkle  in 
unitary  taxation  is  "worldwide  combi- 
nation," which  extends  the  long  arm 
of  the  state  taxman  overseas.  This  can 
damage  international  relations — it  al- 
most scotched  the  U.S. -U.K.  tax  treaty 
of  1979.  As  a  result,  although  only  half 
a  dozen  states — including  California, 
Oregon  and  Illinois — use  worldwide 
combination,  a  bill  is  wending  its  way 
through  Congress  that  would  prohibit 
it  altogether. 

The  justification  for  unitary  tax- 
ation is  that  often  the  parent  is  suffi- 
ciently integrated  with  its  subsidiar- 
ies for  the  whole  company  to  be 
deemed  indivisible — hence  the  name. 
When  this  is  the  case,  the  logic  goes, 
the  only  way  to  arrive  at  a  fair  tax  is 
via  the  artificial  formula.  Naturally, 


companies  go  to  great  lengths  to 
prove  they  are  not  unitary.  W.R. 
Grace,  for  example,  is  arguing  in  a 
Wisconsin  court  that  it  is  unitary  only 
if  cows  eat  chocolate — because  one  of 
Grace's  two  Wisconsin  subsidiaries 
makes  chocolate  and  the  other  per- 
forms artificial  insemination  on  cat- 
tle. A  related  issue  is  what  kinds  of 
income  can  be  included  in  the  unitary 
tax  base — the  U.S.  Supreme  Court  re- 
cently held  that  Vermont  could  tax 
Mobil's  dividends  from  foreign  sub- 
sidiaries because  some  of  that  oil  ulti- 
mately made  its  way  to  Vermont. 

Most  of  the  court  decisions  to  date 
seem  to  indicate  that  in  spite  of  the 
controversy,  unitary  taxation  is  here 
to  stay.  What  plays  in  Peoria.  .  .  . 

lake  that! 

gift  M  Picture  this:  Ohio  de- 
cides it  would  be  a 
good  idea  to  protect 
^^^^^^  the  local  insurance 
industry,  so  it  passes  a  law  taxing  out- 
of-state  insurers  at  a  higher  rate  than 
in-state  ones.  California  takes  this 
personally  and  says,  in  effect,  "All 
right,  be  that  way.  We'll  just  tax  Ohio 
insurance  companies  doing  business 
here  at  the  same  rate  that  you  tax  our 
companies  doing  business  in  Ohio." 
That's  called  a  "retaliatory'  tax."  Mas- 
sachusetts cast  the  first  stone  in  1837, 
and  46  states  now  have  some  form  of 
retaliatory  tax  on  insurance  compa- 
nies, which  makes  for  a  pretty  byzan- 
tine  tax  system.  The  net  result  is  that 
most  states  favor  in-state  insurers. 
One  Ohio  company  recently  chal- 
lenged California's  retaliatory  tax  as 
discriminatory,  but  the  U.S.  Supreme 
Court  ruled  the  tax  is  constitutional 
because  in  1945  Congress  left  insur- 
ance regulation  to  the  states.  So  there. 


Underground  taxes 
Part  1 

IHQk^r    When  states  squabble 

B  among  themselves, 
Uncle  Sam  may 
smile  benignly.  But 
when  they  step  on  Uncle's  toes — 
watch  out.  The  Supreme  Court  has 
decided  that  Louisiana's  "first  use" 
tax  on  offshore  natural  gas  passing 
through  the  state  on  its  way  to  points 
beyond  was  not  constitutional.  In  the 
first  place,  said  the  Court,  the  tax 
interfered  with  interstate  commerce 
because  it  did  not  apply  to  gas  that 
stayed  in  the  state.  Besides,  it  went 
on,  the  first  use  tax  usurped  the  feder- 
al government's  jealously  guarded 
right  to  regulate  the  price  and  trans- 
portation of  natural  gas.  Natural  re- 
source taxes  in  general  are  getting  a 
lot  of  attention  these  days.  Take  Mon- 
tana, for  example.  .  .  . 


Underground  taxes 
Part  2 

m  /_  A  Montana  has  been  in 

court  for  three  years 
W  defending  its  30% 
""i^.*  p  -  severance  tax  on  sub' 
bituminous  coal  mined  in  the  state, 
and  is  now  awaiting  a  final  decision 
from  the  U.S.  Supreme  Court.  The  4 
mining  companies  and  1 1  utilities 
that  filed  the  suit  contend  that  the  tax 
is  so  high  it  interferes  with  interstate 
commerce  and  undermines  the  feder- 
al policy  promoting  the  use  of  coal  to 
replace  other  fuels. 

Sound  familiar-  A  Montana  official 
nervously  points  out  that  his  state's 
case  is  different  from  Louisiana's  for 
three  reasons:  Montana's  right  to  tax 
isn't  being  challenged,  just  the  rate; 
the  tax  applies  to  all  coal,  whether  it 
is  used  in  the  state  or  passed  on,  so  it 
doesn't  interfere  with  interstate  com- 
merce; and  there  are  no  federal  price 
regulations  on  coal  for  the  tax  to 
infringe  on.  Besides,  he  points  out, 
the  effective  rate  is  "only"  22% — 
Montana  deducts  all  other  taxes  from 
the  price  of  the  coal  before  applying 
the  severance  tax — and  on  a  Btu  ba- 
sis, it's  comparable  to  and  often  less 
than  severance  taxes  on  oil  in  other 
states. 


Moo-la 

Montana  recently  cut  its  personal 
property  tax  on  cattle  from  8%  of 
market  value  to  4%.  Proposition  13, 
ranch  style? 
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Scraping 
the  barrel 


It  looks  like  Massa- 
chusetts may  be  go- 
ing down  to  the  wire 
on  Proposition  2V2 
(Forbes^Wom  24,  1980)— the  state  leg- 
islature still  hasn't  done  anything 
much  about  raising  new  revenue  to 
replace  that  lost  because  of  the  tax- 
cutting  measure.  "Massachusetts  is  a 
state  where  you'll  find  a  lot  of  buck 
passing  back  and  forth,"  says  one  Bos- 
ton accountant. 

But  this  is  mighty  dangerous  buck 
passing.  As  cities  can  no  longer  afford 
police,  fire  and  other  necessary  ser- 
vices, the  state  inches  closer  to  chaos 
in  the  streets  this  summer.  Is  nothing 
being  done?  There  are  several  options 
under  discussion.  Governor  Edward 
King  has  just  introduced  a  bill  to  cor- 
rect a  few  technical  deficiencies  in 
Prop  2'/2,  with  a  couple  of  revenue- 
raising  riders  attached.  If  passed,  the 
law  would  raise  the  minimum  tax  on 
corporations  in  the  state,  increase  the 
tax  on  subsidiaries  of  out-of-state  cor- 
porations and — as  a  sweetener — lower 
the  capital  gains  tax  on  individuals. 
The  legislature  is  also  kicking  around 
the  idea  of  broadening  the  sales  tax 
base  to  include  food  and  clothing  and 
imposing  a  tax  on  things  like  haircuts 
and  Red  Sox  tickets.  Meanwhile,  the 
Massachusetts  Taxpayers  Founda- 
tion, an  industry-supported  group,  has 
proposed  a  stopgap  measure — House 
Bill  3304,  known  as  "Share  the  Pain." 
That  proposal  would  increase  rev- 
enue-sharing with  localities  from 
40%  to  50%  of  year-to-year  increases 
in  state  collections. 

A  ceiling 
on  home  taxes 

Home  assessment  in- 
creases are  in  a  class 
Wr     with    termites  and 
leaking    roofs.  The 
only  major  difference  is  that  often  you 
can  vote  against  the  assessor  when 
election  day  comes. 

Therefore  it  was  with  great  trepida- 
tion that  New  York  politicians  faced 
the  1975  decision  by  a  court  of  appeals 
that  they  had  to  start  assessing  prop- 
erty at  full  market  value — a  practice 
that  can  result  in  proportionally  larger 
tax  increases  on  homeowners  than  on 
businesses. 

With  tax  revolt  fever  epidemic,  the 
legislature  was  caught  in  a  bind:  How 
to  comply  with  the  law  without 
touching  off  the  volatile  tempers  of 
homeowning  taxpayers?  The  latest 


proposal,  which  comes  from  Gover- 
nor Hugh  Carey,  would  gradually 
phase  in  full-market-value  assess- 
ment, during  which  time  localities 
could  in  effect  continue  to  assess  resi- 
dential and  commercial  property  at 
different  rates. 

But  here's  the  really  interesting 
part:  a  clause  that  would  tie  property 
taxes  in  New  York  City  directly  to 
ability  to  pay,  at  least  temporarily. 
Called  a  "circuit  breaker,"  the  law 
sets  a  ceiling  on  property  tax  as  a 
percentage  of  income.  Most  states 
have  some  such  provision  for  the  el- 
derly, disabled  or  veterans,  but  New 
York  City's  would  be  among  the  most 
liberal,  applying  to  any  taxpayer  as 
long  as  his  income  is  not  above 
$50,000  and  his  home  not  worth  more 
than  $200,000.  Any  property  tax  paid 
beyond  the  cap  amount  (which  would 
vary  with  the  homeowner's  income 
bracket)  would  be  refunded  by  way  of 
the  city's  income  tax. 

Sneaky 

dBHHBfkjff  "You  can  lose  Volks- 
HgR  wagens  in  some  of 
the  potholes  around 
here,"  sputters  Joe 
Murphy,  chief  counsel  of  the  Majority 
Caucus  of  Pennsylvania's  state  legisla- 
ture. "And  a  tremendous  number  of 
bridges  are  about  to  collapse." 

The  state  of  the  Commonwealth's 
roads  isn't  unique  by  a  long  shot,  but 
the  Republican  proposal  for  dealing 
with  the  problem  appears  to  be.  Rath- 
er than  raise  the  state's  11-cents-a- 
gallon  gas  tax  any  further — like  most 
other  states — they  want  to  levy  a 
3.5%  tax  on  the  seller  of  petroleum 
products  (the  ever  popular  oil  com- 
pany) the  first  time  the  oil  changes 
hands  inside  the  state  to  raise  about 
$192  million  the  first  year. 

Since  there  is  no  prohibition  on 
passing  the  extra  pennies  along  to  the 
pump,  that  is  no  doubt  where  the  tax 
will  ultimately  end  up.  But  the  real 
genius  of  the  Pennsylvania  tax  is 
this:  As  gasoline  prices  rise,  so  will 
the  tax  receipts,  unnoticed  and  un- 
proclaimed.  That's  indexation,  pure 
and  simple. 

Good  riddance 

MHivJ  Ever  since  the  spec- 
tacular Chemical 
Control  Corp.  fire  in 
^^T*    Elizabeth,   N.J.  last 
year,  the  Garden  State  has  been  infa- 
mous for  its  hazardous-waste  disposal 
problems.  In  fact,  the  state  was  aware 
of  problems  at  the  CCC  site  before  it 
blew,  which  is  why  Assemblyman 


Raymond  Lesniak  sponsored  a  bill — 
passed  in  1980— to  expand  a  special 
compensation  fund  by  taxing  sellers 
of  petroleum  products  and  other  haz- 
ardous chemicals.  The  first  $25  mil- 
lion so  raised  was  to  go  to  clean  up  the 
CCC  warehouse,  and  after  that  the 
fund  would  be  used  for  other  sites. 
Well,  the  plant  blew  up  before  the 
work  was  finished,  but  the  state  con- 
tinued with  its  plan. 

Good  idea,  said  the  Feds,  and  came 
up  with  a  national  clean-up  Super- 
fund — for  which  many  of  the  same 
companies  are  to  be  taxed.  Trouble  is, 
the  U.S.  now  claims  its  tax  preempts 
a  state's  right  to  tax  hazardous 
wastes,  even  though  Superfund  won't 
cover  all  New  Jersey's  dumps.  Neither 
Lesniak  nor  New  Jersey  thinks  much 
of  this  policy,  and  both  have  sued  in 
federal  court.  Other  states  with  haz- 
ardous-waste fees  and  taxes — Florida, 
for  example — are  watching  for  the 
outcome.  "If  the  federal  government 
wants  to  clean  upall  our  dumps,  that's 
fine  with  me,"  says  Lesniak. 


Gotcha 

MHHHBbrv^KWhen  it's  a  question 
HH  of  who'll  hold  the 
money — you  01  your 
state — you  can  bet 
the  state  isn't  going  to  lose.  As  such, 
lots  of  states  have  been  raising  the 
penalties  and  interest  rates  charged 
on  overdue  taxes.  It  had  been  getting 
so  that  it  was  almost  cheaper  to  in- 
vest the  money  and  pay  late  charges. 
Well,  Iowa  has  taken  the  idea  one  step 
further.  To  guarantee  that  citizens  are 
always  better  off  paying  their  taxes 
than  paying  late  charges,  it  has 
hitched  its  interest  rate  on  late  taxes 
to  the  prime  rate. 

Effective  next  year,  the  interest  on 
overdue  income  taxes — individual 
and  corporate — will  be  2%  below  the 
12-month  trailing  average  prime, 
with  a  minimum  of  9%.  The  federal 
government  has  a  similar  arrange- 
ment, but  Iowa  will  refigure  its  rate 
more  frequently — every  year,  versus 
every  two  years  for  the  IRS. 

Oils  well 
that  ends  well 

^■■■HflV^pLast  September  Alas- 
HH  ka  repealed  its  in- 
come tax  on  mdivid- 
'  uals  and  fiduciaries 
retroactively  to  Jan.  1,  1979.  Even  so, 
its  1980  tax  collections  were  up  59%, 
making  it  1  of  only  1 1  states  to  keep 
up  with  inflation.  With  federal  budget 
cuts  looming,  it's  nice  to  have  oil  in 
the  backyard.  ■ 
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Sure,  the  U.S.  productivity  numbers  look  bad,  but  think  twice 
before  you  blame  it  on  a  vanished  work  ethic.  We  have  problems, 
but  they  are  problems  of  public  policy,  not  of  morale. 


The  myth  of  the 
lazy  American 


By  Jerry  Flint 


Inside  General  Electric  Co.'s  15-year-old  TV 
plant  at  Portsmouth,  Va.,  the  work  pace  isn't  quite 
furious  but  it's  darn  fast.  The  workers — mainly 
women,  young,  middle-aged  and  older,  white  and  black — 
snap  in  harnesses,  solder  connections  and  assemble  the 
sets  as  they  whip  down  the  line.  They're  working  hard. 

"This  year  we're  running  for  a  productivity  increase  of 
13%,"  says  Roger  Keesee,  the  manufacturing  manager. 
"That's  what  we  promised.  We'd  better  do  it."  That  is  up 
from  the  10%  gains  GE  has  averaged  at  Portsmouth  in 
recent  years.  More  is  coming.  Upstairs  in  the  test  room 
Keesee  shows  off  some  expensive  new  equipment.  In  a  few 
months,  tiny  but  complex  chip  connections  will  be  made 
by  a  new  method  under  a  video  enlarges  the  job  will  be 
transferred  from  faraway  Singapore  to  Portsmouth.  "We'll 
save  50  cents  a  set"  with  the  new  technology  and  Ameri- 
can workers,  he  brags. 

At  the  other  end  of  the  big  plant  there  is  something  else 
he  likes  to  show  off:  the  loading  area.  Here  the  boxed  TV 
sets  come  rolling  in  on  moving  lines,  a  laser  reader  picks 
out  identifying  numbers  and  sends  the  boxes  bumping  into 
separate  paths  where  they  are  stacked  automatically — the 
19-inch  sets  with  the  19-inch  sets — for  carting  to  the 
warehouse.  That's  productivity,  he  says,  and  it  gets  rid  of 
the  back-bending  work  of  sorting  those  TV  sets.  Then 
there's  the  new  screw  gun  that  loads  automatically  and 
increases  production  100%.  But  a  wrong-size  screw  would 
jam  the  loader.  There's  no  worker  to  spot  the  odd  size  as 
he  loads  manually.  Answer:  Incoming  screws  are  dumped 
into  a  vibrating  bin  sorter,  channeled  into  a  slot  where  a 
laser  beam  measures  them,  300  a  minute.  The  rejects  are 
discarded  automatically. 

Technology  isn't  the  only  factor.  This  year  GE  will  send 
all  of  the  2,800  workers  on  an  hour-and-a-half  tour  of  their 
own  plant  to  make  sure  they  understand  the  total  manu- 
facturing process.  When  changes  are  coming,  the  company 
likes  to  spread  the  word  well  in  advance.  The  black-and- 
white-set  production  will  be  moving  out  in  another  year  or 
so,  as  the  workers  know.  Production  of  more  complicated 
and  more  profitable  color  sets  will  replace  it. 

Everybody  gains  from  the  productivity  success:  GE, 
unlike  some  rivals,  still  is  making  TVs  in  the  U.S.,  the 
workers  have  their  jobs — with  an  average  $7.34  an  hour 
plus  $2.20  in  fringes — and  Americans  can  buy  a  color  TV 
for  under  $300  just  as  they  could  half  a  dozen  years  ago. 
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"GE  workers  are  on  a  par  with  anyone  in  the  world," 
says  Frank  Doyle,  a  vice  president.  If  Asians  are  faster  on 
simple  tasks,  Americans  compensate  with  more  complex, 
valuable  work  at  a  slower  pace,  he  says. 

He's  not  alone.  "On  a  given  item  in  shipbuilding,  we're 
as  competitive  as  anyone  in  the  world,"  says  Jack  Gilbride, 
chairman  of  Todd  Shipyards  Corp.  "Look  at  the  repair 
business,  the  increase  in  foreign  flag  business  in  our 
yards,"  he  says  as  proof.  This  doesn't  mean  that  foreign 
workers  aren't  good,  but  things  can  get  a  little  exaggerated, 
he  says.  "They  don't  have  the  pulling  and  tugging  that  we 
do,  but  if  we've  got  the  work,  everyone — our  unions — 
cooperates,  too."  That  does  not  mean  productivity  is  no 
worry.  "The  problem  here  is  the  stop  and  start.  We've  got 
1-2-3,  meaning  one  ship  order  one  year  and  two  more 
orders  three  years  later."  That's  no  way  to  get  productiv- 
ity, but  you  can't  blame  it  on  the  workers. 

Over  at  Ford  in  Dearborn,  Mich.,  Dennis  Oberly,  direc- 
tor of  business  strategy  development,  says,  "We  have  the 
■willing  workers  and  we're  trying  to  bring  on  the  new 
technology."  He  says  that  the  American  automobile  indus- 
try in  overall  productivity — -capital,  labor,  technology — 
"probably  is  near  the  top  if  not  at  the  top."  Many  in  the 
industry  figure  its  plants  and  workers  equal  or  top  the 
operations  in  Europe. 

At  Deere,  the  Moline,  111.  tractormaker,  Michael  Plun- 
kett,  industrial  relations  vice  president,  says:  "We  don't 
believe  our  employees  take  a  backseat  to  anyone  when  it 
comes  to  working  efficiently,  doing  their  jobs  competently 
and  turning  out  products  of  the  highest  quality."  In  Okla- 
homa City,  Fleming  Cos.,  a  food  wholesaler  with  $2.8 
billion  in  volume  last  year,  says  it  has  had  six  consecutive 
annual  productivity  gains,  5.8%  last 
year  and  3.5%  in  the  first  quarter  of 
this  year.  Some  of  that  comes  from 
new  computerized  and  mechanized 
warehouses  but  some  comes  from 
common  sense.  "We've  got  the 
80/20  problems,"  says  E.  Dean 
Werries,  president.  "You  know, 
20%  of  the  items  [and  there  are 
6,500  to  7,000  items  stocked] 
provide  80%  of  the  volume. 
Stacking  the  high-volume  items 
near  the  dock,"  he  says,  "saves 
time  dragging  them  to  the  trucks 
and  back."   Simple?   "It's  not 


"How  do  you  build  200,000 
cars  a  year  if  you  re  lazy, 
drunk  and  dopey? 
Were  building  a  good-quality 
car,  too.  They  just 
bad  us  building  the  wrong 
car  before. " 


Still  ahead,  but . . . 


done  by  many  companies  in  the  business,"  Werries  says. 

Listen  to  Lyle  Waters,  29  years  old,  in  Downey,  Iowa. 
"It's  like  any  small  rural  town.  Dogs  run  around  and 
knock  over  your  trash,  people  park  semitrailers  in  the 
street,"  he  says. 

Lyle  is  a  farmer  and  he's  part  of  American  productivity, 
on  the  road  at  6:30  a.m.  in  the  pickup  to  the  cow  barn.  The 
morning  is  a  good  time  for  artificial  insemination,  so  he'll 
work  in  the  barn  for  some  three  hours  with  his  father  or 
two  brothers.  Then  it's  out  ten  miles  to  the  cornfields. 

"After  we  get  done  planting  the  950  acres  of  row  crop  in 
the  spring,  we  have  to  cut 
hay,  rotary  hoe,  brand  cat- 
tle and  mend  fences.  After 
the  Fourth  of  July  the  corn 
is  too  big  to  cultivate. 
That's  when  we're  breed- 
ing cows.  That  takes 
about  three  hours.  Then 
in  the  afternoons  this 
summer  we're  fencing 
seven  acres  of  hilly  ground 
for  planting  walnut  trees. 
From  whenever  we  start 
planting  until  July,  an  av- 
erage day  won't  end  until 
dark.  We  work  most  Sun- 
days, too." 

The  family  farm's  rev- 
enues were  $600,000  last 
year  but  the  money  goes 
into  such  items  as  debt 
service  ($100,000  last 
year),  or  for  machinery, 
like  the  new  $100,000 
combine,  or  for  more  land. 
Each  man  takes  out  just 
$500  a  month  from  the 
1,500-acre  spread. 

Why  work  14-hour  days? 


Other  nations  may  be  moving  taster  than  the  U.S.  in 
the  drive  for  productivity  but  the  U.S.  is  still  ahead  as  a 
nation,  and  still  far  ahead  of  Japan.  When  you  start  low, 
of  course,  gains  are  easier  to  come  by. 


Gross  domestic  production  per  employed  person  (U.S. 
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"I  can't  imagine  doing  anything  else.  And  with  our  setup, 
if  somebody  really  hates  a  particular  job,  there's  always 
someone  else  to  do  it." 

A  vanished  work  ethic?  Not  down  on  the  farm.  Lyle  and 
his  fellow  farmers  are  the  most  productive  in  the  world. 
Although  gains  are  slowing — after  past  breakthroughs  in 
machinery,  seed  and  fertilizer  use,  productivity  has  now 
leveled  at  about  1%  a  year — more  are  likely  to  come.  "We 
may  have  plateaued  now,  but  the  only  question  is  when 
the  next  technological  breakthrough,  a  new  variety  of 
soybeans  or  wheat  or  harvesting  or  storing  technique,  will 

happen,"  says  Kenneth 
Clayton,  chief  of  the  food 
and  agricultural  policy 
branch  of  the  Agriculture 
Department. 

The  payoff  is  in  food  ex- 
ports for  a  hungry  world, 
profits  for  the  farm  busi- 
ness and  still  reasonable 
prices  for  Americans. 
"The  same  market  basket 
of  food  that  took  the  con- 
sumer an  hour  and  a  half 
of  labor  to  buy  in  1950  de- 
clined to  one  hour  of  work 
in  1967  and  today  requires 
53  minutes,"  says  Lloyd 
Teigen,  an  Agriculture 
Department  economist 
specializing  in  technology 
and  productivity. 

But  you  always  knew 
farmers  worked  hard? 
They  shouldn't  count? 
How  about  those  auto 
workers  then? 

"We  read  the  papers. 
We're  drunk,  lazy,  dopey," 
says  Robert  Valpredo,  43, 
with    a    thin    crop  of 
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Bob  Valpredo  doesn't  sing  the 
company  song  before  the  day 
starts,  take  a  quick  five  for  push- 
ups or  sit  cross-legged  in  any 
"Quality  Circle, "  but  this  is  bis  atti- 
tude: "If  I  don't  do  my  job, 
I  won't  have  a  job. " 


. . .  Costs  are  a  problem 


Manufacturers  get  into  trouble  when  their  costs  outrun 
productivity  gains.  Big  wage  and  benefit  jumps  over  the 
years  are  swell  for  workers  but  they  have  weakened  the 
nation's  competitive  position. 


squared-off  graying  hair  and  a  tired  look  because  he's  just 
put  ten  hours  on  the  line  at  Ford  Motor  Co.'s  Wayne, 
Mich,  assembly  plant.  "How  do  you  build  200,000  cars  a 
year  if  you're  lazy,  drunk  and  dopey?"  he  asks.  "We're 
building  a  good-quality  car,  too.  They  just  had  us  building 
the  wrong  car  before."  Bob's  plant  makes  the  new  small 
Escort/Lynx  models  and  it  is  rolling  ten  hours  a  day,  five 
days  a  week  and  Saturdays,  too,  when  there  are  enough 
engines. 

He's  a  relief  inspector,  which  means  he's  filling  in  for 
others  all  day,  checking  on  the  headlight  wiring,  the  wiper 
hoses,  the  power  steering, 
the  locks  to  make  sure  the 
keys  work,  the  ceiling  lin- 
er for  smoothness,  the 
windshield  pillar  and 
trunk  molding  for  fits  to 
prevent  leaks.  Some  in- 
spections are  by  sight — 
the  paint,  for  example; 
some  are  by  feel,  like 
reaching  under  the  wiper 
motor  to  make  sure  a  clip 
is  tight  before  the  wiper 
blade  goes  in,  so  that  it 
won't  fall  off. 

"If  anything's  wrong, 
you've  got  to  catch  it  be- 
fore it  leaves  your  zone. 
The  deeper  it  gets  into  the 
system  [the  assembly 
line],  the  worse  it  gets. 
Catch  it  quick.  Once 
those  panels  are  on,  it  be- 
comes a  major  repair,  and 
once  they  have  to  tear  it 
down,  that's  where  the 
quality  goes." 

Bob  Valpredo  doesn't 
sing  the  company  song  be- 
fore the  day  starts,  take  a 
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quick  five  for  push-ups  or  sit  cross-legged  in  any  "Quality 
Circle,"  but  this  is  his  attitude:  "If  I  don't  do  my  job,  I 
won't  have  a  job.  That's  how  I  feel,"  he  says.  At  62.5  cars 
an  hour,  relaxing  comes  on  the  half-hour  breaks  (morning 
and  afternoon)  and  lunch.  There's  no  sitting  down  on  the 
line.  "It's  hard  on  your  feet.  The  legs  are  tired  all  the  time. 
Eight  hours  are  okay  but  ten  hours  beat  you  up."  It's 
starting  to  warm  up  in  the  plant  now.  "If  it's  90  outside,  it 
will  be  100  inside.  We  hump  it  through  August.  But  if  you 
want  hot,  go  to  the  paint  shop. 

"I  promised  myself  I'd  never  work  in  a  factory,  but  here  I 

am,"  he  says,  smiling.  Up 
at  5  a.m.  and  on  the  line  at 
6:30.  He  was  a  gasoline 
dealer  once,  but  for  the 
last  17  years  he  has 
worked  at  Ford.  "Hey,  I 
was  selling  gas  at  22.9 
cents  a  gallon  and  the  guy 
next  door  was  18.9.  You 
can  guess  how  much  gas  I 
sold." 

Does  he  like  it?  "It'snot 
a  matter  of  liking  it.  It's 
what  you've  got  to  do,  and 
you  do  the  job  right,  like 
the  Marines,"  says  this 
ex-Marine. 

The  line  pays  $10.52V2 
an  hour,  and  with  ten 
hours  overtime  a  week 
that  can  push  the  week's 
gross  past  $550.  That's 
not  too  much  to  the  men 
on  the  line,  but  carmakers 
say  the  pay-fringe  total  is 
$8  above  Japanese  labor 
costs.  That  differential 
plus  generous  paid  time 
off  "is  too  great  to  over- 
come," says  Roger  Smith, 
General  Motors  chair- 
man. "All  our  great  tech- 
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There  are  exceptions,  of  course — 
sloppiness,  idling,  goofing  off. 
But  it  is  bard  to  travel 
through  industrial  America  and 
not  come  away  thinking  that 
the  people  remain 
hardworking  and  skillful. 


nology  and  even  the  magic  of  robots  cannot  make  up  this 
difference."  That  debate  will  probably  peak  in  1982's  con- 
tract talks.  Like  any  good  union  man,  Bob  says  he's  against 
giving  up  money  or  time  off  but  he  doesn't  draw  any  battle 
lines.  "If  it's  reasonable,"  he  says. 

But  what  about  the  youngsters?  Is  the  generation 
brought  up  on  TV  willing  to  work?  Christian  Wheeler,  a 
16-  year-old  black  going  into  the  11th  grade  in  Hyattsville, 
Md.,  is.  He  puts  in  20  hours  a  week  after  school,  for  $3.35 
an  hour,  at  the  local  Gino's. 

"I  do  most  of  my  work  on  my  feet,"  he  says.  "The  only 
time  I  get  to  sit  down  is  when  I  take  a  break.  After  you've 
worked  for  over  five  hours,  then  you  get  a  30-minute 
break,  but  you  don't  get  paid  when 
you  take  one."  That's  no  complaint, 
just  life  in  fast  food. 

He's  spent  nine  months  behind  the 
register,  or  in  the  back  making  sand- 
wiches or  cleaning  up,  or,  when  he's 
lucky,  working  the  salad  bar.  "Not 
that  many  people  buy  salads  and  it's 
easy  to  stack  and  clean  up."  Produc- 
tivity? He  knows  what  it  is.  "I  don't 
like  half-stepping  on  the  job.  That's 
when  somebody  knows  what  they're 
supposed  to  do  but  they  don't  do  it. 
That's  not  right.  And  sometimes  that 
makes  it  harder  on  me,  because  I 
have  to  clean  up  behind  them." 

Christian  Wheeler  is  no  slouch, 
and  neither  is  blond  Jim  Murphy,  31, 
who  has  put  in  almost  five  years  at 
Shell's  refining  and  petrochemical 
complex  at  Deer  Park,  Tex.  Over  the 
docks  on  the  Houston  Ship  Channel, 
a  50-mile  canal  connecting  Houston 
with  the  Gulf  of  Mexico,  pass  80 
products.  Murphy  moors  barges  and 
ships,  connecting  them  to  hoses  that 
carry  their  liquids  in  and  out  of  pipe- 
lines into  the  complex,  as  well  as 
operating  valves  and  collecting  sam- 
ples for  testing.  That's  hard  manual 


labor  in  the  typically  90  degrees-plus  Texas  summer. 

Then  there's  the  cargo.  "Caution"  and  "No  Smoking' 
signs  are  everywhere  along  with  others  that  read  "Cancer 
Hazard  In  This  Area."  Get  phenol  on  four  square  inches  of 
skin  and  you  may  die. 

Jim  recalls  that  lightning  struck  a  load  of  crude  oil, 
exploding  it  as  he  was  coming  on  the  3  p.m. -to- 11  p.m. 
shift  21  months  ago.  The  ship  broke  into  three  parts,  killed 
three  on  board  and  injured  a  dockworker.  The  fire  spread 
to  an  alcohol  tank  behind  the  docks.  "There  was  another 
tank  of  alcohol  within  20  feet  and  there  was  a  chance  of  it 
getting  hot  and  exploding,  too,  so  we  had  to  fight  the  fire 
and  keep  the  other  tank  cool  at  the  same  time." 


The  illusion  of  gain 


Some  industries  run  up  impressive  productivity  gains  even  nowadays, 
but  pay  and  output  don't  have  to  be  connected.  In  steel,  pay  jumps 
averaged  more  than  10%  a  year,  8  times  the  productivity  gain.  Result: 
well-paid  steel  workers  but  industry  decline  and  fewer  jobs. 


Average  annual  percent  change,  1974-79 
Synthetic  fibers ; 
Telephone  communications 
Copper  mining  recoverable  metal 
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Before  you  cuss  out  the  unions, 
remember  this:  Unions  do  not  dic- 
tate; it  takes  two  parties  to  make  a 
union  contract,  workers  and  man- 
agement. Surrendering  may  have 
avoided  some  costly  strikes,  but  in 

the  end  the  piper  had  to  be  paid. 


Still,  Murphy,  a  Vietnam  veteran,  likes  the  job.  "Sure, 
it's  dangerous  but  somebody's  got  to  do  it.  And  the  money 
and  the  benefits  are  good" — about  $26,000  expected  this 
year  to  support  his  wife  and  three  children. 

Manipulating  the  heavy  hoses  in  the  heat  will  produce  a 
layer  of  sweat  in  a  few  moments  but  that's  not  his  real 
problem.  "We  still  work,  we  still  put  out,"  he  says.  "You 
work  five,  six,  seven  days  a  week,  but  the  more  you  work, 
it  seems  the  worse  off  you  are.  You  make  a  dollar  more, 
everything  else  goes  up  a  dollar  and  a  half.  I  don't  think 
we're  all  getting  lazy,  but  it's  giving  people  a  bad  attitude." 

There  are  exceptions,  of  course — sloppiness,  idling,  goof- 
ing off.  But  it  is  hard  to  travel  through  industrial  America 
and  not  come  away  thinking  that  the  people  remain  hard- 
working and  skillful. 

Why  then  are  the  productivity  numbers  so  bad?  One 
problem  is  that  productivity  has  two  meanings.  One  is  the 
human  meaning — how  hard  are  people  working?  In  that 
sense  Americans  get  pretty  good  marks.  The  other  mean- 
ing is  the  economists'  one — how  many  units  or  how  much 
dollar  value  are  they  producing  per  man-hour?  Here  the 
story  is  less  good.  Manufacturing  productivity  gains 
slowed  from  a  2.8%-a-year  average  during  1959-69  to  2.5% 
a  year  during  1969-79,  to  only  1.7%  a  year  during  1973-78, 
down  to  just  a  1%  gain  in  1979.  In  1980  productivity 
declined  0.5%.  In  steel,  the  West  German  industry  is  now 
approaching  the  U.S.  producers  in  productivity  and  the 
Japanese  have  surpassed  us. 

Economists  have  all  kinds  of  reasons.  Some  blame  the 
post- World  War  II  birthrate  and  social  change.  These 
economists  would  say  that  the  huge  crop  of  new  entrants 
in  the  job  market,  the  women  and  minorities,  are  inexperi- 
enced and  drag  down  productivity.  There  may  be  some- 
thing to  that. 

Others  blame  the  tax  laws,  high  marginal  rates  on  per- 
sonal incomes,  taxes  on  savings  and  depreciation  rates. 
The  idea  is  that  taxes  discourage  savings  that  go  into 
investment,  and  lagging  investment  slows  productivity 
gains.  A  lot  of  truth  here. 

Some  blame  Ralph  Nader  and  the  Sierra  Club  and  all  the 
regulations  they  spawned.  The  idea  is  that  they  diverted 
the  capital  funds  needed  for  productivity  equipment,  or 


kept  manpower  filling  out  government  forms  instead  of 
producing.  "We've  got  24,000  people  in  this  corporation 
working  on  government  regulations,"  GM's  Roger  Smith 
complained  to  Forbes.  If  they  were  only  working  on  some- 
thing productive  it  would  help,  he  said.  There's  truth  here, 
too,  but  the  point  is  the  same:  You  can't  say  Americans  are 
lazy  just  because  the  bureaucracy  has  taken  an  environ- 
mentalist good  thing  and  turned  it  into  a  millstone. 

Some  blame  business  schools  and  pension  funds  on  the 
grounds  that  they  have  pushed  for  short-term  gains,  caus- 
ing a  falloff  in  long-term  research  and  product  or  technical 
development.  Good  point. 

Inflation  gets  a  good  share  of  the  blame,  for  it  causes 
investment  uncertainty  while  high  interest  rates  hold 
back  investment.  High  oil  prices  divert  money  to  the  oil 
bill  from  the  investment  till,  or — as  one  theory  has  it — 
cause  manufacturers  to  hold  back  on  substituting  energy- 
using  equipment  for  manpower. 

The  unions?  Are  they  the  problem?  In  some  industries, 
yes:  featherbedding  on  railroads,  artificially  low  work  lim- 
its in  construction,  high  pay  and  low  workloads  in  the 
airlines.  In  New  York  City  the  Transit  Authority  agrees 
not  to  hire  part-time  bus  drivers,  which  means  it  must  hire 
one  full-time  driver  to  cover  the  morning  rush  hour,  and 
another  full-timer  for  the  afternoon  rush  hour,  or  go  into 
costly  overtime.  The  result:  growing  nonunion  competi- 
tion in  construction  and  the  airlines,  or  higher  costs  and 
declining  service  on  the  transit  lines,  or  inroads  by  foreign 
competitors  in  autos  and  steel. 

But  before  you  cuss  out  the  unions,  remember  this: 
Unions  do  not  dictate;  it  takes  two  parties  to  make  a 
union  contract,  workers  and  management.  Smaller  busi- 
nessmen and  manufacturers  frequently  curse  General  Mo- 
tors and  the  steel  and  construction  industries  for  surren- 
dering to  the  unions  on  terms  that  smaller  fellows  cannot 
afford.  Surrendering  may  have  avoided  some  costly  strikes, 
but  in  the  end  the  piper  had  to  be  paid:  General  Motors 
itself  is  saddled  with  labor  costs  that  make  it  difficult  for  it 
to  compete  with  the  Japanese — labor  costs  that  are  going 
to  penalize  profitability  for  years  to  come. 
The  labor  relations  vice  president  of  a  major  U.S.  manu- 
facturer says  something  else,  too.  "We  have 
some  union  plants  that  are  every  bit  as  pro- 
ductive as  our  nonunion  plants,"  but  it  takes 
more  of  an  effort  from  the  management.  Why? 
One  reason  is  that  the  union  plants  gener- 
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We  need  to  worry  about  a 
management  system  that 
encourages  the  short  view. 
The  American  worker  is  taking 

the  rap  for  a  lot  of 
things  that  his  politicians  and 
executives  are  doing  wrong. 


ally  tend  to  be  older,  larger  fac-  - 
tories,  while  the  nonunion  oper- 
ations are  newer  and  smaller.  But  he 
admits  that  without  a  union  the  plant 
managers  pay  more  attention  to  the 
workers  and  plant  problems.  At  union 
locations,  "we  stopped  dealing  with 
employees  directly.  Employee  under- 
standing of  the  business  deteriorated. " 

That  hurt  productivity.  "We're  try- 
ing to  fix  that,"  he  says. 

For  all  of  this,  it  might  surprise  some 
readers  to  learn  the  U.S.  still  is  in  the 
game  and  still  number  one.  The  De- 
partment of  Labor's  Bureau  of  Labor 
Statistics  says  real  gross  domestic 
product  per  employed  person — the  na- 
tional measure  of  productivity — 
shows  the  U.K.  39.5%  behind  the  U.S., 
Italy  trails  by  39.4%,  West  Germany 
by  11.3%,  France  by  10.6%,  Canada 
and  Holland  by  8%,  and  Japan  behind 
the  U.S.  by  31.6%. 

It  must  be  a  mistake,  you  say.  Possi- 
bly Japan's  inefficient  farms  and  trad- 
ing practices  weigh  down  the  national 
averages.  Aren't  their  superfactories 
and  singing  workers  supposed  to  put 
ours  in  the  Dark  Ages?  Not  quite,  says 
a  BLS  expert.  "Japan's  total  manufac- 
turing productivity  may  be  very  close 
to  ours.  What  you  get  for  Japan  is 
some  export-oriented  industries  with 
very  high  productivity.  But  when  you 
get  away  from  the  biggest  companies, 
the  picture  changes." 

Maybe  it's  healthy  that  Americans 
are  in  a  self-critical  mood;  self-criti- 
cism and  self-improvement  go  togeth- 
er. In  that  respect  we  certainly  need  to 
worry  about  tax  laws  that  encourage 
spending  and  discourage  saving,  and 
about  the  effect  of  continuing  inflation 
on  traditional  values.  We  need  to  worry 
about  a  management  system  that  en- 
courages the  short  view.  But  these  are 
problems  of  public  policy,  and  not  prob- 
lems of  essential  morale.  There's  noth- 
ing seriously  wrong  with  the  American 
work  ethic  that  couldn't  be  cured  by 
sounder  tax  laws  and  a  more  enlight 
ened  and  long-sighted  corporate 
management.  The  American 
worker  is  taking  the  rap  for  a  lot 
of  things  that  his  politicians  and 
executives  are  doing  wrong.  ■ 


The  difference  management  can  make 


Construction  workers  would  be 
a  lot  more  efficient  if  they  spent 
more  of  their  time  constructing. 
That's  the  chief  finding  in  a 
study  by  John  Borcherding,  as- 
sociate professor  of  engineering 
at  the  University  of  Texas,  of 
work  on  nuclear  power  plants. 
One-third  of  a  typical  crafts- 
man's time  on  the  job,  Bor- 
cherding found,  was  spent  in 
traveling  to  get  tools,  going  to 
the  bathroom,  taking  breaks, 
getting  instruction  and  other  in- 
cidentals. Another  29%  is  spent 
waiting — for  tools,  scaffolding, 
materials,  or  for  another  crew  to 
get  out  of  the  way. 

It  could  soon  get  worse.  Bor- 
cherding figures  that,  if  present 
trends  continue,  construction 
labor  per  kilowatt  in  a  nuclear 
plant  will  soar  to  45  hours  by 
the  end  of  the  decade,  from  20 
man-hours  per  kilowatt  in  the 
late  1970s.  Efforts  at  efficiency 
are  complicated  by  the  meticu- 
lous safety  requirements  in  nu- 
clear construction,  of  course.  If  a 
welding  crew  is  stymied  by  a 
problem  with  one  job,  it  must 
wait  while  a  substitute  task  is 
approved  by  inspectors,  ex- 
plains H.D.  Bnmer,  a  construc- 
tion manager  for  Bechtel  Corp. 
Getting  alternative  assignments 
approved  in  advance,  he  says, 
can  produce  impressive  results: 
Pipefitters  who  spent  30%  to 
35%  of  their  time  working  are 
now  working  45%  to  55%. 


Sound  easy?  It  took  a  year  to 
figure  out  the  mechanics. 

Construction  workers  appear 
to  have  one  of  the  nation's  poor- 
est productivity  records.  One 
Commerce  Department  study 
indicates  a  2%  annual  produc- 
tivity decline  since  1967.  But 
the  figures  may  be  distorted. 
New  designs  calling  for  less  ma- 
terial, for  example,  may  lower  a 
productivity  number  when  it's 
measured  by  the  quantity  of  the 
material  used. 

Some  folks  nevertheless  fear 
that  construction  workers  just 
don't  work  as  hard  as  they  used 
to.  "On  the  average,  most  work- 
ers just  do  what  they  have  to  do 
and  no  more,"  says  Al  Dragotto, 
a  62-year-old  cabinetmaker  in 
Los  Angeles.  High  wage  rates 
and  restrictive  work  rules  in  the 
industry  spawned  the  growing 
open-shop  movement,  but  "you 
will  find  good  and  bad  workers 
in  both  union  and  nonunion," 
Dragotto  says. 

There's  no  doubt,  though, 
that  better  managing  can  make 
a  difference  in  construction. 
Brown  &  Root,  the  big  open- 
shop  contractor,  discovered  that 
half  the  craftsmen  on  an  ethyl- 
ene plant  job  near  Houston  who 
came  to  the  tool  room  were 
walking  away  empty-handed — 
the  tool  man  was  too  busy  or 
didn't  have  the  tool  wanted. 
More  clerks  were  added  and  pro- 
ductivity improved.— J.F. 
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LISTENING  WELL 
DOESN'T  MEAN 
SAYING  YES. 

It's  human  nature  to  suspect 
we  aren't  being  listened  to  whenever 
we  arerit  agreed  with. 

To  quote  a  pointed  piece  of  office 
sarcasm:  "If  you  don't agree  with  me, 
then  I  obviously  haven't  made  myself 
clear!' 

But  the  fact  is,  no  one's  less 
likely  to  be  a  uyes  man"  than  someone 
who  listens  well 

To  us  at  Sperry,  listening  isn't 
just  a  selling  tool  It's  a  corporate 
philosophy. 

To  our  customers,  it  means  were 
committed  to  understanding  their 
problems,  without  bias  or  preconcep- 
tion, and  telling  them  the  truth.  Even 
if  the  truth  isn't  what  they  want 
to  hear. 

To  our  employees,  it  means  we 
know  management  has  no  monopoly 
on  good  ideas.  So  we  listen-even 
to  things  that  we  don't  want  to  hear. 

Listening  is  making  Sperry 
a  better  corporation,  and  a  more 
exciting  place  to  work. 

As  a  company  determined  to  be 
at  the  forefront  of  every  industry  we 
serve,  no  one  better  knows  the  need 
for  unorthodox  thinking,  diverse 
ideas. 

"Yes  men" are  a  luxury  we  simply 
can't  afford. 


«4*  SPERRY 

We  understand  how  impcrrtant  it  is 

to  listen. 

Sperry  is  Sperry  Unwac  computers,  Sperry  New  Holland 

farm  equipment,  Sperry  Vickers  fluid  power  systems, 
and  guidance  and  control  equipment  from  Sperry  division 
and  Sperry  Flight  Systems. 


It  has  been  a  while  since  the  IRS  attacked 
the  UFO  cushion,  and  everyone  seems  to 
have  forgotten  about  it.  That's  a  mistake. 


Sacking 
the  mattress 


By  Karen  Cook 


UNLESS  SOMETHING  INTERVENES 
before  year's  end,  a  scheduled 
change  in  how  the  IRS  treats 
LIFO  inventories  may  alter  the  way 
mergers  are  made.  By  making  accu- 
mulated LIFO  cushions  taxable  it  may 
force  more  tax-free  stock  deals,  such 
as  the  proposed  merger  between  St. 
Joe  Minerals  and  Fluor,  and  generally 
make  companies  a  good  deal  more 
expensive  to  buy. 

As  soon  as  a  company  switches 
from  FIFO  to  LIFO  inventory  ac- 
counting, it  starts  to  accumulate  a  so- 
called  LIFO  "cushion" — the  value  of 
those  inventories  still  booked  at  old 
prices.  When  Congress  decided  to  tax 
those  accumulated  dollars  the  compa- 
nies and  their  accountants  were  up  in 
arms  (Forbes,  May  12,  1980).  The  up- 
roar was  loud  enough  to  convince 
Congress  to  defer  the  legislation  for 
almost  two  years. 

So  everyone  promptly  forgot  about 
it.  But  after  Dec.  31,  1981,  any  com- 
pany that  buys  another  and  liquidates 
it  will  have  to  pay  taxes  on  that  LIFO 
cushion.  Since  it's  normal  procedure 
for  companies  buying  others  to  liqui- 
date them  in  order  to  step  up  their 
book  value,  that  depreciation  will  re- 
flect what  they  paid  for  the  company. 
This  is  a  common  scenario.  And  the 
numbers  involved  are  often  immense. 

There's  perhaps  no  industry  in 
which  the  numbers  are  more  ominous 
than  in  mining.  Gold  carried  on  LIFO 
ledgers  at  $35  gets  over  $400  on  the 
market  these  days.  Cobalt  and  germa- 
nium prices  have  risen  faster  than 
that,  and  even  lowly  steel  has  risen 
dramatically.  At  Bethlehem  Steel, 
steel  inventories  are  valued  at  about  a 
billion  dollars  less  than  they  would  be 
under  FIFO.  According  to  Ronald 
Shorr,  metals  analyst  at  Bear,  Stearns, 
that  works  out  to  $24.15  a  share.  At 


40%,  the  LIFO  liquidation  taxes  add 
up  to  over  $1 1  a  share.  So  if  the  tax  on 
liquidating  Bethlehem  Steel  were  part 
of  the  purchase  price,  that  price  would 
increase — by  nearly  half  again  the  to- 
tal market  value  of  the  stock.  It's  not 
likely  that  anyone  would  buy  Bethle- 
hem Steel,  of  course,  but  even  for 
smaller  companies,  the  tax  is  high. 

The  LIFO  tax  for  buying  Phelps 
Dodge — always  a  candidate — could  be 
$4.72  a  share,  or  more  than  $98  mil- 
lion total;  for  AM  AX,  it  could  be  $3.45 
a  share,  over  $215  million  in  all.  Colt 
Industries  could  have  a  tax  of  $4.33  a 
share  for  $59  million;  Kaiser  Alumi- 
num $3.69  a  share  or  $157  million  and 
Republic  Steel  an  astonishing  $  1 7.77  a 
share  or  $288  million. 

Is  the  spate  of  acquisitions  and  ru- 
mored acquisitions  in  the  metals  in- 
dustry lately  triggered  by  a  desire  to 
avoid  the  LIFO  tax  before  it  gets  into 
effect?  Shorr  thinks  that  it's  not  a 
major  factor  now.  "But  it  is  an  added 
consideration.  It's  a  question  of  dead- 
line and  timing,"  he  says.  Adds  Leon 
M.  Nad,  a  tax  partner  to  Price  Water- 
house,  "The  LIFO  rider  is  not  respon- 
sible for  the  mergers  now.  But  we  may 
see  a  rash  of  mergers  in  September  or 
October,  when  companies  realize  this 
may  actually  go  into  effect."  It  usually 
takes  30  to  90  days  from  announce- 
ment to  consummate  any  kind  of 
merger  other  than  a  cash  tender  offer, 


Numbers  Game 

so  companies  wishing  to  avoid  the 
new  LIFO  taxes  had  better  have  ac- 
quisition talks  well  under  way  by  fall. 


One  man's  meat 

When  the  IRS  sent  copies  of  its  new, 
simplified  tax  form  to  a  number  of 
interested  parties  for  comment,  most 
of  the  reaction  was  very  positive.  One 
respondent,  however,  while  acknowl- 
edging that  much  of  the  simplifica- 
tion project  was  worthwhile  and  well 
done,  warned  that  "it  is  simply  not 
possible  to  simplify  the  forms  and 
instructions  so  that  all  taxpayers  can 
understand  them." 

That  respondent:  H&R  Block. 

Yes,  the  people  who  fill  out  10% 
of  all  the  U.S.  tax  forms  think  it  is 
an  impossible  goal  to  expect  every- 
one to  understand  tax  forms.  In  a 
letter  to  the  IRS,  signed  by  President 
Henry  Bloch,  the  firm  wrote  that 
"trained  preparers  are  the  best  and 
perhaps  only  remedy  for  solving  the 
taxpayer  competence  imperative." 

As  for  people  who  cannot  afford 
trained  preparers  to  fill  out  their  own 
forms,  H&R  Block  has  a  proposal: 
government  aid.  "In  our  opinion,  a  tax 
credit  for  income  tax  preparation  fees 
paid  (perhaps  with  a  maximum  of 
$50)  would  be  the  best  way  of  assuring 
that  low-income  taxpayers  have  ac- 
cess to  assistance  in  complying  with 
the  Internal  Revenue  Code." 


The  IRS  giveth  . . . 

Recently  we  mentioned  a  new  IRS 
letter  ruling  that  would,  in  effect,  al- 
low corporations  to  pay  out  low-tax 
dividends  (Numbers  Game,  Mar.  16).  It 
looked  as  if  firms  would  be  able  to 
treat  the  sale  of  divisions  as  partial 
liquidations  and  then  pay  out  the  pro- 
ceeds to  shareholders  without  having 
to  take  their  own  stock  back  in.  Natu- 
rally, the  money  paid  out  would  be 
treated  as  capital  gains,  not  dividends, 
and  "  so  would  be  taxed  much  more 
favorably. 

But  don't  call  your  broker  yet.  "We 
understand  the  IRS  is  rethinking  the 
issue  as  a  result  of  the  Forbes  article," 
reads  an  internal  memorandum  circu- 
lated at  one  Big  Eight  accounting  firm 
recently.  On  learning  about  it,  Forbes 
asked  the  IRS  whether  it  was  indeed 
having  second  thoughts.  IRS  denied 
it.  Nevertheless,  a  caution  in  the 
memo  seems  sensible:  "It  might  be 
prudent  that  anyone  contemplating 
such  a  plan  request  a  ruling  from  the 
Internal  Revenue  Service." 
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How  to  avoid  foreign  entanglements, 


There  are  real  advantages  in  having  international 
insurance  placed  with  the  same  company  that  writes 
the  related  domestic  insurance. 

It  allows  the  foreign  exposures  to  be  insured  under 
the  same  terms  and  conditions  as  the  domestic 
operations. 

More  important  is  the  confidence  that  comes  with 
having  those  far  away  risks  in  the  hands  of  those  who 
have  proven  their  expertise  closer  to  home. 

As  overseas  operations  have  become  more  impor- 
tant to  many  businesses,  Chubb  has  expanded  its 
branch  and  affiliate  network  in  those  parts  of  the 
world  where  you  probably  need  us  most. 

If  you  have  a  question  concerning  overseas  insur- 
ance, contact  your  Chubb  representative.  In  addition 
to  helping  you,  he  can  send  you  a  copy  of  our  Inter- 
national Directory.  And  prove  to  you  that  foreign 
expertise  isn't  foreign  to  us. 


CHUBB 


Group  of  Insurance  Companies 

ioo  William  Street,  New  York,  N.Y.  10038 


Chubb  is-proud  to  play  a  part  in  bringing  youThe  Dick  Cavett  Show.  Watch  for  it  on  your  local  PBS  station. 


Profit  margins  are  weak,  share  prices 
down.  Is  management  thinking  long 
term — or  losing  control  of  its  markets? 

IBM  versus 
Wall  Street 


By  Richard  Phalon 

A decade  ago  IBM,  the  world's 
largest  computer  maker,  was 
earning  $1.88  a  share  and 
trading  at  a  low  of  around  57.  Last 
year  the  company  earned  $6.10  a 
share  and  is  currently  selling  at 
around — you  guessed  it — 57.  From 
the  high  of  that  same  decade,  some- 
thing like  $19  billion  has  evaporated 
from  IBM's  market  value.  Plenty  of 
other  erstwhile  glamour  stocks  are 
making  heavy  weather,  too,  but  the 
fall  from  a  multiple  of  39  to  less  than 
10  times  earnings  for  a  company  that 
has  consistently  been  clicking  off 
better  than  20%  on  equity  is  extraor- 
dinary. So  extraordinary,  in  fact,  that 
a  sense  of  pain  has  begun  to  show 
through  even  the  traditional  reserve 
of  IBM  management. 

"Our  stock  price  has  been  a  disap- 
pointment," new  IBM  CEO  John  Opel 
told  his  shareholders  recently.  "We 


are  just  as  disappointed  with  this  turn 
of  events  as  anyone.  We  think  our 
stock  is  undervalued."  Big  institution- 
al investors,  on  the  other  hand,  have 
been  heavy  sellers  of  the  stock,  and 
overall  the  market  seems  to  be  saying 
that  IBM's  great  growth  days  are  be- 
hind it. 

That's  where  the  argument  is 
joined.  If  Opel  is  right,  IBM  may  be  a 
bargain  just  now.  If  the  market  is 
right,  IBM  has  to  be  looked  at  in  a 
new  light.  Comfortable  value  and  only 
modest  downside  risk  maybe,  like 
many  of  the  other  big  names  of  the 
p. ist,  but  no  more  wine  and  roses. 
Opel  and  his  colleagues  can't  afford  to 
stand  above  the  fray:  They  want  to 
keep  all  of  the  financing  alternatives 
open  and  the  market's  judgment,  after 
all,  is  one  reflection  of  how  at  least  a 
part  of  the  world  views  management's 
capabilities. 

The  argument  for  the  prosecution 
began  to  build  two  years  ago,  when 


IBM  for  the  first  time  in  30  years 
reported  a  decline  in  earnings.  The 
drop  came  at  a  time  when  IBM  sold 
for  a  high  of  80,  its  best  price  in  half  a 
dozen  years.  Along  with  the  drop 
came  the  shock  of  recognition.  IBM, 
the  analysts  decided,  was  no  longer 
immune  to  the  drag  of  inflation,  the 
impact  of  high  interest  costs  on  its 
customers'  buying  plans  or  softness  in 
the  economy. 

Big  Blue's  profit  margins  were  suf- 
fering, the  reasoning  went,  because  it 
no  longer  dominated  a  market  that 
had  exploded  with  competition.  Be- 
sides plug-compatible  producers  like 
Amdahl  and  Storage  Technology  that 
homed  on  IBM's  own  software,  there 
were  upstart  opportunists  like  Digital 
Equipment  and  Data  General  in  mini- 
computers, and  Wang  Laboratories  in 
automated  office  equipment.  Not  far 
behind  those  were  the  aggressive  Jap- 
anese newcomers— Fujitsu  and  Hita- 
chi, among  others — who  were  all  too 
willing  to  sacrifice  their  price  to  mar- 
ket share. 

"IBM  now  has  solid  competition  on 
every  single  flank,"  says  Richard 
Gochman,  a  vice  president  for  J&W 
Seligman  &  Co.  "When  it  had  only 
one  border  to  protect,  the  company 
was  able  to  mass  the  troops  and  chew 
any  invader  up.  Now  it's  under  attack 
on  all  sides." 

The  analogy,  as  Gochman  himself 
concedes,  can  be  stretched  too  far. 
IBM  still  has  a  lock  on  the  big-ticket 
central-processor  market  and  is  begin- 
ning to  move  through  the  pipelines  a 
new  family  of  high-end,  general-pur- 
pose computers.  These  should  force 
the  competitors  to  rethink  their  own 
price-performance  levels. 

Aggressive  pricing,  though,  for  ana- 
lysts like  Gochman,  reinforces  the 
idea  that  IBM  no  longer  has  quite  the 
same  room  that  it  once  had  to  pass 
inflation  on  to  its  customers.  That  is 
especially  true  in  areas  like  office 
products  and  the  hot  new  field  of 
word  processing,  where  IBM  has  had 
to  go  hand-to-hand  to  hang  on  to  mar- 
ket share.  The  company — thanks 
largely  to  a  one-shot  income  tax  wind- 
fall—did manage  to  grind  out  an  in- 
crease in  earnings  last  year,  but  mar- 
gins were  clearly  under  pressures  that 
have  continued  right  into  this  year. 
They  have  been  compounded  by  a 
strong  dollar,  which  has  put  B3M  on 
the  short  end  of  the  currency  transla- 
tions that  inevitably  go  with  its 
worldwide  sales  territory. 

The  result  is  that  a  number  of 
influential  analysts  have  downgraded 
earnings  proiections  on  IBM  for  this 
year  and  next.  Such  reevaluations  are 
presumably  among  the  constellation 
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BARCLAYS  BANK  HELPS 
BERGER  LAUNCH 
NEW  PAINTS  IN  AUSTRALIA 

Berger  chemists  in  Sydney  have  recently  developed  a  range  of  new  special- 
purpose  paints  -  including  one  that  protects  outboard  motors  from  corrosion. 
Research  and  development  costs  are  high  and,  as  we  have  done  in  other  countries, 
Barclays  helped  Berger  with  their  new  product  programs  in  Australia. 

Barclays  and  Berger  have  a  lot  in  common.  Berger  with  its  parent  company, 
Hoechst,  is  a  world-spanning  organization.  And  we  have  our  own  people  in  more 
than  75  countries  spanning  six  continents.  So  Berger  can  always  talk  direct  to  a 
Barclays  office  in  the  world's  major  financial  and  commercial  centers  -  as  can  all 
our  customers.  We  provide  fast,  effective  financial  services  of  every  kind  wherever 
they  are  needed. 

Ask  Barclays  first  for  information  about  international  markets  and  trading 
opportunities.  We  help  most  of  the  world's  successful  companies.  Somewhere 
there  is  a  market  where  we  can  help  you. 


ASK  BARCLAYS  FIRST 


BARCLAYS 

International 


Barclays  Bank  has  over  120  branches  in  North  America.  Corporate  enquiries  will  be  welcomed  by: 

Vice  Prcsi dent, Corporate  Business  Development,  Barclays  Bank  International,  200  Park  Avenue,  New  York,  N.Y.  10166.  Telephone  (212)  687  8030. 
Vice  President,  International  Banking,  Barclays  Bank  of  California,  2971  Wilshire  Boulevard,  Los  Angeles,  (  .tlifornia  90010.  Telephone  (213)  385  1501. 
Vice  President,  International  Banking,  Barclays  Bank  of  California,  111  Pine  Street,  San  Francisco,  California  941 11.  Telephone  (415)  981  8090. 
Barclays  Canada  Li  mi  ted.  Suite  3505,  Commerce  Court  West,  Toronto,  Ontario  M5L  IG2.  Telephone  (416)  862  0594. 

For  asset  based  financial  services,  including  commercial  finance,  factoring  and  leasing,  contact: 

Director  of  Marketing,  BarclaysAmericant Corporation,  201  S.  Tryon  Street,  Charlotte,  N.C.  28231.  Telephone  (704)  372  8700. 


Young  man, 

your  cement  plant  is  ready. " 


Now  your  country  has 
what  it  needs  to  pursue  its 
ambitious  development  plans. 

The  cement  plant  expansion 
Morrison-Knudsen's  international 
subsidiary  (MKI)  recently  completed 
for  Indonesia's  PT.  Semen  Gresik/ 
Persero  (PTSG)  presented  a 
formidable  challenge. 

The  Indonesian  government, 
anxious  for  increased  cement 
capacity,  wanted  the  expansion 
"yesterday." 

Working  on  the  shores  of  Java, 
half-a-world  away  from  equipment 
sources,  the  PTSG/MKI  team  had 
less  than  three  years  to  engineer, 
procure,  install  and  start  up  the  million 
metric  ton  per  year  expansion  - 
without  interfering  with  the  existing 
500,000  mt/year  plant's  operations 

And  they  did  it  -  under  budget  - 
despite  stateside  blizzards,  a  long- 
shoremen's strike  and  extended 
negotiations  involving  two  govern- 
ments and  a  dozen  private  banks 

Their  secret7  Teamwork  Each  of 
the  team  members  understood  the 
demands  of  cement  plant  construc- 
tion, the  complexities  of  large  interna- 
tional projects  and  the  discipline  of 
PTSG  s  cooperative  methods 


Nothing  illustrates  this  better  than 
the  estimated  and  actual  schedules. 
They  match  almost  perfectly 

And  that's  no  mean  feat  when  you 
consider  that  the  project  consumed 
10,000  tons  of  structural  steel,  16 
miles  of  piping  and  175,000  cubic 
yards  of  concrete.  It  took  50  freighters 
to  deliver  the  85,000  tons  of  produc- 
tion equipment,  materials  and 
supplies. 

Each  team  member  also  under- 
stood that  every  cement  plant  is  a 
one-of-a-kind.  Engineering  and 
design  -  done  by  two  other  Morrison- 
Knudsen  subsidiaries,  The  H.  K. 
Ferguson  Company  and  International 


Engineering  Company— and  procure- 
ment procedures  all  reflected  this  fact 

Performance  specs  were  drawn 
and  put  out  to  bid  Responses  were 
presented  to  PTSG  management, 
with  recommendations  Choices  were 
made,  based  on  cost  effectiveness 
and  technical  advantages  Detailed 
specs  were  written,  and  the  equip- 
ment was  ordered  a  la  carte'.' 

Just  like  you'd  build  a  component 
stereo  system,'  says  Martin  Anderson, 
MKI  Project  Manager,  a  24-year 
veteran  who'd  worked  on  the  original 
PTSG  plant  back  in  1955  For 
Martin,  going  back  to  Java  was  like 
"coming  home" 

If  you're  planning  a  project 
and  you're  anxious  to  have 
it  completed  "yesterday."  call  M-K's 
CEO,  Bill  McMurren,  at  (208) 
386-6700,  and  he'll  get  the  right 
people  to  your  office  PDQ 

They'll  tell  you  how  M-K  ^ 
can  shave  dollars  and  days  off 
your  project,  and  they  II  take 
no  more  than  one  half  hour 

PS.  Do  you  have  a  yen  for 
a  really  challenging  job? 
Send  your  resume  to  Tom 
Snediker,  our  Personnel 
Director. 


•J  MORRISON-KNUDSEN  COMPANY,  INC. 

Boise,  Idaho  83729 


[Engineers  Builders.  Developers.  Managers.  Equal  Opportunity  Employers 


of  reasons  IBM  has  dropped  another 
1 1 5  points  or  so  since  the  end  of  last 
year,  despite  Opel's  best  persuasive 
efforts  to  convince  The  Street  that 
the  company  is  beset  only  by  a  num- 
ber of  inconveniences — plant  startup 
costs,  currency  exchange  rates  and 
the  state  of  the  economy — that  are 
merely  temporary. 

The  numbers  seem  to  add  strength 
to  that  argument.  Inconveniences  or 
no,  IBM  is  still  knocking  off  some  of 
the  best  returns  on  sales  and  equity  in 
U.S.  industry. 

Nothing,  however,  worries  The 
Street  more  than  uncertainty.  One 
widely  heard  thesis  holds  that  the 
squeeze  on  IBM's  margins  is  not  tran- 
sitory, but  a  sign  of  change  in  the 
fundamentals. 

"How  fast  can  a  dinosaur  run?" 
asks  Peter  Labe'  of  Smith  Barney,  Har- 
ris Upham.  "Obviously,  when  you've 
got  a  $26  billion  company,  you  can  no 
longer  grow  at  mind-boggling  rates  of 
speed."  Still  other  analysts — Rich 
Gochman,  for  one — argue  the  IBM's 
strategy  has  concentrated  too  much 
on  big-ticket  sales  to  the  central  com- 
puter rooms  of  major  corporations, 
thereby  locking  it  into  markets  that 
by  definition  are  slower-growing  than 
tbe  industry  as  a  whole. 

There  are  a  number  of  variations  on 
that  theme.  Together,  they  suggest 
that  IBM  in  some  ways  has  become  a 
victim  of  an  adverse  psychology.  It 
has  done  well  for  so  long  that  the 
market's  expectations  are  very  high. 
Any  change  in  the  mix  was  bound  to 
stir  fears  that  even  IBM  could  not  go 
on  churning  out  growth  rates  of  15%  a 
year  forever. 

Can  it?  Plenty  of  analysts  on  the 
other  side  of  The  Street  think  so. 
"Right  now,  IBM's  a  steal,"  says  Pat- 
rick Hjelle,  portfolio  manager  for  the 
$415  million  Investors  Variable  Pay- 
ment Fund,  Inc.  "It's  exceedingly  at- 
tractive," says  Gideon  Gartner  of 
Gartner  Group,  a  Greenwich,  Conn, 
computer  think  tank. 

Why  do  Hjelle  and  Gartner  see 
opportunity  when  so  many  of  their 
fellows  are  down  on  the  stock?  They 
are  looking  beyond  this  year  into 
next,  when  they  think  IBM  will  be- 
gin converting  a  heavy  stream  of 
incoming  orders  into  deliveries  on 
new  product  lines  that  have  penal- 
ized the  company's  profit  margins 
with  heavy  startup  costs.  The  ana- 
lysts are  also  convinced  IBM  will 
begin  to  see  the  fruits  of  a  huge 
spending  program.  Since  1977  the 
company  has  plowed  almost  $20  bil- 
lion back  into  new  plant — a  figure 
that  represents  more  than  $1  billion 
over  all  of  the  capital  shown  on  the 


company's  balance  sheet  last  year. 

Without  putting  a  precise  date  on 
things,  John  Opel  himself  has  been 
talking  in  terms  of  a  turnaround — "an 
acceleration" — in  earnings  growth. 
"There  is  only  one  way  to  influence 
the  stock  price,"  he  says,  "and  that  is 
to  continue  to  improve  the  perfor- 
mance of  the  company."  Obviously 
that's  not  going  to  happen  overnight. 
Gideon  Gartner  thinks  it  may  take 
"two  or  three"  consecutive  quarterly 
improvements  for  IBM  to  dispel  some 
of  the  skepticism  hanging  over  The 
Street. 

Frank  Haipern  of  Martin  Simpson 
&  Co.,  another  think  tank  specializ- 
ing in  high-tech  stocks,  believes 
much  of  the  skepticism  reflects  a  pre- 
occupation with  short-term  perfor- 
mance. A  lot  of  the  institutional  mon- 
ey that  shifted  out  of  IBM  moved  into 
such  faster-growing,  high-leverage  sit- 


By  pricing  Amdahl  Corp.  at  a 
whacking  37  times  earnings 
or  thereabouts,  the  stock 
market  seems  to  be  saying  that  the 
11 -year-old  Sunnyvale,  Calif,  con- 
cern is  winning  the  war  with  giant 
IBM  for  control  of  the  big-ticket 
mainframe  computer  market. 

That's  not  the  way  Amdahl  sees 
things.  Eugene  White,  the  firm's 
CEO,  talks  about  improvements  in 
his  company's  "strategic  posi- 
tion," but  he  knows  that  the  great 
computer  war  is  basically  a  study 
in  mutual  terror.  Anytime  either 
side  engineers  technical  improve- 
ments that  tilt  price/performance 
ratios  in  its  direction,  the  opposi- 
tion has  to  come  up  with  a  re- 
sponse— pronto.  That  is  what  is 
happening  now. 

The  relationship  is  almost  sym- 
biotic. When  IBM  introduced  its 
new  medium-scale  4300  series  two 
years  ago,  for  example,  the  low- 
cost,  high-performance  configura- 
tion of  the  package  was  so  striking 
that  shock  waves  reverberated 
throughout  the  industry.  The  ex- 
pectation was  that  a  similar  one- 
two  punch  would  be  built  into  the 
top-of-the-line  3081  series  IBM  in- 
troduced last  fall. 

The  result  was  that  customers 
waiting  for  the  other  black  box  to 
drop  naturally  enough  decided  to 
lease  rather  than  to  buy  until  they 
got  a  better  look  at  what  IBM  had 
up  its  sleeve.  Purchases,  of  course, 


uations  as  Amdahl  and  Computervi- 
sion  Corp. 

The  game  has  been  great  so  far,  but 
Haipern  is  convinced  multiples  on  the 
hot  issues  have  been  pushed  to  the 
point  where  they  "look  like  a  reversal 
of  the  fate  of  the  Nifty  Fifty."  The 
reference,  of  course,  is  to  the  kind  of 
runaway  stampede  that  bulled  stocks 
like  IBM  to  unrealistic  prices  and  then 
trampled  them  to  levels  that  may  now 
be  unrealistically  low.  "IBM  at  less 
than  10  times  earnings  looks  a  lot 
more  interesting  than  this  week's 
sensation  at  30  times  earnings,"  says 
Haipern. 

Still,  IBM  has  some  tough  problems 
to  solve,  and  the  Halpems  of  this 
world  are  still  very  much  a  contrarian 
minority.  Bringing  the  rest  of  Wall 
Street  back  into  the  fold  may  be  one 
of  John  Opel's  toughest  challenges  for 
the  Eighties.  ■ 


go  directly  down  to  the  bottom  line 
of  the  seller,  while  it  takes  longer 
for  the  full  impact  of  lease  revenue 
to  materialize. 

Thus,  beginning  in  the  second 
quarter  of  1979,  Amdahl's  profit 
margins  began  to  take  the  weight 
of  IBM's  marketing  strategy — a 
burden  that  showed  up  in  a  distinct 
customer  preference  for  leased 
equipment. 

Talk  about  leverage!  Amdahl's 
total  sales  in  1979  dropped  only 
3.6%,  to  $320  million.  But  earn- 
ings sank  by  66%,  to  $15.3  million. 
In  terms  of  profit  margins,  last  year 
was  even  worse  for  Amdahl:  Sales 
climbed  to  $394  million  while 
earnings  stayed  about  the  same,  at 
$15.2  million. 

IBM  has  been  hurting  a  mite, 
too,  but  the  stock  market  is  put- 
ting a  comparatively  low  value  on 
its  broad  earnings  base  and  a  very 
hefty  premium  on  the  promise  of 
Amdahl's  rapid  response  to  its 
huge  rival's  offensive.  Eugene 
White  believes  that  response — his 
own  new  5860  and  5880  systems 
have  a  significant  price/perfor- 
mance edge  over  the  additions  to 
the  IBM  line. 

The  jury  is  still  out  on  that  one — 
and  its  answer  will  almost  certain- 
ly help  to  resolve  the  not-so-subsid- 
iary question  of  whether  Amdahl 
shares  are  efficiently  priced  at 
more  than  4  times  the  price/earn- 
ings ratio  of  IBM. 


Computer  wars 
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YOU  CANT  CONTROL 
LABOR  COSTS. 

YOU  CANT  CONTROL 
MATERIAL  COSTS. 

YOU  CANT  CONTROL 
FUEL  COSTS. 

BUT  YOU  CAN  CONTROL 
YOUR  BOTTOM  LINE. 


THE  DATA  GENERAL  ECLIPSE"  SYSTEM: 

IT  DELIVERS  WHAT  OTHER 
COMPUTER  SYSTEMS  MERELY  PROMISE. 

These  days,  one  doesn't  have  to  sit  through  many 
board  meeting  postmortems  to  know  that  Alka-Seltzer""  and  not 
champagne  is  the  order  of  the  day. 

Just  a  casual  perusal  of  the  morning  papers,  or  the  nightly 
news  reveals  the  toll  budget  cuts,  inflation,  deregulation,  increased 
competition,  decreased  productivity,  taxes  and  a  whole  host 
of  other  factors  are  taking  on  today  s  senior  executives  psyches. 

But,  if  you're  looking  for  the  leverage  to  positively 
affect  your  bottom  line  in  this  fiscal  year,  all  is  certainly  not  lost. 

We're  Data  General— a  global,  700-milIion- 
dollar  corporation  and  vital  supplier  of  computers 
to  77  of  FORTUNE'S  top  100  companies.  Our 
credo  is  more  performance  for  less  money  without 
compromising  any  of  the  elements  we're  famous 
for:  compatibility,  reliability  and  support  second  to 
none.  And  an  obsessive  dedication  to  providing 
ulcer-free  service.  But  don't  just  take  our  word  for  it. 

E.E  Hutton  said,  "Our  Data 
General  distributed 


information  system  quietly  revolutionizes  the  way  our  account 
executives  do  business.  Not  only  is  access  by  them  to  online 
information  faster.. .more  sales  support  information  is  available  a 
their  fingertips  than  ever  before." 

Warner  Communications  said,  "Our  savings  since  the  in- 
stallation of  the  Data  General  system  is  well  over  $2,500,000. 

Stanley  Hardware— A  Division  of  The  Stanley 
Works:  "Data  General  has  vastly  improved  our  order  processin: 
efficiency  and  control." 

Saab-Scania  of  America:  "The  system  uptime  is  virtual! 
100%.  Instantaneously  we  can  search,  find  and  allocate  emer- 
gency parts  orders  from  any  Saab  location  in  the  U.S.,  making 
our  Data  General  system  the  key  compo- 
nent of  our  customer 


service  network."  And 
the  accolades  continue. 

If  you  want  the 
competitive  edge  to  not 
just  survive  the  eighties 
but  flourish,  be  sure  to 
have  your  Data  Process 
ing  Personnel  contact 
our  local  office  or  write 
to  Data  General, 
4400  Computer  Drive, 
Westboro.Mass.01580 
Webel  leve  we  have  an 
ECLIPSE  Distributed 
Data  Processing  System  per 
fectly  suited  for  your  needs. 

iw  Data  General 


I'WI  Data  General  Corporal  ion.  FX.I  Jl    t  is  a  registered  trademark  of  Data  General  Corporal  ion 


Faces 

Behind  The  Figures 


Edited  by  Jefferson  ( jrigsby 

One  times  one 

Ever  since  it  narrowly  avoided  bank- 
ruptcy back  in  1949,  Japan's  giant 
Toyota  auto  combine  has  been  split 
into  two  separate  and  independent 
parts — a  manufacturing  company 
(Toyota  Motor  Co.),  dominated  by  the 
founding  Toyoda  family,  and  a  sales 
company  (Toyota  Motor  Sales  Co.),  in 
which  the  motor  company  now  holds 
a  43%  interest.  But  the  schism  may 
not  last  much  longer.  If  Japan  were  the 
U.S.,  you  could  say  that  last  month 
Toyota  Motor's  President  Eiji 
Toyoda,  67,  had  ousted  the  president 
of  Toyota  Motor  Sales,  Sadazo  Yama- 
moto,  and  installed  his  own  man:  his 
cousin,  right-hand  man  and  apparent 
successor,  Shoichiro  Toyoda,  who  had 
been  Toyota  Motor's  executive  vice 
president. 

But  Japan's  consensus  management 
doesn't  work  that  way.  So  you  would 
have  to  say  that  the  consensus  in  both 
companies  was  that  it  was  time  for  a 
change.  Yamamoto,  it  is  true,  had 
been  partly  responsible  for  Toyota's 
dazzling  success  in  the  world  export 
market,  but  now  that  success  was 
blunted.  Trade  barriers  had  begun  to 


restrict  Toyota's  access  to  export 
markets,  and  Toyota  had  lost  ground 
in  its  home  market.  The  long-stand- 
ing frictions  between  Motors  and 
Sales  became  aggravated — frictions 
over  what  models  to  make,  whether 
to  invest  in  manufacturing  abroad, 
what  direction  the  market  is  likely  to 
take.  But  now,  with  Toyota  Motor's 
number  two  man  in  Toyota  Sales' 
number  one  spot,  those  frictions  will 
be  reduced. 

The  arrangement,  however,  encour- 
ages precisely  the  kind  of  thing  the 
schism  at  Toyota  was  designed  to  pre- 
vent. Toyota  nearly  went  bankrupt  32 
years  ago  because  the  company 
ground  out  more  cars  than  its  sales 
organization  could  sell.  The  Bank  of 
Japan  ordered  it  split  in  two  as  a  con- 
dition for  refinancing.  Although  the 
current  shuffle  postpones  for  a  couple 
of  years  the  day  when  Shoichiro 
Toyoda,  56,  is  expected  to  succeed  Eiji 
Toyoda  as  chief  executive,  it  does  en- 
able the  cousins  to  coordinate  the  two 
companies  more  closely  and  could  be 
a  first  step  toward  merger. 

With  manufacturing  men  in  the  driv- 
er's seat  in  both  companies,  is  Toyota 
about  to  push  ahead  into  manufactur- 
ing in  the  U.S.  or  elsewhere?  Toyota 
officials  deny  it,  but  the  likelihood 
clearly  is  greater.  Straw  in  the  wind:  In 
early  June,  Toyota  Motor  worked  out  a 
deal  to  supply  engines  to  Lotus,  the 
British  sports  car  manufacturer,  in 
what  could  be  the  first  step  in  a  long- 
term  cooperative  effort  in  engineering 
and  manufacturing. — James  Cook 


Not  to  worry 

In  Indonesia  these  days  foreign  inves- 
tors are  being  "encouraged"  to  take  an 
Indonesian  firm  as  a  partner.  That 
wouldn't  be  so  bad  except  that  the 
government  of  military  strongman 
President  Suharto  has  a  long-standing 
decree  that  51%  of  the  equity  in  these 
joint  ventures  must  revert  to  the  Indo- 
nesian partner  after  ten  years.  Not 
surprisingly,  Western  businessmen 
don't  like  that.  So  in  May  Johannes  B. 
Sumarlin,  Indonesia's  U.S. -educated 
minister  of  state  for  administrative 
reform,  flew  to  the  U.S.,  Canada, 
West  Germany  and  Norway  to  try  to 
reassure  them. 

Actually,  Sumarlin  told  Forbes,  the 
government  takes  a  flexible  view: 
"The  10  years  don't  actually  start  un- 
til commercial  operations  start,"  he 
says.  "If  that  takes  6  or  7  years,  then 
the  transfer  doesn't  take  place  for  16 
to  17  years."  Conceivably,  the  foreign 
company  could  then  make  some  mon- 
ey before  giving  up  control. 

Similarly,  Indonesia  requires  that 
title  to  land  used  by  agribusiness  joint 
ventures  be  held  by  the  Indonesian 
partner.  That's  not  as  bad  as  it  sounds, 
either,  says  Sumarlin.  Foreign  busi- 
nessmen were  concerned  that  the 
joint  venture  could  not  use  its  shares 
as  collateral  for  loans.  Not  so,  Sumar- 
lin says. 

Sumarlin,  one  of  the  few  top  civil- 
ian members  of  the  Indonesian  cabi- 
net, studied  economics  in  the  U.S. 
with  the  help  of  two  Ford  Foundation 
scholarships,  receiving  an  M.A.  from 


Toyota  Motor's  Eiji  Toyoda 
All  in  the  family. 


Indonesia's  Johannes  B.  Sumarlin 

It's  really  not  as  had  as  it  sounds,  he  says. 
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A  revolutionary  air  defense  system  with  a  traditional  nai  Irii 


And  an  appropriate  name  it  is.  For  Patriot  will 
play  an  important  role  in  the  nation's  defense  for 
the  balance  of  this  century  and  into  the  next. 

Now  in  production  at  Raytheon.  Patriot  is 
the  most  thoroughly  and  successfully  tested  air 
defense  system  ever  developed  for  the  U.S.  Army. 
It  is  designed  to  guard  against  attack  by  super- 
sonic aircraft,  singly  or  in  mass  formations.  At 
high  or  low  altitudes.  Day  or  night.  Even  by 
tomorrows  planes  that  will  be  using  highly 


ingenious  electronic  countermeasures. 

What  Patriot  does  is  impressive  enough.  B 
how  it  gets  the  job  done  represents  a  truly 
imaginative  use  of  advanced  electronic  technol 
For  example,  the  single,  multifunction  radar 
shown  above  takes  the  place  of  several  separate 
radars  in  current  air  defense  systems.  At  com- 
puter speeds  it  searches  the  sky,  detects  many 
individual  aircraft,  identifies  each  of  them,  trac 
them,  then  guides  multiple  defending  missiles. 


warn 


triot. 


Patriot  is  just  one  of  our  latest  aehievements 
advanced  radar  design.  We're  finding  ways  to 
e  the  same  basic  technology  to  meet  a  number  of 
smanding  requirements,  from  tracking  thousands 
objects  in  space  to  safely  landing  aircraft 
heavy  rain. 

On  land,  at  sea,  or  in  the  air— wherever  there  is 
need  for  high  technology  — Raytheon  is  involved 
i  a  supplier  of  major  government  systems.  The 
suit  is  a  large  and  growing  government  business. 


Raytheon... a  $5  billion  company  in 
electronics,  aviation,  appliances,  energy, 
construction,  and  publishing.  For  copies  of 
our  latest  financial  reports,  please  write 
Raytheon  Company,  Public  Relations, 
141  Spring  Street,  Lexington,  MA  02173. 


Margery  Hurst  of  Brook  Street  Bureau 
"Don*  knock  it,  lovey." 


the  University  of  California  at  Berke- 
ley in  1960  and  Ph.D.  from  the  Uni- 
versity of  Pittsburgh  in  1968.  He  and 
several  other  civilians  in  the  cabinet 
have  been  dubbed  the  "Berkeley  Ma- 
fia" because  most  got  their  degrees 
there. — Jean  A.  Biiggs 

"The  only  thing  I 
could  do  was  type" 

Not  knowing  how  to  type  has  become 
almost  a  reverse  status  symbol  in  parts 
of  the  feminist  movement,  but  one  of 
Britain's  successful  women  thinks  that 
may  be  a  mistake.  "Don't  knock  it, 
lovey, "  says  Margery  Hurst,  who  owns 
62%  of  Brook  Street  Bureau  of  Mayfair, 
Ltd.,  probably  the  world's  largest  inter- 
national secretarial  employment  ser- 
vice. Back  in  1946,  she  says,  "I  was  left 
with  a  baby  three  weeks  old  when  my 
husband  walked  out  on  me.  The  only 
thing  Icould  do  was  type." 

Starting  as  a  one-woman  typing  ser- 
vice, Hurst,  now  67,  built  Brook 
Street  Bureau  into  a  placement  ser- 
vice with  223  offices  in  England,  Aus- 
tralia, the  U.S.  and  Hong  Kong.  Right 
now,  she's  looking  to  expand  in  the 
U.S.,  where  Brook  has  had  its  prob- 
lems— Hurst  opened  four  offices  in 
the  Seventies,  later  closed  down  two. 

Now  she's  going  the  acquisition 
route;  in  May,  Brook  acquired  the 
Robert  Simmons  agency,  an  employ- 
ment service  for  the  advertising  busi- 
ness. Says  Hurst:  "I  think  America's 
going  to  be  very  good  for  us" — espe- 
cially now.  "It  used  to  cost  us  two- 
thirds  more  to  open  a  branch  here 
than  in  England.  There,  we  made 


money  in  three  or  four  weeks.  Here,  it 
took  a  year.  So  we  just  ticked  along 
until  Mrs.  Thatcher  came  into  office 
and  allowed  us  more  foreign  invest- 
ments." Now,  she  says,  "I  am  besot- 
ted with  America." — Alyssa  A.  Lappen 

ABBA  cadabra 

Rock  musicians  may  hold  capitalism 
in  some  disdain  but  many  get  rich 
anyway,  and  few  got  richer  than  Swe- 
den's ABBA.  It  was  netting  $10  mil- 
lion a  year  as  long  ago  as  1976 
(Forbes,  July  15,  1977).  Now  ABBA 
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wants  to  take  the  next  logical  step — 
going  public. 

This  year  ABBA  will  generate  about 
$100  million  in  revenues,  says  Stig 
Anderson,  50,  the  group's  manager- 
publisher.  "It  would  be  stupid  to 
throw  all  that  money  out  the  win- 
dow," he  says.  So  Anderson  and 
ABBA — Anni-frid  Lyngstad,  Benny 
Andersson,  Bjorn  Ulveaus  and  Ag- 
netha  Faltskog — are  consolidating  ev- 
erything under  a  new  company,  Polar 
Music  Invest,  which  they  plan  to  take 
public  in  Stockholm  and  London  in 
1982  and  perhaps  in  the  U.S.  as  well. 
Is  Anderson  serious?  Probably,  but  he 
has  no  details  on  what  the  stock  price 
might  be  or  how  much  of  the  com- 
pany will  be  offered. 

Only  about  $20  million  of  that  $100 
million  comes  from  ABBA's  records — 
through  a  50-50  partnership  between 
the  group  and  Anderson  in  the  Polar 
Music  International  record  company. 
The  rest  comes  from  their  publishing 
company,  Sweden  Music;  Invest  Fin- 
ans  Infina,  an  equipment  leasing  firm; 
AH  Grafik,  which  leases  artwork  to 
businesses;  60% -owned  Badhus  real 
estate  company  of  Stockholm;  Pol- 
Oil,  which  trades  oil  on  the  Rotter- 
dam spot  market;  and  a  stock  portfo- 
lio including  40%  of  Monark,  Scandi- 


ABBA's  Stig  Anderson 

How  do  you  get  the  money  out? 
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HOW  AIG  looks  from  outer  space. 

The  American  International  Group  of 
companies  has  more  pins  in  more  parts 
1  of  the  world  with  more  people  offering  more 
!  kinds  of  insurance  than  practically  any 
other  commercial  insurance  organization. 

So  if  your  company  has  a  lot  of 
branches  around  the  world,  you  don't  have 
to  go  to  a  lot  of  insurance  companies 
around  the  world  to  cover  each  one  of  them. 

We  can  do  it  all.  And  have  been  doing 


it  successfully  for  over  sixty  years. 

Dealing  with  one  large  organization 
instead  of  many  means  a  lot  less  paperwork, 
phone  calls  and  hassles. 

We  also  offer  coverage  that  other 
companies  don't,  like  worldwide  directors 
and  officers  insurance.  And  offer  it  in 
countries  other  companies  only  dream  of. 
Like  the  People's  Republic  of  China,  Saudi 
Arabia  and  Eastern  Bloc  nations. 


There  are  a  lot  of  other  ways  we  can 
help  you.  Some  of  them  could  wind  up 
saving  you  money  as  well  as  time. 

And  that's  something  that  can  make 
us  look  good. 

From  wherever  you  happen  to  be 
looking  at  us. 

THE  AIG  COMPANIES. 

Let  us  take  the  risks. 


For  more  information,  contact  American  International  Group.  Dept  A,  70  Pine  Street.  New  York,  N.Y.  10270. 


"What  is  that  steam  engine  doing  out  ol  the  wheat  field7 
Case  steam  rollers,  water  tenders  and  road  graders 
were  modernizing  America  in  1912 


rience 


Better  machines  for  the  job. 


In  1912,  steam  engines  were  commencing  to  mechanize 
construction  in  America,  as  J  I  Case  turned  its  steam 
technology  from  agriculture  to  new  uses.  Case  continues 
to  be  a  leader  in  agricultural  tractors  today  and  is  the 
second  largest  construction  equipment  manutacturer  in 
North  America.  A  major  reason  has  been  the  popularity 
of  Case  loader/backhoes.  Case  makes  the  number  one 
selling  backhoe  in  the  world  and  has  just  introduced  the 
580D,  the  most  advanced  loader/backhoe  ever  built. 


Case,  with  its  Drott  and  Poclain  lines,  has  a  longstanding 
tradition  of  performance  leadership  in  backhoes,  exca- 
vators, loaders,  dozers,  trenchers,  and  compaction 
equipment  —  the  broadest  construction  equipment  line 
of  any  manufacturer.  Better  machines  for  the  job. 

J I  Case  /"^ 

700  Slate  Street  Racine,  Wl  53404  USA 
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navia's  largest  bicycle  manufacturer. 

ABBA's  latest  album,  "Super  Troup- 
er," has  so  far  sold  over  12  million 
copies  worldwide,  Anderson  says, 
with  $1  per  album  going  to  ABBA. 
The  group  keeps  as  much  of  that  as 
possible  in  their  companies  to  side- 
step Sweden's  85%  personal  income 
taxes.  But  how  to  get  it  outl  "By  in- 
corporating, we  can  get  away  with  a 
35%  capital  gains  tax  for  selling 
shares,"  says  Anderson. 

Dandy  for  ABBA,  maybe,  but  what 
about  the  investors — especially  if  the 
group  splits  up?  That  always  seemed 
unlikely  in  ABBA's  case,  since  Ag- 
netha  was  married  to  .Bjorn,  and 
Anni-frid  to  Benny.  But  both  couples 
are  divorced  now.  Is  the  end  of  ABBA 
near?  Says  Anderson:  "If  something 
were  to  happen  to  ABBA,  that  doesn't 
mean  it's  all  over.  It  will  just  be  the 
start  of  something  new."  Bjorn  and 
Benny,  the  group's  songwriters,  would 
turn  out  and  produce  stuff  for  other 
artists,  he  says;  and  all  those  royalties 
keep  rolling  in. — Jeff  Blyskal 


Present  at  the  creation 

Could  the  oil  glut  lead  to  the  breakup 
of  OPEC?  "Absolutely  not,"  says 
Wanda  Jablonski,  publisher  of  Petro- 
leum Intelligence  Weekly.  "The  people 
who  think  that  make  the  mistake  of 
assuming  OPEC  is  a  cartel.  It  isn't.  It's 
an  association." 

What's  the  difference?  According  to 
Jablonski,  it  is  that  a  cartel  enforces 
price  controls  and  production  stan- 
dards on  its  members.  In  an  associ- 
ation, by  contrast,  the  members  are 
able  to  disagree  and  free  to  go  their 
own  ways.  "The  OPEC  nations  have 
been  disagreeing  ever  since  it  was 
founded  and  they  always  will,"  she 
says.  "Nothing  has  changed." 

Jablonski,  whose  newsletter  is  must 
reading  within  the  energy  industry, 
has  been  analyzing  the  Mideast  since 
the  late  1940s.  And  in  1959  she  may 
have  changed  history:  She  introduced 
Juan  Pablo  Perez  Alfonso  of  Venezu- 
ela, who  had  the  idea,  to  the  Sheikh 
Abdullah  Tariki  of  Saudi  Arabia,  who 
had  the  oil.  OPEC  was  formed  one 
year  later. 

Does  she  therefore  feel  responsible 
for  its  creation?  "No,  they  certainly 
would  have  met  anyway.  The  coming 


Publisher  Wanda  Jablonski 
OPEC  is  not  going  to  break  up. 

of  OPEC  was  inevitable." 

And  how  long  does  she  think  the 
current  oil  glut  will  last?  "That's  a 
loaded  question.  It  will  probably  ease 
when  Saudi  Arabia  cuts  its  produc- 


tion. But  supply  should  be  adequate — 
until  another  Mideast  crisis  comes 
along." — Thomas  O'Donnell 

The  fine  art  of  survival 

When  the  final  notes  died  down  last 
month  at  Charleston,  S.C.'s  Gaillard 
Auditorium,  the  most  relieved  specta- 
tor was  probably  James  T.  Kearney. 
Kearney,  30,  is  general  manager  of 
Spoleto  Festival  U.S.A.  in  Charleston, 
a  site  suggested  by  the  National  En- 
dowment for  the  Arts  to  recreate  here 
a  version  of  the  famed  arts  festival  in 
Spoleto,  Italy.  Noted  Italian  composer 
Gian  Carlo  Menotti  is  artistic  director 
of  both;  his  job  is  to  make  the  U.S. 
festival  live  up  to  the  lofty  standards 
of  its  prototype.  Kearney's  job  is  to 
keep  it  alive. 

Kearney  got  the  job  via  a  Wharton 
M.B.A.  that  he  added  to  a  musicology 
degree  from  the  University  of  Penn- 
sylvania. A  National  Endowment  in- 
ternship led  to  the  Santa  Fe  Opera, 
where  he  became  company  manager 
before  taking  over  Spoleto  U.S.A.  in 
late  1978  after  its  second  year. 

The  sword  hanging  over  the  arts 
world  involves  the  future  of  the  Na- 
tional Endowment  under  Reagan's 
budget-cutters.  Of  its  $2  million  bud- 
get, Spoleto  gets  some  $75,000  from 


fames  /  Kearney,  general  manager  <>/  S/>o/el(>  I'estival  I  '.S.A. 
The  strong  will  survive  even  if  the  feds  pull  out. 
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the  Endowment  plus,  this  year,  a 
$250,000  challenge  grant  on  which  it 
must  raise  $3  per  federal  dollar.  The 
rest  comes  from  the  box  office  (about 
$825,000)  and  individual  and  corpo- 
rate gifts — largely  because  of  the 
100,000-plus  tourists  Spoleto  attracts 
each  year  in  just  17  days. 

"Our  challenge  grant  seems  intact," 
says  Kearney,  "the  program  money 
we  just  don't  know.  We  really  have  to 
be  wary  two  or  three  years  down  the 
road;  everyone  who's  quite  honest 
about  it  believes  the  Administration 
would  like  to  phase  the  Endowment 
out  completely.  I  think  strong  organi- 
zations like  Spoleto  will  survive,  but 
the  dance  organizations  will  be  very 
hard  hit;  they're  involved  with  En- 
dowment-supported dance  touring, 
and  their  time  on  the  road  is  their 
money-earner." — Dero  A.  Saunders 

Born  again? 

For  obvious  reasons,  the  National  As- 
sociation of  Home  Builders  has  fre- 
quently been  one  of  the  liberals'  best 
friends  when  it  came  to  fiscal  or  mon- 
etary policy.  To  the  NAHB,  govern- 
ment-subsidized housing  was  indis- 
pensable balm. 

But  there's  remarkably  little  denun- 
ciation of  Ronald  Reagan  or  Paul 
Volcker  from  the  NAHB  these  days — 
even  though  housing  starts  are  down 
40%  and  mortgage  rates  up  over  16% . 
Says  Herman  Smith,  a  51 -year-old 
Dallas  homebuilder  and  current 
NAHB  president:  "We  give  the  Presi- 
dent an  A  on  deregulation,  and  an  A 
on  budget  cuts.  Everybody  has  to  do 
his  share,  so  we  didn't  oppose  his  cuts 
in  housing  programs." 

And  the  Fed?  "I  have  great  respect 
for  Paul  Volcker  as  a  banker.  We  un- 
derstand that  he  has  a  complex  prob- 
lem, so  we  try  not  to  be  too  critical. 
After  all,  we're  not  international;  we 
just  look  at  housing."  Tight  money? 
"I'm'  sure  the  Administration's  pro- 
gram will  moderate  interest  rates  in 
the  long  term." 

Is  that  surprising?  Well,  not  really. 
NAHB  has  lately  noticed  that  tax  cuts 
just  might  help  mortgage  markets — 
for  instance,  think  of  the  impact  of 
making  interest  on  SikL  accounts  tax- 
free.  Too,  a  balanced  budget  would 
certainly  reduce  government  crowd- 


NAHB  President  Herman  Smith 
"Everybody  has  to  do  his  share." 

ing  of  the  capital  markets.  Says 
Smith:  "The  band-aid  approach,  ap- 
plying quick  spending  program  A  or 
quick  lending  program  B,  is  not  the 
answer." — Harold  Seneker 

A  clear  field 

Within  days  after  a  fire  at  Stouffer's 
Inn  in  Harrison,  N.Y.,  killed  13  Arrow 
Electronics  executives  last  year,  Vice 
President  John  C.  Waddell,  sole  survi- 
vor of  top  management,  put  in  a  call 
to  Phoenix.  His  purpose:  to  recruit 
Alfred  J.  Stein,  48,  the  aggressive 


semiconductor  middle-manager  who 
helped  turn  around  Motorola  (Forbes, 
Oct.  J,  1979).  It  took  six  months,  but 
Waddell  finally  got  his  man.  Stein 
takes  over  as  Arrow  president  July  1 

Why  would  Stein  move  from  a  $3.1 
billion  company  to  a  $350  million 
company?  At  Motorola  he  was  assis- 
tant general  manager  of  semiconduc- 
tors. At  Arrow,  Stein  gets  a  clear  field. 

Ironically,  says  Stein,  he  had  met 
CEO  B.  Duke  Glenn  Jr.,  one  of  the 
victims,  a  year  and  a  half  before  the 
tragedy,  after  Motorola  dropped  Ar- 
row as  a  distributor  and  Glenn  was 
trying  to  woo  the  bigger  company 
back.  The  two  had  not  yet  worked  out 
a  deal  when  the  fire  took  place. 

At  first,  says  Stein,  he  wasn't  very 
interested  in  Arrow.  "They  weren't 
really  in  the  mainstream  of  semicon- 
ductors, where  I  had  been  for  so  long," 
he  says.  "But  they  were  open  to  doing 
a  lot  of  things,  they  clearly  wanted 
someone  to  run  the  company,  and  I 
had  the  ambition  to  manage  one." 

For  the  moment,  says  Stein,  "I  have 
to  get  to  know  the  people  and  try  to 
understand  our  business  strengths  and 
weaknesses."  But  he  is  already  cast- 
ing an  eye  on  areas  to  expand.  For 
example,  "We  haven't  yet  touched  the 
international  market." 

Stein  and  Waddell  (who  will  stay 
on  as  chairman)  ought  to  make  a 
good  team.  "John  likes  administra- 
tive work,"  says  Stein.  "I  like  to  get 
out  and  do  things."  Waddell  is  obvi- 
ously just  as  pleased.  "Stein,"  he 
says,  "was  the  only  person  on  my 
list." — Alyssa  A.  Lappen 


1*}  ; 


Alfred  J.  Stein 

"They  needed  someone,  and  I  had  the  ambition. 
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The  silver  industry  used  to  sneer  at  Towle  s 
Leonard  Florence  as  a  parvenu.  It  can 
afford  to  sneer  no  longer. 


"I  do  just 
the  opposite" 


By  Subrata  N.  Chakravarty 


have 
too 


SOME  OF  THE  BOYS 
been  working  on 
great  a  markup,"  says 
Towle  Manufacturing's  brash 
president,  Leonard  Florence,  of 
his  competitors.  "We  took  the 
water  out." 

In  the  patrician  silver  indus- 
try, Florence  is  an  unabashed 
showman,  the  poor  boy  from 
the  wrong  side  of  the  tracks 
who  has  turned  the  staid  indus- 
try on  its  ear  even  before  taking 
over  one  of  the  trade's  blue 
bloods,  Towle  Silversmiths, 
founded  in  1690. 
With  1980  revenues  of  $168 

million,  Towle  is  now  one  of  the   

largest  companies  in  the  giftware 
field,  thanks  mainly  to  Florence's  ac- 
quisitions. With  1980  earnings  of  al- 
most $10  million  and  a  return  on  equi- 
ty of  over  22%,  it  is  also  one  of  the 
most  profitable.  Towle  is  now  a  sig- 
nificant factor  in  almost  every  aspect 
of  tabletop  items,  from  sterling  silver 
flatware  to  silver-plated  hollowware 
(trays,  bowls  and  the  like),  crystal, 
stainless  steel  flatware,  barware,  silk 
flowers  and  china  giftware. 

A  friendly,  likeable  man  for  all  his 
brashness,  Florence,  49,  has  created 
more  excitement  in  the  industry  than 
it  has  seen  in  centuries.  Not  everyone 
can  stand  the  pace.  Earlier  this  year, 
for  example,  International  Silver  de- 
cided to  get  out  of  hollowware,  a  busi- 
ness it  had  been  in  for  almost  150 
years,  because  it  was  unable  to  com- 
pete effectively  with  Towle. 

Towle's  growing  dominance  is  built 
on  the  discounter's  high-volume,  low- 
overhead  approach.  "Many  of  our 
competitors  would  sell  to  a  jobber  be- 
cause it  was  easier,"  Florence  says. 
"But  a  jobber  gets  25%  to  30%  and 


Towle  Manufacturing's  Florence 
It  works  wonders  to  take  the  water  out. 


he's  only  going  to  buy  what  sells  easi- 
ly for  him.  We  went  direct.  Yes,  it's 
difficult  to  handle  a  $200  order — it's  a 
lot  more  handling  charges — but  we 
know  we  have  a  company  that  way." 
Meaning  that  with  35,000  accounts, 
the  impact  of  losing  an  account  in  a 
downturn  is  significantly  reduced. 
Those  accounts  are  serviced  by  a  sales 
force  that  gets  no  commissions.  The 
savings — on  jobbers  and  commis- 
sions— is  passed  on  to  the  retailer, 
who  passes  a  good  portion  on  to  the 
customer,  according  to  Florence.  Giv- 
en the  retailers'  100%  markups,  the 
price  difference  can  be  considerable. 

Florence  has  also  kept  costs  down 
by  automating  some  areas  of  produc- 
tion and  by  scheduling  large  produc- 
tion runs.  "If  I  couldn't  make  a  mini- 
mum of  5,000  units  I  wouldn't  run  it," 
he  says.  "I'd  buy  it  from  my  competi- 
tors. You  never  make  money  in  the 
selling,  you  make  it  in  the  buy.  You 
save  2  cents  on  packaging,  3  cents  in 
raw  materials.  You  make  progressive 
dies  so  you  can  make  200  Paul  Revere 
bowls  an  hour  instead  of  40." 


Long  production  runs  can  be  dan- 
gerous, of  course,  but  Florence  has 
stayed  away  from  high-fashion  areas 
where  tastes  change  quickly.  "Any- 
body can  be  successful  in  the  silver 
business,"  he  argues.  "How  often  do 
styles  change?  Paul  Revere  bowls 
were  popular  203  years  ago  and 
they're  still  popular  today." 

Florence  learned  the  lesson  young. 
As  a  shoeshine  boy  in  Chelsea,  Mass., 
Florence  won  a  scholarship  to  Boston 
University  and  later'went  to  work  for 
the  man  who  gave  the  scholarship. 
Businessman  Dewey  Stone  offered 
Florence  half  of  his  failing  Raimond 
Silver  Co.  if  he  could  turn  it  around. 
Florence  concentrated  on  manufactur- 
ing products  for  competitors.  When 
Raimond  was  sold  in  1968,  Florence 
walked  away  with  $1.1  million. 

He  used  the  money  to  start 
Leonard  Silver  in  1969,  making 
silver-plated  items  like  bowls, 
trays  and  coffee  services.  The 
going  wasn't  easy.  "In  an  indus- 
try where  they  were  buying  la- 
bels, we  gave  value,"  Florence 
says.  "I  made  picture  frames  for 
International,  pewter  for  Wal- 
lace, plated  hollowware  for  Gor- 
ham.  My  goods  were  no  good, 
we  didn't  have  a  label.  But  if  you 
paid  25%  more  and  bought  the 
same  thing  from  my  competi- 
tor, it  was  a  good  product." 

Leonard's  competitors  spe- 
cialized in  sterling  silver  flat- 
ware, where  the  design  is  the 
most   important   feature  and 

  prices  are  set  accordingly.  But  in 

hollowware  a  Paul  Revere  bowl  al- 
ways looks  the  same.  Other  compa- 
nies, however,  priced  hollowware  to 
get  the  same  high  markups  as  did 
their  flatware.  Florence  saw  the  niche 
and  moved  in.  Nobody  had  sold  silver 
on  price  before  and  the  industry  was 
aghast.  But  retailers  loved  it.  Leon- 
ard's sales  and  earnings  rose  to  $39 
million  and  $1.9  million  respectively 
in  1977,  despite  recessions  in  1970 
and  1974.  "No  one's  going  to  tell  a 
bride,  'I  can't  give  you  a  gift,  there's  a 
recession  on.  Come  back  next  year,'  " 
says  Florence. 

By  1978  Florence  was  ready  for 
Towle.  Towle  had  a  very  successful 
line  of  sterling  flatware  and  a  losing 
hollowware  line.  Leonard  Silver  was 
the  most  successful  maker  of  hollow- 
ware in  the  business  but  had  no  flat- 
ware. "We  were  going  to  make  a 
tender  offer  for  Towle  but  were  told 
we  wouldn't  succeed,"  says  Florence. 
"So  we  convinced  the  directors  of 
Towle  to  buy  us  instead,  in  a  reverse 
takeover."  How?  By  threatening  a 
tender  fight  and  pointing  out  the  ad- 
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vantages  of  rounding  out  the  line. 
When  the  merger  went  through,  Flor- 
ence, with  his  family,  had  19%  of 
Towle  and  operating  control. 

Florence  quickly  ended  Towle's  pa- 
trician way  of  business.  Towle  had 
rarely  gone  to  trade  shows;  now  it 
goes  to  80  a  year.  Towle  sold  to  only 
4,000  accounts;  now  it  has  8,000. 
Florence  trimmed  back  its  product 
line  and  closed  the  hollowware  fac- 
tory, then  centralized  the  back  office. 

Florence  also  changed  Towle's  bal- 
ance sheet,  piling  on  debt  to  finance 
an  acquisition  binge.  In  the  1xh  years 
since  the  Towle  merger,  Florence  ac- 
quired 11  companies  and  debt  has 
climbed  from  almost  nothing  to  $66.5 
million,  1.4  times  equity.  But  that's 
not  as  precarious  as  it  seems.  Most  of 
the  debt  is  in  inventories  and  receiv- 
ables. Florence  notes  that  the  only 
goodwill  on  the  books  was  paid  by 
Towle  in  acquiring  Leonard  Silver. 

Most  of  all,  what  Florence  brings  to 
the  acquisitions  is  his  flair  for  mer- 
chandising. For  example,  he  created 
the  concept  of  selling  plated  hollow- 
ware  on  an  average-price  basis.  In- 
stead of  displaying  silver  with  discreet 
price  tags  that  tend  to  scare  people  off, 
Florence  got  stores  to  display  a  dozen 
items  attractively  on  a  counter  with  a 
sign  offering  a  customer  the  choice  of 
any  item  for  the  same  price.  While  the 
items  might  cost  different  amounts  to 
make,  they  are  all  sold  at  an  average 
price  and  stores  must  buy  equal  num- 
bers of  all  items.  This  has  done  won- 
ders for  sales.  Florence  also  supports 
sales  with  such  devices  as  custom- 
printing  catalogs  for  department 
stores  at  cost.  While  the  catalogs  fea- 
ture only  Towle's  lines,  the  stores  like 
the  merchandising  help. 

Florence  enjoys  how  he  has  upend- 
ed the  industry  with  such  methods.  "I 
do  just  the  opposite  of  what  our  com- 
petition does,"  he  gloats.  "If  my  com- 
petition begins  to  like  me,  I  want  to 
know  what  I'm  doing  wrong." 

In  a  bad  year  for  silver,  Towle  did 
well  last  year  by  downplaying  sterling 
and  using  the  same  molds  to  make 
silver  plate  and  stainless  steel  items. 
In  fact,  it  did  so  well  that  it  ran  into 
delivery  problems  and  wound  up  with 
the  biggest  order  backlog  in  its  histo- 
ry. Towle's  sterling  sales  dropped 
from  almost  60%  of  sales  in  1977  be- 
fore the  merger  to  under  15%  in  1980. 
Almost  half  of  sales  came  from  non- 
silver  items. 

Can  Leonard  Florence  produce  in- 
ternal growth  that  will  match  his 
largely  acquired  earnings  record  when 
the  acquisition  spree  ends?  Says  he:  "I 
don't  think  we've  scratched  the  sur- 
face yet  of  what  we're  doing."  ■ 
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LOCATE  YOUR  PLANT  IN  NEW  MEXICO 


YOU'LL  ENJOY 

our  sunbelt  lifestyle 
reasonable  property  values 

YOUR  COMPANY  WILL  PROFIT  FROM 

a  progressive  business  climate 

a  state-financed  on-the-job  training  program 

low  taxes  which  have  been  reduced  every  year  since  1972 

plentiful  energy  sources 

Let  us  tell  you  more.  Call  or  write: 
Ai  Dietz 

Director  of  Economic  Development 
Commerce  &  Industry  Department 
Bataan  Memorial  Building 
Santa  Fe,  New  Mexico  87503 
(505)  827-5571 
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Were  doing  what  has  to  be  done 


Arson 

For  Profit 

The  cost  in  lives  and  dollars  is  appalling.  That's  why 
Property-Casualty  insurance  companies  are  doing  their  part 

to  reduce  this  serious  crime. 


We've  all  seen  the  headlines:  "Building 
gutted  by  fire.  28  dead,  scores  injured.77 

Whether  it's  a  quiet  nursing  home  or  a 
bustling  hotel,  the  scenario  is  basically  the  same 
A  fire  starts  and  suddenly  is  out  of  control.  Fire- 
men and  related  emergency  services  struggle 
desperately  to  rescue  lives  and  save  property. 

The  smoke  clears  and  the  fire 
marshal  makes  his  report.  Too  often  it 
includes  the  word:  arson. 

Arson  for  proBt  is  only  a  small  part 
of  the  total  arson  problem.  Most  fires  are 
not  set  for  profit.  The  largest  percentage 
of  arson  fires  is  caused  by  vandals,  revenge 
seekers,  or  people  in  need  of  psychiatric  help 

Arson  has  become  a  serious  social 
problem.  Its  solutions  demand  innovative, 
coordinated  efforts— not  only  by  the  insurance 
business,  but  by  law  enforcement  authorities,  fire 
inspectors,  builders,  and  legislators. 

Property-Casualty  insurance  companies  — 
acting  through  the  Insurance  Committee  for 
Arson  Control— help  and  encourage  those  im- 
portant groups  to  get  together.  So  far.  125  Arson 
Task  Forces  have  been  formed  in  41  states. 


Meanwhile,  insurance 
companies  themselves  have  been  working  tc 
reduce  the  incidence  of  arson.  A  prime 
example,  one  aimed  specifically  at  arson  for 
profit,  is  the  Property  Insurance  Loss  Register. 
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a This  computer- 
ized cross-index 
of  fire  claims 
over  I500  is 
programmed  to 
react  whenever  a 
"match-up"  of  similar 
characteristics  occurs 
among  current  and  pre- 
vious claims. 
The  PILR  computer 
contains  hundreds  of  thousands 
of  claims,  and  hundreds  more  are 
added  every  day.  They  come  from  the 
insurance  companies  that  write  about 
90%  of  the  fire  coverage  in  the  United 
States.  In  its  first  year;  the  Register  gener- 
ated a  thousand  alerts.  From  therm  insurance 
ompanies  investigate  and  uncover  arson  for 
rofit  schemes  that  otherwise  would  remain 
ndetected. 

These  leads  are  essential,  because  arson 
ften  is  hard  to  spot  and  even  harder  to  prove, 
t  takes  time  to  investigate  suspicious  fires; 
o  sift  rubble  for  clues  to  physical  evidence, 
uch  of  which  may  have  been  burned  up; 
to  probe  for  financial  circumstances  which 
would  indicate  motive. 

Meanwhile,  well-intentioned  state  laws 
frequently  require  prompt  claims  settlement  or 
notice  of  reason  for  delay.  Other  laws  have  pre- 
vented law  enforcement  officials  and  insurers 
from  sharing  information  about  a  claim.  And, 
insurance  investigators  face  lawsuits  for  libel, 
slander,  or  bad  faith  if  their  claim  denial 
or  charge  of  suspected  arson  doesn't  stand 
up  in  court. 

All  this  has  had  a  chilling  effect  on  inves- 
tigation of  possible  fraudulent  insurance  claims. 

But  Property-Casualty  insurance  com- 
panies are  fighting  back.  They  sponsor  fire  fraud 
workshops  around  the  country  to  train  thou- 
sands of  adjusters  and  claims  people.  They 
seek  law  changes  which  will  remove  incentives 


for  arson  and  make  arson  easier  to  investigate, 
while  protecting  the  privacy  of  die  policy- 
holder. They  are  testing  an  insurance  appli- 
cation form  designed  to  identify  and  deter 
potential  arson  fraud.  They  developed  a  model 
code  which  makes  arson  a  serious  felony  and 
provides  appropriate  penalties. 

Significant  operational  changes  in  the 
many  FAIR  Plans  across  the  country  (where 
Property-Casualty  insurance  companies  main- 
tain facilities  to  insure  high  risk  properties) 
are  also  making  it  harder  for  arsonists  to  pros- 
per, inspection  practices  and  underwriting 
procedures  are  stronger.  Increasingly  claims 
for  fires  of  a  suspicious  nature  are  resisted.  New 
government  guidelines  give  FAIR  Plans  more 
flexibility  in  denying  applications  and  in  can- 
celling insurance  coverage.  Property  owners 
are  threatened  with  loss  of  coverage  unless 
unsafe  conditions  are  corrected. 

Clearly,  progress  is  being  made.  Society 
may  never  be  able  to  eliminate  arson,  any 
more  than  it  can  eliminate  any  other  serious 
crime.  However,  through  increased  public 
concern,  improved  legislation,  training,  and 
the  growing  level  of  cooperation  among 
community  groups;  insurance  companies,  fire 
fighters,  and  law  enforcement  authorities,  we 
believe  the  crime  of  arson  can  be  brought 
under  closer  control. 


We  re  working  to  keep  insurance  affordable. 

lis  message  presented  by  the  American  Insurance  Association,  85  John  Street,  NY,  NY  10038 


Nothing  beats 
6  seats. 


TWA's  747 Ambassador  Class.  Wider  seats  and  more  legroom 
for  the  most  comfortable  business  class  to  Europe. 


At  TWA  our  concern  is  to  make 
you  comfortable,  and  to  give  you 
plenty  of  room. 

So  our  747  Ambassador  Class 
service  to  Europe  has  only  6  seats 
across,  instead  of  the  usual  eight 
or  nine. 

And  they're  grouped  in 
pairs,  so  you'll  either  have  an 
aisle  or  a  window  seat.  You'll 
never  get  stuck  in  a  middle  seat 
because  we've  done  away  with 
middle  seats  entirely. 

The  most  comfortable  seat  in  the  air. 

The  seats  themselves  are  huge.  And 
enormously  comfortable. 

They're  considerably  wider  than  the 
usual  business  class  seat,  with  more 
legroom  than  ever  before. 


And  because  they  tilt  back 
farther,  too,  our  seats  are  more  restful. 

We  take  care  of  you 
so  you  can  take  care  of  business. 

Along  with  a  lot  of  extra  room, 
you  also  get  a  lot  of  extras.  Like  a 
special  Ambassador  Class 
check-in  area  to  speed  you 
through  the  airport. 
Complimentary  drinks  and 
appetizers.  Slipper  socks.  And  more. 

All  in  all,TWA's  Ambassador  Class 
is  the  kind  of  service  you'd  expect 
from  the  number  one  airline  across  the  Atlantic. 

So  call  your  travel  agent,  corporate 
travel  department  or  TWA  and  ask  for  our 
Ambassador  Class  service. 

Nothing  beats 
the  American  Express8  Card. 

,^^smM^mmmmm^sB'$i       The  American 
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welcomed  around 
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Our  seats  tilt  back  a  full  45  "for  greater  comfort. 


the  world  for 
almost  every  travel 
and  entertainment 
expense.  And  TWA 
welcomes  the  American  Express  Card  wher- 
ever we  fly.  The  Card  also  gives  you  access 
to  conveniently  located  Travelers  Cheque 
Dispensers.  To  enroll  in  the  Travelers  Cheque 
Dispenser  Program,  or  to  apply  for  a  Card, 
call  800-528-8000  toll-free.  The  American 
Express  Card.  Don't  leave  home 
without  it.sm 


You're  going  to  like  us 


Aca 
j(  Soli 
GietK 
toilet] 
is  the 
by  pol 


lesai 
:  rec 
ito  c 
tat  gt 
The 

VK  0! 

otKev 
contai 


B,  whi 


m 
4  pom 


spi 

iHQ 

cheapt 
and  tli 

lange: 
Nolij 
protec 
power 

\w 
Tie  | 
chemi 
Du  PC 

it  is 
'ten; 


Personal 
Affairs 


Edited  By  William  G.  Flanagan 

Arms  and  the  man 

Tlerrorists  and  assorted  other  pistol- 
packing  crazies  have  already  made 
their  point:  Anyone  prominent  or 
powerful  is  a  target  for  a  shooting  or 
kidnapping.  No  surprise,  then,  that 
about  a  dozen  firms  in  the  U.S.  now 
make  bulletproof  garments,  including 
vests,  raincoats,  jackets,  kneepads, 
aprons  and  even  umbrellas.  All  are 
made  with  Kevlar,  a  Du  Pont  aramid 
fiber  that  is  five  times  stronger  than 
cable  steel. 

According  to  Tim  Zufle,  president 
of  Solutions,  Inc.,  a  security  firm  in 
Gretna,  La.,  the  most  popular  item  of 
bulletproof  clothing  among  executives 
is  the  vest.  Not  the  bulky  type  worn 
by  police  and  military  personnel,  but 
ordinary-looking  vests  that  are  worn 
with  ordinary  suits,  often  tailored  in 
the  same  suit  fabric.  The  Kevlar  can 
be  removed,  allowing  you  to  slip  it 
into  other,  similarly  tailored  vests 
that  go  with  other  suits. 

The  amount  of  protection  such  a 
vest  offers  depends  upon  the  amount 
of  Kevlar  and  other  materials  it  may 
contain.  In  general,  the  first  level, 
which  contains  at  least  eight  layers, 
should  withstand  a  bullet  from  most 
handguns,  including  .38  specials,  .45 
automatics  and  .357  magnums.  Level 
B,  which  is  23  or  so  layers  thick  and 
quite  bulky,  will  also  stop  9mm  sub- 
machine gun  rounds  and  even  .44  cali- 
ber magnum  bullets.  But  its  weight — 
4  pounds  and  up — makes  the  second- 
level  vest  more  than  a  little  uncom- 
fortable. The  Level  A,  while  affording 
less  protection,  weighs  only  1  Vi  to  3 
pounds,  and  is  more  popular.  It  is  also 
cheaper.  Depending  upon  the  level 
and  the  type  of  vest  you  want,  prices 
range  from  about  $300  to  over  $1,500. 
No  lighter-weight  vest  can  offer  full 
protection  against  close-range  high- 
powered  rifles. 

A  word  about  how  Kevlar  works. 
The  fiber,  invented  by  a  research 
chemist  named  Stephanie  Kwolek  at 
Du  Pont  in  1965,  is  a  nylon  hybrid 
that  is  as  tough  as  nails.  When  woven 
a  certain  way  and  combined  in  layers, 
Du  Pont  discovered  some  years  later, 
the  fabric  is  as  impenetrable  as  Super- 
man's chest.  But  unlike  Clark  Kent, 
you  would  still  feel  something  if  you 


Tim  Zufle  of  Solutions,  Inc. 


One  way  to  stop  a  Hail  of  bullets. 


were  shot.  The  fabric  may  flatten  a 
bullet,  but  the  force  of  the  bullet  can 
cause  "blunt  trauma" — which  could 
crack  a  rib,  result  in  a  severe  bruise  or 
even  worse.  "It's  similar  to  being 
struck  with  a  padded  hammer  swung 
by  a  powerful  man,"  commented  a 
Solutions  spokesman. 

As  an  added  precaution,  vests  can 
be  outfitted  with  an  impact-resistant 
plastic,  to  dissipate  the  bullet's  effect. 
Besides  vests,  at  Solutions  for  exam- 
ple, you  can  get  bulletproof,  4-to-6- 


Zufle  fitting  a  customer 


You  can  bring  your  own  fabric. 


pound  raincoat  liners  ($500-$580), 
jackets  ($370-$450)  and  umbrellas 
($990-$  1,200)— a  particularly  effective 
shield  if  you  someday  find  that  you 
are  caught  in  a  hail  of  gunfire.  Zufle's 
firm  also  carries  a  range  of  accesso- 
ries, including  bulletproof  camera 
cases  ($197),  clipboards  ($120)  and 
briefcases  ($120-$250). 

Before  you  can  place  an  order,  many 
manufacturers  will  ask  you  for  refer- 
ences or  check  you  out  with  your  local 
police  department.  Some  firms  may 
require  that  you  have  a  gun  permit. 
It's  not  a  matter  of  law;  they  simply 
want  to  prevent  the  clothing  from  fall- 
ing into  the  wrong  hands. 

For  more  information  on  bullet- 
proof clothing,  write  on  company 
letterhead  to:  American  Body  Ar- 
mor &  Equipment,  135  New  York 
Ave.,  Halesite,  N.Y.  11743;  Safari- 
land,  1941  S.  Walker  Ave.,  Monro- 
via, Calif.  91016;  Armour  of  Amer- 
ica; P.O.  Box  1405,  Beverly  Hills, 
Calif.  90213;  Solutions  Inc.,  230  La- 
fayette St.,  Gretna,  La.  70053;  and 
Point  Blank  Body  Armor,  784  Mer- 
rick Road,  Baldwin,  N.Y.  11510. 
While  the  military,  police  and  over- 
seas executives  still  account  for  the 
bulk  of  business  handled  by  these 
firms,  they  all  report  sizable  in- 
creases in  orders  placed  by  private 
U.S.  individuals. 

As  the  soft-body-armor  market 
grows  so  does  the  armored-car  indus- 
try— using  the  same  Kevlar  fabric. 
There  are  at  least  eight  manufactur- 
ers, and  more  are  starting  up  in  Flor- 
ida— close  to  their  South  American 
customers. 
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Attacks  on  cars  are  usually  made 
employing  one  of  two  methods.  First, 
a  hit-and-run  attack  where  your  car  is 
boxed  in  from  the  front,  side  and 
back,  or  second,  a  barrage  attack  from 
terrorists  who  have  set  up  a  roadblock 
or  staged  a  mock  accident. 

To  counter  both  these  threats,  say 
the  pros,  a  car  might  be  equipped  as 
follows: 

•  Body,  side  and  rear  panels  pro- 
tected with  dual-reinforced  steel  cou- 
pled with  Kevlar  padding,  or  in  con- 
junction with  lightweight  compressed 
fiberglass  panels  strong  enough  to 
stop  a  Russian  AK-47,  an  American 
M-16  rifle  or  7.62  NATO  rifle  rounds. 

•  Floorboards,  fire  wall,  battery  and 
fuel  tank  armored  with  thick,  antibal- 
listic  lining. 

•  Windows  made  of  either  flat  ar- 
mor glass  panels  with  polycarbonate 
laminate,  or  other  even  more  costly 
glazing. 

•  Single-level,  armor-glazed  wind- 
shield and  rear  window. 

•  Armored  metal  pillars  between 
windows  and  windshield. 

•  Tires  made  of  special  nylon  bul- 
letproof material.  According  to  Zufle, 
whose  firm  does  most  of  its  business 
in  South  and  Central  America,  it  costs 
$25,000  and  up  to  so  equip  feep  Wag- 
oneers,  Chevrolet  Suburbans,  Interna- 
tional Scouts  and  other  four-wheel- 
drive  cars.  (Such  high-ridmg,  rugged 
vehicles  are — with  buUetproofing — all 
the  rage  in  South  America.  They  not 
only  give  the  owners  a  lower  profile 
than,  say,  a  Mercedes,  they  can  also 
be  driven  off  the  road,  if  necessary.) 

To  bulletproof  a  Ford  LTD,  Chevro- 
let Nova  or  other  standard-size 
American  car  Zufle  charges  about 
$35,000.  Outfitting  a  BMW  or  Mer- 
cedes will  run  $50,000. 

Edward  O'Gara,  co-owner  of 
O'Gara  International  in  Westlake  Vil- 
lage, Calif.,  charges  a  total  of  $100,000 
to  $300,000  for  specially  modified 
Cadillac  or  Lincoln  limousines  and 
Rolls-Royces  intended  for  use  by 
heads  of  state  or  other  dignitaries.  For 
buUetproofing,  O'Gara  sends  his  cars 
on  to  Hess  &  Eisenhardt,  which  also 
does  work  for  the  State  Department 
and  the  Secret  Service. 

O'Gara  will  be  the  first  to  concede, 
however,  that  the  car  is  only  one  as- 
pect of  a  total  defensive-measure  sys- 


tem. The  first  ten  seconds  of  an  at- 
tack are  the  most  crucial,  he  says.  In 
that  time,  "You  should  expect,  an  ar- 
mored car  to  save  your  life,  but  that's 
only  part  of  it.  The  rest  comes  with 
well-trained  people  and  good  intelli- 
gence. You  cannot  expect  to  sit  still 
and  make  a  stand."  That's  why  he 
includes  special  instruction  for  drivers 
and  bodyguards  as  part  of  the  armored 
car  package. 

Most  manufacturers  also  offer  addi- 
tional options,  which  will  make  your 
car  perfect  for  use  in  a  James  Bond 
film.  To  wit: 

•  Strategically  located  soft-spot 
gunports  that  allow  the  driver  and 
passengers  to  return  fire. 

•  Front  and  rear  bumpers  capable  of 
ramming  roadblocks. 


Kevlar  fibers  inside  bulletproof pad 
Stronger  than  steel. 

•  Systems  that  spew  tear  gas,  oil  or 
a  smoke  screen.  (Occupants  are  pro- 
vided gas  masks.) 

•  Powerful  but  nonlethal  electric 
shock  system  to  repel  angry  mobs 
bent  on  battering  or  overturning  the 
vehicle. 

•  Engine  supercharging. 

•  Electrical  systems  that  permit 
rear- seat  passengers  to  stop  the  car  if 
the  driver  is  overwhelmed. 

•  Emergency  broadcast  and  radio 
transmitter  systems. 

Most  manufacturers  take  anywhere 
from  three  to  four  months  to  com- 
plete an  order  for  standard  buUetproof- 
ing; some  vehicles,  like  the  Rolls- 
Royce,  take  longer. 

Note:  On  average,  you  should  ex- 
pect to  replace  your  armored  car  with- 
in five  years;  the  extra  weight  acceler- 
ates wear  and  tear. — Gerald  Odening 


Supersaturated  Keoghs 

How  much  money,  exactly,  can 
you  squirrel  away  in  your  Keogh 
plan?  A  lot  more  than  you  think. 
Probably  one-third  more,  possibly  as 
much  as  double.  Provided  you  earn  at 
least  $50,000  a  year. 

You  know  what  a  Keogh  plan  is,  of 
course,  or  at  least  you  should  know  if 
you  are  self-employed  or  have  self- 
employed  income  (such  as  freelance, 
consulting  or  director's  fees).  The 
Keogh  plan  is  the  IRS  concession  to 
the  self-made  man  (or  woman)  that  he 
deserves  a-  break  today — when  his 
earnings  are  high — in  order  to  have  at 
least  some  financial  comfort  tomor- 
row at  retirement. 

Under  traditional  Keogh  rules,  you 
are  allowed  to  set  aside  15%  of  your 
gross  earned  income  each  year,  tax- 
deferred,  up  to  a  maximum  of  $7,500 
annually.  In  other  words,  if  you  earn 
$50,000,  you  can  subtract  $7,500 
right  off  the  top  and  slap  it  into  a 
Keogh  plan — and  not  pay  any  taxes 
on  that  amount  of  earnings.  The 
money  accumulates  tax-deferred, 
too,  in  a  bank,  insurance  company,  a 
money  market  fund,  a  mutual  fund 
or  even  your  own  portfolio  and  you 
don't  have  to  pay  any  taxes  until  you 
start  to  withdraw  the  money  at  re- 
tirement. You  can  start  withdrawals 
somewhere  between  the  ages  of  59V2 
and  70%. 

So,  one  would  think  that  the  most 
you  could  cram  into  your  Keogh  plan 
would  be  $7,500  a  year.  Assuming  you 
are  now  50,  and  plan  to  retire  at  age 
65,  that  would  come  to  $1 12,500.  Plus 
all  the  interest  that  accumulates  (as- 
suming 6%  annually),  that  would  be  a 
total  of  $174,500  at  age  65.  That  sum 
would  then  yield  you  a  yearly  income 
of  about  $18,800  until  you  die,  pro- 
vided you  then  start  putting  it  into  an 
annuity. 

But  what  if  you  want  to  put  more 
than  $7,500  aside  each  year  tax-de- 
ferred, so  you  can  have  a  fatter  nest 
egg  at  retirement?  Can  you  do  it?  Pay 
attention — the  government  has  a  deal 
for  you.  Especially  if  you  are  42  or 
older.  Or,  even  if  you  are  much  youn- 
ger and  are  enjoying  some  big  earn- 
ings years  now  and  are  desperately 
looking  for  a  tax  shelter. 

Keogh  plans  actually  come  pack- 
aged two  ways.  The  most  familiar  is 
the  defined  contribution  plan.  You  put 
aside  up  to  15%  of  your  income  annu- 
ally, or  $7,500,  whichever  works  out 
to  be  less.  Period. 

But  there  is  a  second  kind  of  plan — 
a  defined  benefit  plan.  This  is  a  little 
trickier.  It  works  backwards.  You  are 
allowed  to  set  aside  cash  based  on 
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how  much  of  a  payout  you  can 
receive  once  you  retire.  Let's 
ay  you  are  age  50,  are  now 
earning  $50,000  a  year  and 
want  to  collect  $22,500  a  year 
when  you  retire  at  age  65.  Un- 
cle Sam  says,  fine,  go  ahead — 
set  aside  as  much  money  as  it 
takes  to  fund  such  a  payout.  In 
se,  that  comes  to  about 
$9,500  a  year— $2,000  more 
annually  than  is  normally  al- 
lowed under  a  contribution 
Keogh  plan.  And,  your  payout 
at  65,  as  we  have  seen,  would 
only  be  $18,000  in  that  Keogh. 

Has  the  IRS  lost  its  marbles? 
Can  you  target  your  retire- 
ment as  high  as  you  want,  and 
simply  figure  out  how  much  it 
would  come  to  each  year  to 
fund  that  nest  egg?  Alas,  the 
IRS  is  not  that  generous.  It  has 
set  limits — rather  stringent 
ones,  in  fact — on  just  how  big 
your  pot  at  the  end  of  the  rain- 
bow can  swell. 

Basically,  there  is  a  simple 
rule  of  thumb:  The  more  years 
you  plan  to  kick  into  a  benefit 
plan,  the  more  you  can  put 
into  it  each  year — provided 
you  can  afford  it.  But  there  is 
one  big  hitch:  You  cannot  kick 
in  so  much  money  over  the 
years  that  you  wind  up  collecting 
more  when  you  retire  than  you  earned 
when  you  set  up  the  plan.  In  other 
words,  assuming  you  earn  $50,000 
when  you  set  up  the  benefit  plan,  it 
cannot  work  out  so  you  collect  more 
than  $50,000  when  you  retire,  no 
matter  how  young  you  are  when  you 
start  contributing  to  the  plan. 

For  many  would-be  Keogh  contribu- 
tors then,  in  and  around  the  $50,000 
salary  range,  the  magic  age  for  open- 
ing up  a  plan  is  about  age  42.  Using 
the  government's  formulas,  assuming 
you  want  to  retire  at  about  65,  it  is  at 
that  age  you  can  begin  to  cram  more 
into  a  plan  than  into  an  ordinary  con- 
tribution Keogh.  On  average,  it  works 
out  to  about  $10,000  a  year— $2,500 
more  than  with  the  contribution  plan. 
(You  can  simply  suspend  that  plan,  if 
you  already  have  one  and  want  to 
switch.)  When  you  finally  do  retire, 
those  higher  contributions  can  mean 
$4,500  more  in  annual  payouts  for  the 
rest  of  your  life.  Does  that  mean  that 
benefit  plans  are  not  useful  for  youn- 
ger self-employeds?  Not  by  a  long 
shot.  But  you  have  to  be  well  into  six 
figures. 

According  to  Edward  Cheek,  na- 
tional director  of  pensions  and  profit 
sharing  plans  for  Aetna  Life  Co.,  very 
successful  professionals  and  entrepre- 


neurs, as  well  as  pro  athletes,  can  of- 
ten get  hefty  tax  sheltering  from  de- 
fined plans — even  in  their  early  30s. 
The  basic  rules  still  have  to  be  met — 
you  cannot  get  an  ultimate  payout 
that  is  more  than  what  you  are  earn- 
ing. But  if  your  earnings  are  very  high, 
your  contributions  can  be,  too.  For 
example,  at  age  35,  the  government 
says  that  your  retirement  payout  can 
equal  5.4%  of  each  year's  earnings, 
figured  on  a  base  compensation  of 
$50,000 — regardless  of  what  you  are 
really  earning.  (The  percentages  go 
from  6.5%  at  age  30  down  to  2%  at 
age  60.)  In  other  words,  if  you  are 
earning,  say,  $90,000,  only  $50,000 
can  be  used  to  determine  the  maxi- 
mum payout  you  can  get  at  retire- 
ment. Assuming  you  retire  at  65,  that 
means  5.4%  of  $50,000  ($2,700)  for  30 
years,  or  a  maximum  payout  of 
$81,000  a  year. 

But  in  order  to  set  up  such  a  plan, 
you  must  be  earning  at  least  $81,000 
annually,  which  most  35-year-olds  do 
not.  But  such  individuals  could  put 
$12,525  per  year  into  a  benefit  Keogh 
plan  tax-deferred,  which  is  a  very  nice 
shelter,  indeed. 

According  to  Herbert  Behrens, 
president  of  Herbert  Behrens  Pen- 
sions, Ltd.  in  New  York,  it  is  even 
possible  to  front-load  a  benefit  Keogh 


plan,  to  allow  even  mor 
tering  in  the  early  years  o: 
plan.  He  worked  out  a  deal  for 
one  client,  for  example,  aged 
41,  earning  $200,000  a  year  to 
retire  at  70.  He  will  get  a 
payout  of  $100,000  payable  to 
himself  and  his  wife.  And  ac- 
celerated contributions  the 
first  two  years  amount  to 
$16,500,  but  will  drop  substan- 
tially after  ten  years. 

Note:  If  a  plan  is  fully  funded 
before  you  retire,  which  can 
happen  if  the  earnings  in  the 
plan  exceed  estimates,  or  even 
by  deliberate  design,  it  is  fro- 
zen. The  contributor  cannot 
put  any  more  cash  into  any 
defined  Keogh  plan.  And  he 
still  must  wait  until  the  age  he 
has  specified  before  he  can 
start  to  collect.  But  that  does 
not  prevent  him  from  then 
opening  up  a  contribution 
plan,  to  start  building  yet  an- 
other nest  egg. 

Note:  In  all  examples,  we 
have  assumed  very  low  inter- 
est rates — 6%,  in  fact.  Why 
have  we  made  it  so  low? 

In  setting  up  a  defined  bene- 
fit Keogh,  long-term  assump- 
tions must  be  made  regarding 
interest  rates.  Insurance  com- 
panies and  others  that  sell  Keogh 
plans  pay  only  that  amount  of  inter- 
est, in  line  with  government  rules. 

Moral:  As  is  obvious,  the  intricacies 
of  Keogh  defined  benefits  plans  can 
befog  the  ablest  of  numbers  crunchers. 
You  must  consult  with  an  actuary  be- 
fore you  set  up  such  a  plan  (unless  you 
go  through  an  insurance  company). 

But  note:  One  of  the  bills  floating 
around  Congress  this  year  would  dou- 
ble the  maximum  Keogh-plan  contri- 
bution—from $7,500  to  $15,000.  So 
wait  until  the  fate  of  that  bill  is 
known.  You  have  until  the  end  of  the 
year,  anyway,  to  make  your  1981 
contribution. 

Private  eyes  for  inc's 

The  chairman  of  Telex  Corp.  is 
murdered  under  suspicious  circum- 
stances. Who  did  it  and  why?  A  strug- 
gling audiovisual  company  needs  an 
SBA  loan,  and  is  "assured"  by  a  go- 
between  that  it  can  be  procured — for  a 
fat  fee.  Is  the  go-between  legit?  A  lug- 
gage company  sees  cheap  knockoffs  of 
its  products  all  over  town,  complete 
with  the  distinctive,  statusy  logo  it 
took  years  to  develop.  How  can  the 
counterfeits  be  eliminated? 

Increasingly,  businesses  are  turning 
to  a  new  breed  of  private  eye  to  han- 
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ITS  TECHNOLOGY  IS 


EQUALLY  COMFORTING. 

With  its  electronic  engine  controls, 
electronic  fuel  injection,  Automatic  Overdrive 
Transmission  and  computer-analyzed  design, 
the  1981  Lincoln  Town  Car  lets  your  mind 
feel  as  good  as  the  rest  of  you. 

Perhaps  even  more  reassuring  is  the  fact 
that  the  Lincoln  Town  Car  now  comes  with 
the  Extended  Service  Plan.  Free. 

Lincoln  Town  Car.  It  puts  your  mind  at  ease. 

As  well  as  your  body, 

LINCOLN 

LINCOLN- MERCURY  DIVISION  Co^T^T) 


Personal 
Affairs 

die  these  and  other  business  prob- 
lems. Business  investigators — private 
detectives  for  the  pinstripe  set,  if  you 
will — won't  replace  your  lawyer  or 
accountant,  but  they  will  probe  deep- 
ly where  CPAs  and  lawyers  would 
fear  to  tread.  Into  the  personal  back- 
grounds of  the  people  with  whom 
you  are  dealing,  for  example.  "We 
check  their  qualifications,  education, 
anything  that  lends  credibility,"  says 
Patrick  Murphy,  a  cigar-chomping 
former  FBI  agent  who  heads  New 
York's  Proudfoot  Reports. 

fesse  Hagy,  another  FBI  veteran 
who  does  business  investigations 
among  other  things  for  Wackenhut 
Corp.,  based  in  Coral  Gables,  Fla.,  is 
more  specific:  "What  it  all  boils  down 
to  is,  have  they  [the  people  or  com- 
pany you  are  dealing  with]  ever  been 
in  trouble?" 

Whether  or  not  some  of  the  people 
with  whom  the  late  Roger  M.  Wheeler 
did  business  had  ever  been  in  trouble 
is  one  of  the  things  that  the  three 
private  investigation  firms  retained 
by  Telex  are  doubtless  now  probing. 
(The  Tulsa  police  are  also  conducting 
their  own  investigation,  of  course.) 

The  head  of  one  investigations  firm 
boasted,  however,  that  his  firm  would 
have  been  able  to  find  out  beforehand 
if  any  of  the  people  connected  with 
the  jai  alai  operation  with  which  Tel- 
ex became  entwined  were  connected 
with  organized  crime. 

For  a  number  of  reasons — merger 
fever,  preemployment  checks,  SEC 
"due  diligence"  requirements,  prod- 
uct pirates — business  investigators 
are  doing  a  booming  business  these 
days.  New  York's  Bishop's  Service, 
Inc.  recently  spent  a  year  chasing 
down  all  the  culprits  who  were  ped- 
dling bogus  Louis  Vuitton  luggage,  for 
example.  Fake  merchandise  was  sur- 
facing in  discount  outlets  and  flea 
markets,  according  to  BSI  President 
Jeremiah  Bogert,  a  former  venture 
capitalist  and  editor.  BSI  had  to  do  "a 
lot  of  street  work"  before  finally  clos- 
ing down  the  outlaw  manufacturers. 
The  fee:  about  $100,000. 

Few  business  investigations  are 
that  expensive.  BSI  charges  about 
$750  for  a  normal  business  report, 
while  Proudfoot's  fee  might  be  around 
$400.  Charges  can  also  be  computed — 
shades  of  Sam  Spade — by  the  day  or 


hour,  plus  expenses.  For  example,  the 
company  seeking  the  SBA  loan,  Au- 
diographix  Enterprises,  had  the  pre- 
science to  hire  Fidelifacts/Metropoli- 
tan  New  York,  Inc.  to  look  into  a 
Washington-based  company  that  "ar- 
ranged" small  business  loans.  (Fideli- 
facts  shadowed  Ralph  Nader  for  GM 
in  the  Sixties,  says  President  Thomas 
Norton.)  The  company  wanted  a  fee  of 
$8,600  to  secure  the  $200,000  loan. 
"Their  operation  was  so  smooth  our 
lawyer  couldn't  spot  it,"  says  Audio- 
graphix'  President  Bill  Field.  Fideli- 
facts  discovered  that  more  than  a  few 
civil  suits  were  pending  against  the 
head  of  the  Washington  firm.  "It  was 
devastating,"  Field  recalls.  "There  is 
no  way  I  could  have  checked  all  those 
references  and  asked  the  questions 


Patrick  Murphy  of  Proudfoot  Reports 


More  at  home  with  a  10-K  than  a  .38. 


they  did."  The  bill:  a  modest  $634. 

If  you  are  looking  to  hire  a  business 
gumshoe,  do  a  little  snooping  yourself. 
There  are  only  a  few  firms  that  have 
real  expertise  in  the  field.  Ask  first 
about  the  staff's  qualifications.  "The 
majority  of  private  investigators  may 
not  know  how  to  find  out  about  busi- 
ness integrity,  and  that's  what  we  are 
good  at,"  says  Bogert,  a  venture  cap- 
italist himself.  "They  may  know  if 
people  are  sleeping  with  somebody 
else,  but  not  how  to  check  out  an  SEC 
report  or  read  a  10-K." 

The  best  firms  hire  staffers  with 
business,  legal,  accounting  or  journal- 
ism backgrounds.  Ask  if  the  firm  has 
branch  offices  and  stringers — they 
may  be  needed  to  pursue  wide-ranging 
or  complex  business  cases. 


When  you  decide  on  a  business  in- 
vestigator, give  him  as  much  informa- 
tion and  direction  as  possible.  Bogert 
asks  clients  to  supply,  at  the  least, 
confirmed  home  and  business  ad- 
dresses of  people  it  is  investigating. 
And  don't  try  to  mislead  an  agency. 
"The  first  thing  I  ask  is,  'Why  do  you 
want  this?'  "  notes  Murphy.  "Often 
people  ask  for  business  reports  but 
want  them  for  other  purposes,  like 
alimony  cases.  We  don't  do  garbage 
reports." 

Don't  assume  your  investigator  will 
be  able  to  keep  it  all  quiet.  The  tech- 
niques used  in  compiling  a  report  in- 
volve not  only  searching  court  and 
other  public  records  and  tapping  the 
ubiquitous  "contacts"  but  calling  re- 
ferences and  business  associates  as 
well.  Nor  are  business  investigators 
miracle  workers.  If  you  keep  them 
from  contacting  a  company  or  person 
because,  say,  you  are  afraid  they  will 
get  wind  of  a  surprise  takeover  bid, 
this  complicates  the  case.  Privately 
held  companies  are  difficult  to  re- 
search, as  are  some  real  estate  ar- 
rangements. Sometimes  the  informa- 
tion just  isn't  there.  Don't  forget, 
business  investigators  may  be  match- 
ing wits  with  professionals  whose 
whole  careers  have  been  built  on  de- 
ception and  exaggeration.  Declares 
Murphy:  "If  you  really  want  to  hide 
your  assets,  how  in  God's  name  can  I 
find  them?  Even  the  IRS  has  problems 
with  that."— Van  Wallach 


Car  costs 

Those  tiny  little  Omnis  and  Che- 
vettes  and  Ford  Escorts  really  are 
cheaper  to  own  and  operate,  after  all. 
In  fact,  according  to  Runzheimer  & 
Co.,  transportation  consultants  based 
in  Rochester,  Wis.,  the  four-cylinder 
subcompacts  will  be  an  impressive 
$3,748  cheaper  to  drive  over  a  four- 
year  time  span  than  six-cylinder  in- 
termediates. They  would  include  the 
Chevy  Malibu,  Olds  Cutlass  and 
Buick  Century. 

Runzheimer 's  costs  include  four- 
year  financing,  depreciation,  insur- 
ance, taxes,  maintenance,  oil,  tires 
and  fuel.  Runzheimer  estimates  that 
the  average  price  of  gasoline  over  the 
next  four  years  will  be  $2.50  a  gallon. 
The  consultants  estimate  the  cars  will 
be  driven  a  total  of  56,000  miles. 

The  total  cost  of  a  four-cylinder  sub- 
compact  amounts  to  $15,996  or 
$76.90  per  week.  An  eight-cylinder 
standard  size  will  cost  $22,622.  Your 
Cadillac  Seville  or  Lincoln  Mark  VI 
will  run  a  total  of  $29,927  or  $143.88 
per  week. 
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EVERYONE  TALKS  ABOUT 
LOW  RENTAL  PRICES. 


TEES  THEM. 


Hertz  drops  all  mileage  charges. 
You  can  save  as  much  as  33%  on 
your  rental  -  and  we'll  guarantee 
the  price  before  you  go! 

Now  you  can  rent  any  Hertz 
car,  anywhere,  anytime,  round-  trip 
or  one-way  without  paying 
a  penny  extra  for  the  miles  you 
Vjv95  drivef 
-J  WeVe  also  instituted 

Guaranteed  Pricing.  A  policy 
that  tells  you  up  front  what 
your  rental  charges  will  be. 

Just  tell  the  person  at 
the  Hertz  counter  how  many 
days  you  intend  to  keep  the  car,  what 
location  you'll  return  it  to,  and  whether 
or  not  you  want  options  such  as 
Collision  Damage  Waiver  and  Personal 
Accident  Insurance. 

We'll  tell  you  your  rental  charges  at 
the  time  you  go.  And,  if  you  request, 
we'll  guarantee  it  in  writing.  With  a 
Hertz  Guaranteed  Pricing  tag  that 
we'll  give  you  when  you  rent  your  car. 
So  why  rent  from  companies 
that  only  talk  about  their  prices? 
Come  to  Hertz.  Where  you'll  get  a  good 
car,  a  good  price  and  all  the 
advantages  of 

renting  from  #1.  ^  HeftZ 

We  guarantee  it.  * 


WHERE  WINNERS  RENT* 

HERTZ  FEATURES  THE  EXCITING  FORD  ESCORT 

guaranteed  Pricing  available  at  all  Hen/  corporate  and  participating  licensee  Ideations  in 
he  U.S.  Droptiff  charges  apply  on  some  one-way  rentals  Refueling  charges  and  state  and 
iical  taxes  are  not  included.  •peg  us  pat'off©hertzsvst6minc  1981 


There  are  roughly  1.2  million  computers  in  operation  in  the  U.S., 
and  by  1985  there  will  be  54  million,  or  one  for  every  42  of  us. 
Who — or  what — is  going  to  program  them  all? 


The  growth  industry's 
growth  industry 


By  Harold  Seneker 

IN  15  years,  computer 
services — the  pro- 
gramming and  soft- 
ware, not  the  hardware — 
has  whirled  up  out  of  al- 
most nothing  into  an  in- 
dustry larger  than  broad- 
casting. But  even  at  $13 
billion  annual  revenues  it 
still  appears  to  be  in  its 
infancy — 4,000  or  so  sepa- 
rate businesses,  all  grow- 
ing like  weeds.  Many 
trade  at  20  and  30  times 
earnings  on  the  public 
markets.  The  stocks  re- 
spond violently  to  every 
little  twitch  in  the  mar- 
ketplace. Since  Wall 
Street  gets  just  as  enthusi- 
astic over  pyrites  like  CB 
radios  as  it  does  over  real  gold,  it 
makes  sense  to  look  deeper  than  the 
analysts'  recommendations  and  ask, 
what  is  this  phenomenon?  Where  is  it 
going  to  become  important? 

Consider  a  reel  of  magnetic  tape. 
Wholesale  cost  when  blank,  about 
$50.  But  this  one  is  worth  $50,000. 
Reason:  The  magnetically  encoded 
program  on  it  would  take  something 
like  20  man-years  of  programmer 
time,  at  $20,000  to  $50,000  per  man- 
year,  to  create  from  scratch.  At 
$50,000,  then,  that  reel  of  tape  is  a 
bargain.  Little  wonder  that  the  pack- 
aged software  segment  of  the  $13  bil- 
lion computer  services  industry  was 
already  a  $3  billion  business  last  year 
and,  according  to  International  Data 
Corp.,  the  Massachusetts  research 
firm,  is  growing  at  30%  a  year.  In 
1985,  at  that  rate,  packaged  software 
would  reach  $1 1  billion. 

Or  consider  a  service  company  with 
software  or  a  data  base,  sending  an- 


swers over  telephone  lines  from  its 
computer  to  a  terminal  on  your  desk. 
Priced  at,  say,  $50  an  hour,  that  may 
be  an  even  greater  bargain.  Remote 
computer  services  are  a  $4.5  billion 
business,  growing  at  21%  per  year. 
There  is  also  the  rather  commonplace 
service  called  batch  processing — tak- 
ing a  company's  paperwork,  key- 
punching it  and  processing  it  with 
nonproprietary  software.  It's  a  $2.5 
billion  business  (although  obsolescent 
and  expected  to  be  almost  static  by 
the  end  of  the  decade).  The  companies 
that  do  it  are  mostly  small — clear  can- 
didates for  bigger  operators  who  want 
to  expand  their  customer  base. 

Altogether,  these  three  segments  of 
the  computer  services  industry — 
based  on  software,  not  hardware — are 
a  good  part  of  the  future  of  computers 
themselves.  "I  call  them  leveraged 
software  companies,"  says  Esther  Dy- 
son, computer  services  analyst  at  Op- 
penheimer  &.  Co.  "They  distribute 


the  cost  of  programming 
and  development  over  a 
large  base  of  users  and 
thereby  are  cost-effective 
far  beyond  the  capabilities 
of  most  of  their  custom- 
ers." What  she  means  is: 
They  can  do  it  cheaper 
than  their  customers  can 
do  it  themselves. 

Most  companies  of  any 
size  with  a  computer  of 
any  size  have  their  own 
EDP  departments  and 
their  own  programmers, 
of  course.  But  program- 
mers, the  human  part  of 
the  software  equation,  are 
in  short  supply.  And  the 
situation  will  get  worse. 
There  are  about  500,000 
computer  specialists  in 
the  U.S.  right  now  but  the 
number  of  computers  is  growing  so 
fast  the  number  of  people  can't  keep 
pace.  Programming  is  a  peculiar  skill 
combining  flashes  of  creative  intu- 
ition with  endless  hours  of  detail.  Not 
everyone  has  the  temperament  for  it. 
Then  there  is  the  "do-it-yourself" 
trend.  "There  are  about  660,000  desk- 
top computers  out  there  now,"  points 
out  International  Data  analyst  Carol 
Weiszmann.  By  1985  there  will  be  4 
million,  and  the  people  who  use  those 
computers  will  be  untrained  laymen. 
So  even  greater  amounts  of  informa- 
tion must  be  programmed  into  the 
machine  to  make  it  usable. 

As  in  every  other  part  of  the  com- 
puter industry,  IBM  is  also  the  biggest 
factor  in  software — but  as  a  sideline. 
IBM  provides  over  $1  billion  worth  of 
software  a  year  to  supply  the  $26  bil- 
lion worth  of  computers  and  office 
equipment  it  sells  or  leases.  In  a  sense, 
IBM  invented  computer  services 
years  ago  by  providing  batch  process- 
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The  top  20  in  computer  services 


Providing  software  and  services  to 
computer  users  has  exploded  into  a 
$13  billion  business.  Here  are  the 
20  largest  players,  ranked  by  their 
1980  revenues  as  reported  by 
Gartner  Group,  a  leading  research 
firm.  Merrill  Lynch  assisted  with 
the  "main  service  area" 
information.  As  defined  by 
Gartner  Group,  services  noted  in 
the  table  include:  processing  (1), 
custom/contract  software  (2), 
remote  computing  services  (3), 
batch  services  (4)  and  facilities 
management  (5). 


Main 

As  % 

%  change  in 

service 

Revenues 

of  total 

revenues 

Company 

area 

(millions) 

revenues 

1979-80 

IBM 

2 

$2,414.5 

9.2% 

21.9% 

Control  Data 

3,4 

'722.7 

19.0 

18.6 

Computer  Sciences  Corp 

2 

560.3 

100.0 

34.9 

ADP 

3,4 

505.0 

100.0 

24.1 

EDS 

5 

408.5 

98.7 

31.1 

Honpvwpll 

3 

349.7 

7.1 

21.0 

General  Electric  (GEISCO) 

3 

299.3 

1.2 

19.3 

Tymshare 

3 

21 1.0 

89.5 

19.7 

System  Development  Corp* 

2,5 

186.8 

100.0 

14.6 

McDonnell  Douglas  (McAuto) 

3 

160.7 

2.6 

-21.9 

Bradford  National  Corp 

4 

142.7 

100.0 

18.8 

Planning  Research  Corp 

2 

127.4 

41.5 

24.5 

Informatics  Inc 

1,2 

125.9 

100.0 

12.0 

Boeing  Computer  Services 

3^4 

125.0 

1.3 

30.2 

Burroughs  Corp 

2 

123.9 

4.3 

26.8 

General  Instrument 

2 

115.3 

14.0 

15.2 

United  Telecommunications 

3 

115.1 

6.0 

20.0 

Shared  Medical  Systems 

2 

105.6 

99.1 

28.3 

Wyly  Corp 

3 

99.0 

84.0 

13.6 

TRW 

1,5 

94.2 

1.9 

32.7 

'Acquired  by  Burroughs  Corp.,  Jan.  5,  1981. 


Source:  Gartner  Group;  Merrill  Lynch 


ing,  until  it  had  to  transfer  what  was 
then  only  a  backwater  to  Control 
Data  as  part  of  an  antitrust  settlement 
in  1973  and  to  agree  to  stay  out  for  six 
years.  Now  free  to  return,  IBM  has 
already  announced  it  will. 

The  competition  promises  to  be  in- 
teresting— and  tough.  Says  Control 
Data's  Robert  Duncan:  "Lots  of  com- 
petitors we  see  today  will  not  be 


around,  or  be  important,  because  the 
companies  like  Control  Data  who 
make  [an  investment  in  computer 
networks]  will  overshadow  them." 

Thomas  O'Rourke,  founder  and 
chief  executive  officer  of  Tymshare, 
possibly  the  most  forward-looking  and 
innovative  independent  among  the 
top  20,  agrees  with  Duncan:  "By  the 
1 990s,  computer  services  will  be  domi- 


nated by  10  or  12  giant  companies." 

Who  are  these  companies  struggling 
for  a  place  in  an  industry  that  seems 
to  have  nowhere  to  go  but  up?  In  the 
following  pages,  Forbes  examines 
seven  of  them — each  with  a  different 
strategy,  each  with  different  pros- 
pects, but  each  doing  the  same 
thing — selling  value-added  software, 
not  the  hardware. 


Open  secrets 


If  I  have  2,000  customers  and  each  one  has  100  people 
with  access  to  my  program,  then  200,000  people 
know  my  'trade  secret,'  "  says  Ernest  Keet.  "How  can 
that  be  a  secret?" 

Keet  has  reason  to  ponder  the  problem.  He  is 
president  of  the  software  products  group  at  Dun  & 
Bradstreet's  computer  services  subsidiary,  National 
CSS,  and  chairman  of  the  Association  of  Data  Pro- 
cessing Service  Organizations  (ADAPSO)  committee 
on  software  protection.  As  computer  software  mush- 
rooms into  a  $2.3  billion-a-year  business,  nobody 
really  has  any  idea  how  to  protect  his  property.  "This 
is  the  first  time  in  history  that  people  are  seeking  the 
mass  sale  of  intellectual  property  in  other  than  printed 
form,"  says  Keet. 

What's  the  answer?  The  patent  laws?  The  U.S.  Su- 
preme Court  has  repeatedly  ruled  that  computer  pro- 
grams can't  be  patented  unless  they  are  an  essential 
part  of  a  patentable  [i.e.,  novel)  product  or  process. 
Trade-secret  laws?  A  program  often  is  not  much  of  a 
secret,  as  Keet  points  out.  Copyright?  "Some  80%  of 
the  value  of  a  program  is  its  design,"  he  says.  "You 


don't  have  to  copy  line  for  line  to  steal  the  design 
concept.  Copyright  only  protects  your  particular  ex- 
pression of  the  idea,  not  the  idea  itself." 

There  are  practical  defenses.  Some  costly  software 
packages — priced  at  up  to  $2  million — are  sold  to  large 
corporations  like  Exxon  or  GM,  where  there  is  less 
danger  of  misappropriation,  at  least  at  the  corporate 
level.  The  programs  arrive  on  tapes  or  discs  in  "ma- 
chine language,"  specifically  addressed  to  the  buyer's 
system,  and  difficult  for  a  thief  who  doesn't  have  the 
accompanying  written  "documentation"  to  unravel  or 
readdress  to  a  different  system.  Too,  copying  the  cheap 
programs  available  for  personal  computers  is  uneco- 
nomic unless  the  pirate  hopes  to  sell  many  thousands 
of  them,  and  so  far  the  market  isn't  that  big.  Someday, 
of  course,  it  will  be. 

Warns  Keet,  "There  is  a  middle  ground  opening — 
large  markets  for  software  selling  for  a  few  thousand 
dollars  to  fens  of  thousands  of  small  businesses.  There's 
no  known  protection  for  that  yet.  It's  only  a  matter  of 
time  before  somebody  opens  up  shop  someplace  and 
sells  pirated  programs  like  video  cassettes." 
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Hospitals  are  a  great 
niche  for  Shared  Medical 
Systems  to  grow  in.  But  it's 
hardly  a  secret  anymore  to 
sharp-eyed  competitors. 


"We 

couldn't 
get  out" 

T| his  is  where  it  comes  in,"  says 
R.  James  Macaleer,  chairman 
and  president  of  Shared  Medical 
Systems  Corp.  He  is  in  a  big,  utilitar- 
ian room,  waving  his  arm  at  half  a 
dozen  tall,  rectangular  communica- 
tion controllers  scattered  around  the 
floor.  "It"  is  data,  sent  by  wire,  mi- 
crowave or  satellite  from  550  giant 
hospitals  and  physician  groups  all 
over  the  country  for  processing  at 
Macaleer's  even  larger  new  Data- 
center  in  King  of  Prussia,  Penna.,  a 
half  hour  from  Philadelphia.  The  riv- 
ers of  information — patient  records, 
births,  deaths,  Blue  Cross,  Medicare, 
malpractice  insurance,  nurses'  hours 
worked,  dosages  given  and  on  and 
on — converge  here  and  radiate  out 
again  at  almost  the  speed  of  light. 
Shared  Medical  Systems'  Datacenter 
will  file,  reconcile  and  print  out  us- 
able reports  more  rapidly,  accurately 
and,  on  average,  more  cheaply  than 
the  hospitals  can  themselves. 

Macaleer  leads  the  way  to  the  next 
room,  a  control  station  manned  by 
four  people  that  suggests  the  bridge  of 
the  starship  Enterprise.  He  looks  out 
onto  nearly  an  acre  of  fluorescent- 
lighted,  carefully  air-conditioned 
space  dominated  by  big  blue  IBM 
computers — the  biggest  IBM  makes. 
Each  one  executes  4.5  million  instruc- 
tions per  second  and  all  of  them  to- 
gether generate  enough  heat  to  serve 
as  furnaces  for  both  the  82,000- 
square-foot  building  and  the  new  four- 
story  headquarters  Macaleer  is  put- 
ting up  next  door. 

Shared  Medical  will  do  $135  million 
worth  of  business  this  year,  up  about 


spends  between  7%  and  9%  of  re 
enues  on  R&D — mostly  progran 
mers'  salaries— and  has  invested  ovi 
100  man-years  in  improving  the  thre 
original,  IBM-based  accounting  pn 
grams  alone.  His  sales  force  keeps  i 
close  touch  with  his  550  customer 
troubleshooting,  making  suggestior 
or  just  being  friendly. 

He's  in  a  great  niche:  serving  th 
country's  big  hospitals,  bedeviled  b 
government  and  private  insurance  n 
porting  requirements  and  escalatin 
internal  needs.  SMS  serves  abot 
140,000  of  the  nation's  900,000  bed 
in  moderate-to-large-size  hospitals,  . 
an  average  price  of  $2.07  per  bed  pe 
day.  Its  salesmen  go  out  and  increase 
the  bed  count  about  12%  a  year,  at  th 
expense  of  IBM  more  than  anyone 
and  sell  additional  services  so  that  th 
average  charges  per  bed/day  go  u 
about  12%  to  13%  a  year. 

Too  good  to  be  true?  Too  good  to  b 
true  forever.  The  number  of  hospita 
beds  in  the  U.S.  is  not  growing,  am  \, 
Macaleer  has  a  leading  competito 
that  finally  did  figure  out  how  ti  |[< 
make  money  in  this  business.  Th< 
competitor,     McDonnell     Douglas  " 
McAuto  division,  is  coming  alon;  j 
nicely  at  11 7,000  beds. 

Far  behind  is  a  small  but  ominou: 
wave  of  new  competitors — othe  . 
computer  services  companies  who  art 
just  as  sophisticated  about  the  prob 
lems  of  developing  a  niche  as  Maca 
leer  is — EDS,  Computer  Sciences 
Tymshare  and  IBM.  So  Macaleer  is 


Shared  Medical's  chief,  R  James  Macaleer,  amid  an  acre  of  computers 
The  smartest  software  for  the  biggest  hospitals. 


27%  from  1980,  and  probably  around 
$175  million  next  year.  It  has  been 
growing  like  that  since  1969,  when  it 
was  founded.  Earnings?  Over  $16.5 
million  this  year,  better  than  12%  on 
sales  aftertax,  and  over  30%  on  equity. 
Profits  will  be  up  some  25%  next  year. 

Macaleer  and  two  other  IBM  sales- 
men got  the  idea  of  renting  computer 
time  to  hospitals  in  1968.  They  raised 
$5  million,  hired  away  a  flock  of  top- 
flight IBM  salesmen  and  gave  them 
stock,  and  went  national  in  1969,  us- 
ing an  IBM  computer  and  the  ac- 
counting software  they  had  been  sell- 
ing. But  the  IBM  programs  were  un- 
specialized  accounting  software, 
adequate  for  most  industries,  perfect 
for  none.  So  SMS  hastily  hired  a  flock 
of  programmers  to  readapt  the 
instructions  for  hospitals.  It  took  two 
years  to  turn  a  profit,  but  those  years 
were  the  best  thing  that  happened  to 
the  company;  it  came  up  with  the 
"smartest"  software  around  for  its 
kind  of  customer. 

"Success  comes  from  a  clear,  thor- 
ough understanding  of  the  industry 
you  serve,"  Macaleer  says  as  he  leaves 
the  control  room,  "plus  a  full  under- 
standing of  the  technology  and  its 
economics. 

"The  big  companies  tended  to  over- 
simplify the  problems.  They  would 
come  in,  lose  a  lot  of  money  for  a 
couple  of  years,  then  cut  their  losses 
and  get  out.  We  lost  money  too,  but 
we  couldn't  afford  to  get  out." 

Now  Macaleer  takes  no  chances;  he 
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No  one  took  advantage  of  it 
like  Tiger  International. 


When  the  U.S.  Government  began 
deregulating  certain  segments  of  the 
transportation  industry,  Tiger  International 
was  ready  to  take  advantage  of  it.  We 
already  operated  Flying  Tigers,  the  largest 
airfreight  airline  in  the  world.  So  shortly 
after  domestic  air  cargo  deregulation, 
we  added  eight  cities  to  our  U.S.  network. 

But  this  was  just  the  beginning  of  our 
airfreight  expansion.  Last  year,  Tiger  Inter- 
national acquired  Seaboard  World  Airlines, 
i  the  largest  transatlantic  all-cargo  airline,  and 
merged  it  into  Flying  Tigers.  This  gave  Flying 
Tigers  routes  to  the  major  markets  in  Europe 
and  greatly  enhanced  our  worldwide 
position  of  leadership  in  airfreight. 

Deregulation  has  allowed  us  to  expand 
in  ground  transportation,  too.  In  1980, 
we  acquired  Hall's  Motor  Transit,  a  major 
U.S.  trucking  company.  Next  came  Dohrn 
Transfer  Company  which  expanded  Hall's 


service  area,  and  we  are  now  in  the  process 
of  acquiring  Warren  Transport,  the  nation's 
largest  carrier  of  farm  equipment. 

Our  recent  expansion  in  airfreight  and 
trucking  since  deregulation  is  only  part  of 
the  Tiger  International  picture.  We  are  also 
North  American  Car,  one  of  the  country's 
most  profitable  railcar  service  companies, 
and  TigerAir,  an  international  aviation  sales 
and  service  company. 

Today,  Tiger  International  is  a  blend  of 
companies  that  balances  cash  needs  with 
cash  flows  and  labor  and  capital  intensities. 
Our  goal  is  to  become  the  most  innovative, 
efficient,  customer-oriented  transportation 
company  in  the  world— a  total  transportation 
company.  And  we  are  well  on  our  way. 

To  learn  more  about  us,  write  or  call: 
Michael  Croft,  Tiger  International,  1888 
Century  Park  East,  Los  Angeles,  California 
90067,  (213)  552-6340. 


INTERNATIONAL 
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GROWING  TOGETHER  FOR  TOTAL  TRANSPORTATION 


FROM 

U.S.STEEL... 
A  STRONG 

VOTE  OF 
CONFIDENC 
IN  THE  | 

future:' 


Alvin  L.  Hillegass, 
Group  Vice  President, 
Steel, 

United  States  Steel. 


Pwo  major  capital  projects 
I  JL  in  steel  are  the  newest 
fimmitments  of  U.S.  Steel  to  the 
pure.  The  construction  of  a 
K),000  ton  per  year  seamless  pipe 
|H  at  our  Fairfield,  Alabama 
rks,  improvements  at  other 
am  less  mills,  and  a  700,000  ton 
tl  mill  at  our  South  Works  in 
picago  represent  a  billion  dollar 
Ite  of  confidence  in  the  American 
Eonomy  and  the  competitive  capa- 
city of  the  American  steel  industry. 

I  "Both  plants  are  ultra-modem 
:  design,  utilizing  the  latest 

i  chnologies  and  will  be  fully 
mpetitive  as  to  cost  and  qual- 
with  any  plant  in  the  world. 
"We  were  encouraged  to  pro- 
ed  so  ambitiously  because  we 
lieve  the  markets  are  right  for 
and  the  climate  for  industrial 
d  economic  growth  in  this 
untry  is  improving. 

As  America  pursues  solutions 
critical  energy  problems,  oil 
d  gas  drilling  increases  daily, 
lis  requires  large  quantities  of 
e  highest  quality  seamless 
pe . . .  more,  in  fact,  than  the 
>mestic  steel  industry  can  pro- 
ice  today.  As  industrial  activity 
aickens  and  more  coal  is  used 
an  energy  source,  faster  trains 

II  be  moving  heavier  loads  on 
lie  nation's  rail  system.  This 
feans  increased  and  continued 
fimand  for  high  strength  steel 
*ils.  The  new  and  efficient  U.S. 

eel  pipe  and  rail  mills  are  a 
mely  response  to  these  changing 


demands  in  the  steel  market. 

"Our  optimism  for  the  future 
is  due  as  well  to  the  President's 
program  for  economic  recovery 
which  includes  reduced  govern- 
ment spending,  regulatory  reform, 
and  changes  in  the  tax  laws  provid- 
ing for  faster  capital  recovery.  The 
faster  capital  can  be  recovered 
from  investment,  such  as  our  new 
mills,  the  more  quickly  new  in- 
vestments can  be  made.  This  is 
good  for  everyone.  For  example, 
the  new  pipe  mill  and  rail  mill 
will  create  over  2, 000 jobs,  as  well 
as  serve  to  protect  thousands  of 
other  jobs  at  related  facilities 
in  their  communities. 

"Capital  investment  is  the  key 
to  increasing  employment  and 
productivity  reducing  inflation, 
revitalizing  our  industrial  base 
and  restoring  our  competitive  edge. 
These  goals  are  not  simply  desir- 
able, they  are  essential  and  achiev- 
ing them  depends  largely  on  the 
enactment  of  the  President's 
economic  program  which  we 
strongly  support. 

"You  see,  we  think  encourag- 
ing American  industry  to  invest 
more  heavily  in  the  future  is  a 
capital  idea.  What  do  you  think?" 


United  States  Steel 

600  Grant  Street,  Pittsburgh,  PA  15230 


already  laying  the  groundwork  for  ex- 
pansion overseas,  while  at  the  same 
time  keeping  Shared  Medical  strictly 
up-to-date. 

Downstairs,  as  he  ends  the  tour  in 
receiving  and  shipping,  Macaleer 
passes  several  rows  of  cheap  wooden 
shelves  marked  off  for  his  550  custom- 
ers, each  holding  one  or  two  paper 
reports.  "Most  of  our  information  goes 
out  electronically  or  on  microfiche, 
now,"  he  says,  almost  apologetically. 
"We're  trying  as  much  as  we  can  to  get 
away  from  using  paper  at  all." 


Automatic  Data 
Processing  made  it  big  in 
computerized  payrolls. 
To  get  bigger,  it  must  be 
something  more. 

ADP 

trades 
up 


w 


e  service  more  small  busi- 
nesses with  data  processing 
than  anybody  else,  and  that 
includes  IBM,"  says  Automatic  Data 
Processing,  Inc.'s  silver-haired  Chair- 
man Frank  Lautenberg  proudly.  What 
was  once  a  minuscule  payroll  process- 
ing company  when  Lautenberg  joined 
the  firm  in  the  early  Fifties  is  now — at 
$46  million  in  earnings  and  $245  mil- 
lion in  net  worth — the  world's  largest 
independent  computer  services  com- 
pany. However,  with  revenues  of  over 
$500  million,  ADP  is  second  to  Com- 
puter Sciences  Corp.  in  volume. 

And  it's  also  one  of  the  oldest.  Al- 
though the  57-year-old  Lautenberg 
has  been  diversifying  rapidly  in  the 
last  year  and  a  half,  a  good  half  of 
revenues  still  come  from  "batch  pro- 
cessing" of  payrolls  and  accounts  pay- 
able and  receivable.  The  original  form 
of  computer  services,  "batch"  is  es- 
sentially a  computer  with  a  truck  to 
pick  up  and  deliver  batches  of  data. 
But  it  is  already  withering  into  obso- 
lescence with  ADP's  push  to  peddle 


interactive  systems.  There  is  nothing 
wrong  with  ADP's  recent  growth: 
24%  in  revenues  and  20%  in  net  earn- 
ings, compounded,  for  the  last  six 
years.  But  batch  processing  is  expect- 
ed to  grow  only  8%  to  10%  a  year  in 
the  late  Eighties,  and  eventually,  as 
.the  cost  of  remote  computing,  com- 
plete with  terminals,  comes  down,  to 
become  computer  services'  horse- 
and-buggy. 

Since  1979  ADP  has  acquired  half  a 
dozen  small,  specialized  computer 
services:  income  tax  processing;  the 
correspondent-bank  business  of  Phila- 
delphia National  Bank;  a  Houston- 
based  concern  doing  processing  for 
savings  and  loans;  Comtrend  Inc., 
which  offers  instantaneous  graphic 
displays  of  commodities.  There's  also 
Business  Systems  Research,  which 
supplies  data  bases  and  accounting 
systems  for  customhouse  brokers  and 
freight  forwarders,  the  Audatex  Divi- 
sion of  Itel,  a  system  that  delivers 
financial  reports  to  accountants'  of- 
fices in  minutes  and  a  "pay-by- 
phone"  bill-paying  system. 

With  the  exception  of  Audatex, 
which  cost  $15  million,  none  of  these 
costs  over  $6  million.  ADP's  strategy 
is  to  buy  small  companies  with  prom- 
ising systems  and  then  adapt  them. 
Audatex,  for  example,  is  a  collision- 
damages  estimating  service.  After 
paying  $15  million,  ADP  has  sunk 
another  $6  million  into  the  company, 
primarily  for  a  data  base  with  over 


2,000  makes  and  models  of  domestic 
and  foreign  cars,  and  is  marketing  the 
plan  to  insurance  companies. 

By  summer's  end,  Allstate  expects  to 
have  installed  the  system  at  250  branch 
offices,  and  Lautenberg  figures  on  plen- 
ty of  upward  leverage.  Right  now  Auda- 
tex is  handling  about  120,000  esti- 
mates a  month,  close  to  breakeven, 
while  there  are  about  23  million  auto- 
mobile collisions  a  year  in  the  U.S. 

Lautenberg  also  wants  to  sell  more 
kinds  of  services  to  ADP's  existing 
base  of  80,000  customers,  primarily 
small  businesses  getting  routine  book- 
keeping services  through  ADP's  batch 
processing.  "If  we're  doing  payroll,  if 
we're  doing  general  ledger,  then  why 
not  incorporate  that  into  a  more  ad- 
vanced system?"  Lautenberg  asks. 
Lautenberg  knows  that  the  advanced 
system  outpaces  the  old  computer- 
and-a-truck  in  efficiency.  But  he  is 
banking  on  the  fact  that  it  will  surpass 
the  old  system  in  popularity,  too.  The 
first  step  is  to  replace  the  truck  with  a 
terminal  in  each  customer's  office, 
providing  the  option — and  tempta- 
tion— to  use  ADP's  remote  comput- 
ing services. 

But  the  typical  ADP  customer  pays 
only  $3,000  to  $4,000  a  year  for  ser- 
vice, about  half  what  basic  terminal 
service  would  cost.  Lautenberg  is  not 
deterred.  "It's  not  a  lot  of  money  for  a 
small  businessman  who  will  then 
have  most  of  the  record-keeping  func- 
tions automated,"  he  insists.  "And 


ADP's  Frank  Lautenberg 

Replacing  the  truck  with  a  terminal. 
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COMPUTER  CHIP  IN  CHARGE,  our  new  762A  Scraper 
steps  flawlessly  through  the  gears.  Every  operating  condition  is 
actored  in  for  best  use  of  engine  torque,  fuel  and  time.  After 
successes  with  electronic  control  in  our  tree  harvester  and 
all-wheel-drive  motor  graders,  the  decision  to  extend  on-board 
microprocessors  to  our  elevating  scraper  line  was  only  logical, 
nquiries  are  welcome.  John  Deere..  Moline,  Illinois  61 265. 
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Beverly  Wilshire  Hotel 

Wilshire  Blvd.  and  Rodeo  Dr.  •  Beverly  Hills,  Calif.  9Q212 

(213)275-4282  800-421-4354  In  California  800-282-4804 
Represented  by  HRI  The  Leading  Hotels  of  the  World  Member  of  the  Preferred  Hotels  Association 


Dictaphone 
introduces  a 
very  valuable 
commodity. 


Dictamite  MX.  Dictaphone's  small- 
est, smartest  portable  dictating 
machine  ever.' An  engineering 
triumph. 

Two  speeds  mean  two  full  'i.j^l 
hours  of  recording  time.  ✓isaS^ 


Fast-forward  control. 
Conference  recording  yff^lMki 
capability  and  micro- 
processor-controlled  ^ 
electronic  indexing  to    'Tr  ^flj 
search  out  and  playback  notes* 
■   Dictamite  MX.  The  new  "gold 
standard"  in  small  portable 
dictation. 


Discover  the  new  Dictamite  MX.  Fill  in  the  coupon  and  a  Dictaphone 
representative  will  contact  you.  Or  call  toll-free:  800-431  -  1  708 


TF-71 


Except  Hawaii  and  Alaska 
(In  New  York  call  91 4-967-2249) 


Name_ 


.Title  . 


Company. 
Address  


.Phone . 


_City_ 


_State_ 


-Zip 


Dictaphone  and  Dictamite  are  trademarks  of 
Dictaphone  Corporation,  Rye.  N  Y. 


Mail  to:  Dictaphone  Corporation, 

105  Oak  Street,  Norwood,  N.J.  07648 
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looking  at  less  than  $10,000  a  year, 
you  can't  hire  a  clerk  for  the  book- 
keeping for  that." 

This  looks  like — and  is — a  large  hur- 
dle, but  Lautenberg  does  not  lack  for 
confidence.  Leaning  back  in  his  chair 
in  his  modest  office  at  ADP's  suburban 
headquarters  in  Clifton,  N.J.,  he  says 
contentedly,  "It's  very  obvious  that 
ADP  is  going  to  be  a  billion-dollar 
company."  In  this  business  you  must 
think  that  way. — Jon  Schriber 


Bill  Hoover  has  prospered 
in  spite  of  everything. 
But  there  always  seems  to 
be  another  catastrophe 
around  the  comer. 

The 

hard-luck 
kid 


Computer  Sciences  Corp.  was 
one  of  those  high-flying  tech- 
nology issues  of  the  1960s,  and 
one  of  the  hard-luck  stories  of  the 
1970s.  Under  the  brilliant  Fletcher 
Jones,  CSC  was  one  of  the  first  to  real- 
ize the  importance  of  owning  a  large 
computer  network.  It  also  was,  and  is, 
the  largest  "systems  house."  (A  sys- 
tems house  designs,  programs  and  in- 
stalls turnkey  computer  systems.) 

But  fate  keeps  dealing  out  jokers. 
Back  in  1970,  when  Jones  sank  mil- 
lions into  CSC's  Inionet  network, 
much  of  it  went  into  salaries  of  pro- 
grammers figuring  out  how  to  make 
the  computers  "talk"  to  each  other. 
Those  salaries  were  capitalized  under 
then-general  practice.  When  the  com- 
pany found  out  the  FASB  intended  to 
change  the  rules  and  expense  the  sala- 
ries, Jones  decided  to  bite  the  bullet 
ahead  of  the  crowd  and  took  a  $62.8 
million  writeoff  in  1972. 

Then,  in  1972,  with  the  ink  still 
running  red,  Fletcher  Jones  flew  into 
the  Santa  Barbara  foothills  in  the 
company  plane.  The  stock,  34  in 
1969,  was  down  to  2  in  1973. 
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IN  THE  WORLD:  THE  LAUGHTER  IN  THE  NIGHT 
The  news  of  the  day  shapes  our  lives,  affects  our 
fortunes.  But  the  art  of  the  world  enlarges  us: 
new  paintings,  old  clowns,  soaring  music,  failing 
drama.  It  is  whimsey  It  is  refreshing  diversion  It 
is  the  refuge  from  reality  found  in  imagination. 
It  is  the  b^anc^p^^  i 


Newsweek  Inc  — 1981 


Illustration  Roland  Topor 


Unique  to  Newsweek  International:  motion  picture  directors  from 
around  the  globe,  bringing  their  own  unique  perspectives  to  the 
world  of  film;  knowledgeable  and  insightful  reporting  of  what's 
new  in  dance,  opera,  theater  and  on  the  concert  stage.  One  more 
reason  why,  each  week,  more  than  2,000,000  readers  in  193 
countries  turn  to  Newsweek  International  as  the  magazine  to  fill 
their  needs.  As  do  more  than  600  advertisers.  Shouldn't  you  be 
among  them  ? 

SALES  OFFICES  New  York-  Chicago'  Los  Angeles- San  Francisco- London-  Amsterdam 
•  Frankfurt/  Main  -  Geneva  •  Paris  -  Rome  •  Hong  Kong  -  Manila  •  Sydney  Tokyo 
CONTACT  Harold  L  Leddy.Jr  .  444  Madison  Avenue.  New  York  N  Y  10022 
Tel  212/350-2565  Telex.  RCA  23401 1 1 ITT 420395/  WUI 620364 
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Why 

Williams 

Is  WorthWatching  in  the '80s. 


slV. 


One  eminently  good  reason  is  our  extensive 
reserves  of  phosphate  rock,  the  innocuous-looking  ^ 
pebble  you  see  here  that  contains  one  of 
the  important  keys  to  human  survival 
on  this  planet. Phosphate  rock 
is  the  raw  material  of  phos- 
phatic  fertilizers,a  vital  factor 
in  agricultural  productivity 
and  hence,  an  adequate 
world  food  supply. 

Although  it  is  among  the 
most  common  of  mineral 
elements, large,  rich  and  com 
mercially-mineable  deposits 
of  phosphate  are  found  in 
relatively  few  spots  around 
the  globe.  In  the  United  States, 
Florida  and  North  Carolina  offer 
several  such  significant  deposits. Our 
Agrico  Chemical  Company's  recoverable  phos- 
phate rock  reserves  in  these  two  states  total  more 
than  400  million  tons,  a  supply  that  should  last 
well  into  the  next  century  at  today's  mining  rates. 

Agrico,  with  record  1980  operating  profit  of 
$175.5  million  and  revenues  of  $1.2  billion,  owns 


and  operates  four  of  the  nation's  largest  and 
most  modern,  cost-effective  fertilizer  man- 
ufacturing complexes.  In  addition, 
Agrico  has  equity  interests  in 
fertilizer  manufacturing  and 
mining  facilities  in  Argentina, 
Brazil,  the  Republic  of  Ireland 
and  the  Republic  of  Korea. 

As  our  largest  individual 
.operating  companyAgrico 
places  The  Williams 
Companies  in  the  fore- 
front of  agricultural  progress, 
t  home  and  abroad.  But  we  are 
more  than  a  fertilizer  company. 
The  Williams  Companies 
(WMB-NYSE)  is  a  growing,natural 
resource-rich  company  engaged  in  two 
^■BHf   other  essential  businesses  —  energy  and 
^^^b  metals.  We  would  be  pleased  to  provide  you 
with^*  more  information  about  all  of  our  growth 
businessesandtheir  leadership  roles  in  major  sectors 
of  the  economy.  Write  L.R.Francisco, manager- 
investor  relations,  The  Williams  Companies,  One 
Williams  Center,  Tulsa,  Oklahoma  74172. 


We  are  rich  in  resources. 


THE  FERTILIZER,  ENERGY  AND  METALS  COMPANY 

Agrico  Chemical  Company  •  Williams  Exploration  Company 
Williams  Pipe  Line  Company  •  Edgcomb  Metals  Company 


WILLIAMS 


Companies  have  been  sunk  by  less, 
but  Computer  Sciences  saved  its  ba- 
con. After  all,  it  was  still  the  largest 
systems  house  in  the  world.  When  the 
government  planned  a  five-year  test 
of  remote  computing  services,  Infonet 
was  all  ready  and  CSC  won  an  exclu- 
sive contract. 

William  Hoover,  then  only  42  but 
now  51,  gray-haired,  mild-mannered 
and  unflappable,  took  over  after  Jones' 
death  and  has  run  the  company  ever 
since.  "The  banks  who  financed  us 
shared  our  convictions  about  Infonet, 
and  once  it  went  operational  in  1972 
its  future  became  quite  certain,"  he 
says.  Struggling  back,  CSC  managed  to 
string  together  eight  year-to-year.earn- 
ings  gains. 

Hoover,  though,  had  a  second  turn- 
around to  engineer.  CSC's  big  govern- 
ment contract  ran  out  in  1977,  and 
Uncle  Sam  put  the  business  out  for 
bids,  making  a  barely  profitable  don- 
nybrook  out  of  a  former  sweetheart 
deal.  Since  then  CSC  has  taken  a  few 
other  hits:  $1.9  million  in  writeoffs  in 
Iran;  the  acquisition  of  a  moneylosing 
unit  of  Itel's  computer  services  busi- 
ness that  was  in  far  worse  shape  than 
anyone  suspected;  and  intemperate 
Justice  Department  charges  that  were 
thrown  out  of  court  but  cost  about  $2 
million  in  legal  fees,  which  was 
enough  to  cut  last  fiscal  year's  earn- 
ings gain  in  half. 

Even  with  all  that,  m  the  year  ended 
in  March,  earnings  were  up  another 


8%,  to  $1.71  a  share,  and  return  on 
capital  still  a  respectable  20%  or  so. 
At  about  $  1 00  million,  equity  is  now  2 
times  a  much-reduced  debt,  and 
CSC's  $600  million  revenues  make  it 
the  largest  independent  computer  ser- 
vices company  in  volume.  Wall  Street, 
however,  is  dubious;  CSC  shares  late- 
ly have  sold  around  23,  or  13  times 
earnings,  in  contrast  to  the  20-and- 
above  P/E  norm  for  computer  services 
companies. 

Now  what?  Hoover's  problem  is 
brutally  simple:  His  Data  Services, 
the  long-term  great  hope  of  the  com- 
pany, faces  years  of  hard  sledding.  "Its 
operating  margins  used  to  be  22%," 
sighs  Hoover,  "now  they  are  only 
around  15%."  Meanwhile  the  Itel 
computer  services  businesses — cater- 
ing to  distributors,  accountants  and 
others — remain  soaked  in  red  ink  on 
$35  million  in  revenues. 

Hoover  has  his  answers:  Reagan 
will  be  pushing  defense  work,  and 
NASA  (Computer  Sciences  is  its 
fourth-largest  contractor)  needs  plen- 
ty of  new  systems  work.  CSC  also  has 
a  $221  million  contract  to  computer- 
ize Saudi  Arabia's  Ministry  of  the  In- 
terior. All  that  should  hold  the  com- 
pany while  Hoover  redirects  his  Data 
Services  department  into  new  mar- 
kets— like  Japan,  this  summer. 

It  is  the  way  Hoover  has  to  go.  The 
contract  systems  business  has  an  in- 
herent limitation:  The  scarce  re- 
source is  programmers,  and  systems 
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are  basically  custom  work  where  you 
cannot  easily  or  often  resell  the  pro- 
grammer's value-added.  With  Infonet, 
Hoover  can  keep  programs  in-house 
and  sell  the  use  of  them  over  and  over. 

So  he  went  after  and  won  Califor- 
nia's Medicaid  computer  services 
contract,  a  plum  in  that  big,  competi- 
tive business.  CSC  is  also  penetrating 
the  hospital  information  systems 
business.  The  Itel  acquisition  gives 
entre'e  to  the  huge  small-business 
market. 

But  obstacles  loom.  Halfway  across 
the  country,  in  Dallas,  Electronic 
Data  Systems  is  also  laying  plans  for 
the  future.  It  is  smaller  than  Comput- 
er Sciences,  but  financially  stronger, 
tough,  determined  and  with  a  self- 
discipline  that  borders  on  the  mili- 
tary. It  is  aggressively  on  the  move. 
Where?  Into  hospitals,  accountant's 
services  and  government  work. 

Bill  Hoover's  problems  are  by  no 
means  over. 


Hoover  of  Computer  Sciences  Corp. 
Fate  keeps  dealing  out  jokers. 


Ross  Perots  Raiders 
or  Mort  Meyerson 's 
Marauders,  it 
doesn't  matter;  EDS 
is  still  on  the  march. 


different 
animal 


F|  rom  the  outside,  Electronic 
Data  Systems'  big  headquarters 
in  North  Dallas  still  looks  pretty 
much  like  H.  Ross  Perot's  old  outfit. 
He  still  owns  52%  of  the  stock,  after 
all.  There  is  a  guardhouse  at  the  en- 
trance. The  man  in  the  uniform  is 
armed,  and  the  other  one,  a  crew-cut, 
burly  bodyguard  type,  wants  to  know 
your  business.  He  is  impressed  when 
your  appointment  is  with  the  com- 
pany president. 

The  lobby  is  dominated  by  a  huge, 
dark,  carved  eagle,  rampant  and  lung- 
ing. And  there  is  a  bust  of  John  Paul 
("I  have  not  yet  begun  to  fight")  Jones 
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When  fully  reclined,  the  foot  rest  locks 
in  a  position  that  keeps  the  feet  approximately 
at  heart  level,  medically  acknowledged 
to  be  the  ideal  position  for  rest. 


Recaro's  fully  reclining  sleeper  seal 
is  the  only  one  where  the  entire  sea 
moves  to  adjust  to  your  body. 


Improve  your  position  on  the  w< 


At  Air  New  Zealand,  we  fig- 
ure you  can  lose  enough  sleep  over 
work  itself.  You  shouldn't  lose 
more  over  the  Pacific. 

So  when  we  started  plan-^. 
ning  First  Class  on  our  new  f^*"* 
Boeing  Rolls-Royce  747 
Super  B  service  to  the  South 
Pacific,  we  started  with  the  place 
you're  going  to  spend  most  of  the 
flight. 

Your  seat. 

It's  a  Recaro  sleeper  seat. 
Designed  by  the  same  company 
that  builds  Porsche's  custom  car 
seats.  The  Recaro  sleeper  seat 
adjusts  to  your  body,  not  the  other 


way  around.  And  it's  covered  with 
the  finest  New  Zealand  lamb's 
wool  fleece. 
We  even  staggered  them 
v  W  in  the  cabin  to  afford  you 
*  the  ultimate  in  privacy. 

A  seating  arrangement 
so  comfortable  you  11  be 
able  to  tell  the  difference  with  your 
eyes  closed. 

Our  seats  aren't  the 
only  things  that  bend  over 
backwards  to  serve  you. 

After  a  flight  to  the  South 
Pacific,  the  only  thing  that  should 
need  refueling  is  the  airplane. 


Our  First  Class  delivers 
fresh.  You'll  be  treated  to  vin  | 
New  Zealand  wines.  And 
you'll  dine  on  exquisite  cuisirl 
Served  on  fine  china  by  a  fligl 
crew  whose  reputation  exten| 
beyond  the  South  Pacific. 

This,  plus  all  the  little  ex  I 
that  make  flying  our  First  CI; 
beautiful  an  experience  as  vi:| 
our  homeland. 

A  refresher  class  for 
businessmen.  Pacific  Clr* 

Our  new  Pacific  Class  gi  I 
the  business  traveler  a  lot  mc| 
benefits  for  just  a  little  more 


Apia  Auckland  Brisbane  Christchurch  Hong  Kong  Honolulu  Los  Angeles  Melbourne  Nadi  Norfolk  Is.  Noumea  Papeete  Rarotonga  Singapore  Sydney  Tokyo  Tonga  Wellington. 


A 


The  Recaro  sleeper  seat 
reclines  a  full  60.° 


New  Zealand  and  Australia. 


k  Special  treatment  begins 
>efore  you  board  the  plane, 
separate  check -in  and  an 
tion  to  our  Tiki  Lounge 
;  you  can  enjoy  complimen- 
rinks  and  appetizers. 

And  to  make  sure 
you're  not  crowded 
once  on  board,  we 
reserved  the  entire 
upper  deck  of  our 
747s  for  you.  Then  we 
led  wider  seats  and  covered 
with  sheepskin, 
acific  Class  also  gives  you  com- 
ntary  drinks,  hors  d'oeuvres, 
:d  headsets,  movies,  business 


magazines,  eye  shades  and  slippers. 
Even  a  choice  of  entrees. 

In  Pacific  Class  your  pleasure 
is  our  business.  — ■-■ 


Los  Angeles 
to  New  Zealand  and 
Australia.  Daily. 

Starting  July  11,  we'll  be  flying 
our  747  Super  B's  from  Los  Angeles 
every  day.  To  Auckland  and  Sydney. 

Sleep  on  it  and  tell  us  what 
you  think  in  the  morning. 

A  fleet  of  Rolls-Royce 
Boeing  747  Super  B's. 
Recaro  sleeper  seats  in 


First  Class.  New  Pacific  Class. 
Our  internationally  famous 
service.  And         still  more 
destinations 
in  the  South 
•  Pacific  than 
any  other  airline. 
A  lot  of  reasons  to  fly 

with  us. 

If  you'd  like  more,  just  ask  any 
businessman  who  flys  to  the 
South  Pacific  regularly.  A  lot  of 
them  like  our  service  so  much  they 
decide  to  retire  with  us. 

^  air  new  zeaiano 

The  Pacific's  Number  One 


information,  see  your  travel  agent,  corporate  travel  department  or  call  Air  New  Zealand.  In  the  U.S.A.  (800)  421-5540,  California  (800)  262  1234,  Los  Angeles  (213)  770-879(1. 


Meyerson  of  Electronic  Data  Systems 
Target:  Washington,  D.C. 


with  an  explanatory  pamphlet  extol- 
ling the  unknown  Marine  from  Jones' 
Bon  Homme  Richard  who  tossed  the 
crucial  grenades  into  the  Serapis' 
magazine  to  win  the  famous  battle. 
"One  man,  a  volunteer,  sized  up  the 
situation,"  the  pamphlet  says,  "fig- 
ured out  what  he  could  do,  and  with- 
out receiving  orders  or  asking  permis- 
sion, changed  the  course  of  history. 

"This  has  been  the  story  of  EDS' 
development  and  growth.  ..." 

President  Mort  Meyerson,  43, 
breaks  the  spell.  As  soon  as  he  bustles 
into  the  conference  room,  he  tells  a 
Forbes  reporter,  "If  you  want  to  talk 
about  EDS,  fine,  but  if  you  want  to 
talk  about  H.  Ross  Perot,  I'm  not  in- 
terested in  cooperating." 

Meyerson,  dark-haired  and  energet- 
ic, is  the  man  Perot  picked  to  carry 
out  his  attempted  rescue  of  Wall 
Street  brokerage  firm  duPont  Glore 
Forgan  in  the  early  1970s.  The  at- 
tempt failed,  but  Meyerson  did  not: 
Put  in  charge  of  the  heart  of  the  com- 
pany in  1976,  he  has  since  been  fash- 
ioning a  new  strategy  for  EDS  that  is 
only  now  beginning  to  emerge.  The 
company  is  gradually  growing  into  a 
very  different  sort  of  animal. 

What  it  has  largely  been  since  it 
was  founded  in  1962  is  the  classic 
facilities-management  computer  ser- 
vices company,  concentrating  on  the 
health  and  insurance  industries.  EDS 
would,  if  called  upon,  design,  build 
and  install  a  computer  system  from 
scratch,  like  a  systems  house.  But  un- 
like a  systems  house  EDS  would  make 
its  real  money  on  long-term  contracts 
to  run  the  operations.  Meyerson  is 
changing  that. 

"We  started  the  shift  away  from 


facilities  management  five  years  ago," 
he  says.  "We  accelerated  about  two 
years  ago;  as  a  percent  it's  still  about 
80%  of  our  classical  business."  But 
the  change  is  bigger  than  it  looks:  In 
the  new  20%  is  a  laundry  list  of  new 
businesses,  most  of  them  logically  re- 
lated to  old  ones.  Meyerson  has  ac- 
quired the  marketing  rights  to  a  hos- 
pital management  system  EDS  can 
sell  for  $500,000  to  over  $1  million, 
installed.  It  is  a  turnkey  system,  not 
facilities  management.  Another  ac- 
quisition does  the  same  for  small 
banks.  Then  comes  a  real  departure:  a 
company  called  Compusource  which 
"gives  us  turnkey  systems  in  the 
small-business  field,"  says  Meyerson 
proudly.  This  time,  outside  existing 
areas  altogether. 

And  then,  about  two  years  ago 
(Forbes,  May  14,  1979),  there  was  ac- 
quisition of  Potomac  Research,  which 
put  EDS  squarely  into  federal  govern- 
ment contract  work.  Not  to  mention 
Centurion  Corp.,  a  $7  million  (rev- 
enues) manufacturer  of  minicom- 
puters. "It  has  a  dealer  network  we 
want  for  its  small-business  comput- 
ers," says  Meyerson.  "And  it  will  low- 
er our  cost  of  goods  to  make  our  own 
minis.  Also,  it  lets  us  specialize;  for 
example,  we  could  come  out  with  a 
health-care  terminal  for  pharmacies." 

Why  is  there  so  much  emphasis  on 
diversification?  Revenues  will  top 
$400  million  in  the  year  about  to  end, 
and  earnings,  estimated  by  Esther  Dy- 
son, computer  services  analyst  at  Op- 
penheimer  &  Co.,  at  $2.75  a  share, 
should  be  up  30% — well  above  the 
20%  or  so  EDS  has  achieved  four 
years  in  a  row  now  (with  return  on 
equity  around  20%).  The  basic  busi- 


nesses are  still  growing  fine.  The 
problem  is  this:  More  and  more  cus- 
tomers want  to  run  their  own  systems 
themselves.  This  is  particularly  true 
of  private  financial  institutions  that 
increasingly  see  the  computer  as  a 
competitive  tool.  All  this  threatens 
future  growth  of  these  still  healthy 
basic  businesses. 

Which  of  all  the  directions  Meyer- 
son is  pushing  in  is  likely  to  get  the 
big  play?  The  federal  government  is 
the  biggest  single  customer  around. 
And  not  just  the  government  health 
insurance  operations  he  has  invaded 
so  far  but,  hopefully,  big  military  con- 
tracts as  well. 

As  if  to  underscore  his  plans,  all  the 
while  he  has  been  sitting  in  front  of  a 
giant  wall  map  that'  dominates  the 
small  conference  room  off  his  office. 
It  looks  like  a  military  map,  complete 
with  concentric  circles  drawn  around 
Ground  Zero  at  5  miles  out,  10,  15.  A 
leftover  from  Ross  Perot's  comman- 
do-style rescue  of  two  EDS  engineers 
from  an  Iranian  prison  in  1979?  No. 
On  close  examination,  it  proves  to  be 
a  map  not  of  Tehran,  but  of  metropoli- 
tan Washington,  D.C.  Here  come 
Meyerson's  Marauders. 


Tymshare's  Tom  O'Rourke 
says  time-sharing  was 
like  "owning  a  gravel 
pit. "  It's  more  complicated 
and  more  profitable  now. 

The 

state  of 
the  art 


It  all  started  around  1966,  when 
GE  wanted  to  transfer  me  out  of 
this  lush  paradise,"  reminisces 
Tom  O'Rourke,  waving  his  hand 
toward  the  spring  landscape  outside 
his  Cupertino,  Calif,  office  window. 
"So  I  hunted  around  for  a  nice,  simple, 
local  little  business  to  get  into." 

Fifteen  years  later,  at  the  age  of  58, 
the  silver-haired  O'Rourke  is  sitting 
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The  Maverick  is  no  stranger  to  close  calls 


If  the  Chicago  and  North  Western 
were  an  ordinary  railroad,  it  might  well 
have  bitten  the  dust  along  the  way.  as 
so  many  others  did.  a  victim  of  truck 
or  barge  competition,  management 
problems,  over-regulation,  or  some 


combination  of  these  factors. 

But  not  this  railroad.  Not  The 
Maverick.  Through  smart  planning,  fast 
thinking,  heads-up  reactions—  and.  yes. 
a  little  luck—  the  Chicago  and  North 
Western  is  alive  and  well.  Profitable. 

i  Western  Railroad:  Todays  bes 


progressive  and  competitive.  One  rail- 
road is  building  today  's  best  route  to 
the  21st  century:  The  Maverick. 

Chicago  and  North  Western  Trans- 
portation Company.  400  West  Madison 
St..  Chicago.  IL  60606. 

line  for  your  bottom  line. 


O'Rourke  ofTymshare 

Here  come  the  really  big  cats. 


on  top  of  one  of  the  hotter  companies 
on  the  New  York  Stock  Exchange.  His 
Tymshare,  Inc.  is  the  acknowledged 
state-of-the-art  company  in  computer 
networking.  With  revenues  growing 
at  a  compound  rate  of  about  30%, 
Tymshare  should  pull  away  from  the 
quarter-billion-dollar  mark  this  year. 
Earning  about  8%  net  on  sales,  and 
consistently  above  20%  on  equity  (ex- 
cept maybe  this  year  because  of  a 
large  sale  of  new  stock  last  fall),  Tym- 
share is  selling  at  multiples  of  26  or  so. 
"It's  terrible,"  says  O'Rourke,  pre- 
tending distress.  "I  haven't  been 
home  for  lunch  in  maybe  two  years, 
and  this  year  I  had  to  spend  St.  Pat- 
rick's Day  in  France!"  And  O'Rourke 
has  nothing  to  show  for  it  but  his 
347,000  Tymshare  shares,  worth 
about  $16  million  on  paper,  $250,000- 
plus  a  year,  and  a  swimming  pool  that 
was  rejected  for  a  feature  article  be- 
cause it  was  too  ostentatious. 

The  first  two  years,  1967  and  1968, 
however,  were  grim.  Under  heavy 
pressure  from  GE  and  IBM,  deficits 
averaged  about  a  third  of  revenues. 
"Fortunately,  though,  we  had  a  couple 
of  geniuses  working  on  our  computer 
programming.  And  we  were  fortunate 
in  our  location,  exposed  to  the  re- 
search in  data  communications  then 
going  on  at  Stanford  and  Lawrence 
Livermore  Labs."  The  company  came 
up  with  packet-switching,  a  means  of 
sending  information  electronically  in 
discrete,  uniform  packets  that  could 
be  handled  with  great  efficiency.  First 
the  company  only  did  time-sharing — 
"like  owning  a  gravel  pit,"  says 
O'Rourke.  It  made  the  use  of  a  central 


computer  available  via  telephone 
lines,-  the  cost  rose  with  distance,  like 
transporting  gravel.  Now  the  econom- 
ics are  different,  but  packet-switching 
makes  the  most  efficient  use  of  these 
phone  lines  for  all  but  the  heaviest  of 
data  traffic.  Also,  Tymshare  quickly 
accumulated  all  the  proprietary,  spe- 
cialized software  it  could. 

Ever  since,  the  computer  world  has 
been  breaking  Tymshare's  way.  Net- 
works— multitudes  of  computers  and 
computerized  gadgets  "talking"  to 
each  other — are  the  wave  of  the  future 
(ForbesJwh?  23,  1980).  O'Rourke  had 
the  wits  to  see  that  around  1970. 

On  Tymshare's  network,  called 
Tymnet,  the  more  specific  the  solu- 
tions the  better.  A  program  called 
Railtrack  lets  corporate  rail  traffic 
managers  track  their  freight  cars  all 
over  the  country  by  tapping  into  the 
computerized  records  of  every  line  the 
car  travels  over.  Another  allows  cor- 
porate comptrollers  to  consolidate 
cash  inflow  and  disbursements  daily. 

A  lot  of  Tymshare's  business  comes 
from  financial  companies — the  com- 
pany is  the  second-largest  indepen- 
dent processor  of  credit-card  transac- 
tions (after  American  Express).  It  of- 
fers a  credit-authorization  service 
(acquired  from  TRW),  and  it  is  cur- 
rently experimenting  with  a  string  of 
shared  teller  machines  for  small  banks 
and  savings  and  loans  in  California 
shopping  centers. 

Other  business  comes  from  the  ac- 
counting fraternity — about  5  million 
of  the  nation's  tax  returns  are  done  on 
computer  now,  and  as  Dynatax  and 
Unitax,  serving  some  10,000  tax  pre- 


parers, Tymshare  does  1  million.  The: 
Tymnet  network  itself,  now  regis- 
tered as  a  common  carrier,  contrib- 
utes about  10%  of  revenues  by  simply! 
operating  as  a  handy  link  for  custom- 
ers with  no  network  of  their  own.  By 
now  the  company  has  dozens  of  appli- 
cations spun  off  its  basic  communica- 
tions strong  point,  some  developed  in- 
house,  most  from  small  acquisitions. 
There  are  competitors — GTE's  Te- 
lenet, mainly — but  Tymnet  is  com-| 
fortably  ahead  of  them. 

Tymshare  could  reach  $1  billion 
around  1986.  Is  it  an  unstoppable  jug- 
gernaut in  the  making,  then?  May- 
be— but  O'Rourke  may  have  more  real1 
problems  ahead.  Says  Dave  Stein,  am 
executive  vice  president  at  the 
Gartner  Group,  the  computer  indus- 
try research  firm:  "Computing  and 
communications  are  going  to  merge 
into  one  giant  industry.  By  the  1990s 
it  will  become  a  'big-cat'  business,  and 
I  mean  really  big  cats."  IBM,  for  one. 
AT&T,  newly  unleashed  by  the  FCC, 
for  another. 

Even  at  several  billion  dollars  in  rev- 
enues, Tymshare  may  not  be  big 
enough  for  that  league.  But  its  long 
lead  and  technological  advantages 
should  make  it,  at  the  very  least,  a 
choice  acquisition.  Paradise  enough. 


Cullinane  Corp.  puts  a 
program  on  a  $50 
memory  disk  and  sells  it 
for  $50,000.  There's just 
one  little  worry. 

"This  ought 
to  be  a 
business" 


Until  the  restaurant  can  open  in 
the  not-quite-finished  building 
Cullinane  Database  Systems 
occupies  hard  by  Boston's  famous 
Route  128,  the  top  management  likes 
to  lunch  at  Cory's,  a  big,  busy  place  a 
couple  of  miles  down  the  road. 
They're  a  youthful  crowd;  John  J.  Cul- 
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>ther  view  of  a  chemical  company.  Sequence  10 


ector  Gonzales  Aguirre,  purchasing  manager,  talks  about  his  wife  Lucila  Mora,  a  chemist  with  Henkel  Mexico. 

ht  Henkel  s  'Kitchen  of  the  Future^ 
Aicila  does  the  cooking!' 


ust  up  the  road  from  here  near  the  ancient 
,ramids  of  Teotihuacan,  in  Ecatepec, 
at's  where  my  wife  works,  in  the  Henkel 
Mexico  factory  -  there,  where  they  make 
any  products  that  our  country  urgently 
;eds. 

jcila  has  been  with  Henkel  Mexico  since 
'61  and  has  steadily  worked  her  way  up. 
le  now  heads  the  research  and  develop- 
ent  lab  which  Henkel  people  often  refer 
»  as  the  'Kitchen  of  the  Future'.  That's 
xause  new  products  are  constantly  being 
ooked  up'  or  developed  there.  And,  of 
)urse,  tested  there.  Products  such  as  ad- 
;sives.  And  basic  chemicals  for  the  phar- 
laceutical  industry  or  for  leather  process- 
ig.  And  the  vitally  important  auxiliary 
roducts  for  the  petroleum  industry 
hich  our  country  depends  on. 
)  my  mind,  Lucila's  professional  career 
is  been  like  the  development  struggles  of 
ur  country.  She  wasoneof  the  first  women 


to  study  at  the  Mexico  City  Polytechnic.  It 
wasn't  easy,  and  I  am  sure  everyone  expect- 
ed her  to  fail.  After  all,  a  woman's  place  was 
considered  to  be  in  the  home  and  with  the 
children.  But  she  proved  shecouldmakeit. 
Recently  Lucila  even  traveled  to  Germany 
to  visit  Henkel  headquarters  in  Dusseldorf. 
While  over  there  she  was  briefed  on  all  the 
latest  development  projects  that  Henkel 
has  in  the  works.  Now  when  we  sit  together 
in  the  evenings  and  Lucila  talks  about  the 
trip  and  the  many  impressions  shegathered, 
our  little  daughter  is  all  ears.  So  is  my  75- 
year-old  mother-in-law  Josefina.  Surely 
she's  thinking  about  the 
changes  she's  seen  in  her 
lifetime,  bringing  oppor- 
tunities that  her  daughter 
and  grand-daughter  can 
enjoy." 

My  wife  Lucila. 


Quimica  Henkel,  Mexico  City,  is  one 
of  more  than  100  companies  of  the 
Henkel  Group,  situated  in  more  than 
40  countries.  Worldwide  sales  1980  = 
7.6  billion  DM.  33,000  employees. 
Headquarters  Dusseldorf,  Federal 
Republic  of  Germany.  Product  range 
includes  laundry  products,  household 
cleaners,  cosmetics,  adhesives,  industri- 
al cleaners,  oleochemicals,  auxiliary 
products  for  textile  and  leather  indus- 
tries. Over  8,000  products  for  all  walks 
of  life. 


Chemistry  working  for  you. 


John  Cullinane  of  Cullinane  Database 
"Ask  them  if  their  software  can  work  together.' 


linane,  46,  looks  like  the  leading  man 
central  casting  will  send  over  if  Jane 
Fonda  ever  manages  to  do  a  movie  in 
which  businessmen  are  the  good  guys. 
Across  the  table,  his  top  vice  presi- 
dent, Robert  Goldman,  at  32  looks 
more  like  a  graduate  student  of  23.  A 
newly  arrived  professorial  gentleman 
in  his  mid-50s,  Charles  Bachman 
looks  a  little  out  of  place. 

Cullinane  Corp.,  public  for  only 
three  years  (1981  revenues,  $30  mil- 
lion), sells  over-the-counter  at  above 
40  times  earnings.  That's  what  it's 
worth  to  have  a  50%  growth  rate, 
which  looks  good  to  analysts  for  the 
next  few  years  at  least,  and  a  return  on 
equity  of  nearly  35%  without  debt  of 
any  kind. 

It  is  a  convivial  six-person  lunch 
today  and,  with  an  outsider  at  the 
table,  Cullinane  doesn't  mind  re- 
counting how  he  got  started:  "The 
private  computer  company  I  worked 
for  in  the  mid-1960s  wrote  a  program 
for  Marine  Midland  Bank's  computer 
system  for  $35,000.  They  lost  money. 
Then  we  found  another  bank  with 
almost  exactly  the  same  equipment.  I 
thought,  why  not  sell  them  the  same 
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program,  for  $20,000?  It  took  only  ten 
days  to  set  up,  it  ran  right  away,  the 
bank  was  ecstatic.  They  paid  us  right 
away.  And  it  was  almost  pure  profit.  I 
thought,  there  ought  to  be  a  business 
in  this." 

Cullinane  founded  his  company  in 
1968,  and  got  his  big  break  in  1973. 
"B.F.  Goodrich's  data  processing  de- 
partment had  developed  a  data  base 
management  system — a  complex  pro- 
gram that  made  an  IBM  computer 
function  like  a  good  reference  librar- 
ian that  could  deal  with  very  large 
banks  of  computerized  files.  They 
didn't  want  their  employees  running 
all  over  the  country  trying  to  sell  the 
thing,  but  they  wanted  to  make  mon- 
ey from  it." 

Cullinane  agonized:  It  was  20  times 
the  size  of  his  existing  products.  "If 
anything  went  wrong,  it  would  have 
sunk  a  tiny  company  like  ours."  He 
took  a  deep  breath — and  plunged.  "It 
turned  out  to  be  a  far  better  product 
than  we  had  any  right  to  expect,"  he 
says,  still  audibly  relieved,  "a  very 
solid,  virtually  error-free  system,  beau- 
tifully tested." 

Cullinane  was  off  to  the  races.  Inte- 


grated Database  Management  System 
(IDMS)  has  been  taking  business) 
away  from  the  competition  in  big 
bites  ever  since.  The  cost  of  repro 
ducing  the  program  is  almost  nil — a 
memory  disk  wholesaling  at  $50.  But 
crammed  with  Cullinane's  singular 
chains  of  computer  instructions,  itj 
costs  customers  a  license  fee  on 
$50,000  the  first  year  and  $5,000  an- 
nually thereafter.  After  costs  (includ- 
ing in  the  case  of  IDMS  a  10%  royal- 
ty to  Goodrich),  Cullinane  nets  12% 
after  taxes. 

It  takes  tough  marketing,  though. 
When  the  table  talk  comes  around  to 
that  subject,  John  Cullinane  tells  al 
war  story:  "When  IBM  came  out  with 
their  4300  computer  two  years  ago, 
they  tried  to  step  on  us.  IBM  salesmen 
told  many  of  our  clients  that  IDMS 
would  not  run  on  the  4300.  Every  po- 
tential order  we  had  went  on  hold." 

He  goes  on.  "We  thought  it  over, 
and  realized  IBM's  own  data-base 
management-related  software  was 
not  integrated.  It  had  been  designed 
by  different  customers,  working  sepa- 
rately. Ours  were  designed  to  work 
together,  which  multiplies  their  indi- 
vidual effectiveness,  and  therefore! 
their  value.  We  easily  adapted  our  pro- 
gram for  the  4300,  and  then  threw 
this  at  them:  'Ask  that  IBM  salesman 
of  yours  if  their  software  can  work 
together.'  It  was  remarkable.  Before 
that  time,  when  we  went  head-to- 
head  with  IBM,  we'd  lose  four  out  of 
five  sales.  But  no  more." 

What's  to  keep  IBM,  though,  from 
developing  a  bigger,  better  program 
than  IDMS?  (Indeed,  there  are  rumors 
IBM  is  doing  just  that.)  Everyone  at 
the  table  turns  to  the  almost  grand- 
fatherly  Bachman,  since  March  the 
company's  vice-president  of  applied 
research.  He  is  widely  acknowledged 
as  the  father  of  data-base  manage- 
ment, having  introduced  the  concept 
back  in  the  early  Sixties. 

Bachman  considers.  "I  don't  know 
why  they  don't  write  a  better  one." 

There  is  a  strained,  prolonged  si- 
lence around  the  table.  The  luncheon 
breaks  up  very  quickly  after  that. 

Later  Bob  Goldman  goes  to  bat  for 
Cullinane's  defense.  The  company  is 
adding  new  products  all  the  time,  he 
says,  in  effect,  diversifying.  He  adds: 
"IBM's  own  past  success  is  a  problem 
for  them,  because  they  would  have  to 
find  some  way  to  convert  thousands 
of  customers  from  their  existing  sys- 
tem, which  would  be  difficult  and 
expensive." 

The  Cullinane  strategy  has  made  a 
lot  of  money.  Still,  a  good  portion  of 
the  computer  services  industry  has 
waxed  rich  by  using  IBM  hardware  to 
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;reate  applications  like  this  that  IBM 
lid  not.  The  thought  sometimes 
nakes  for  awkward  silences  at  the 
uncheon  table.  It's  a  mighty  long 
ihadow  the  giant  of  Armonk  makes. 


Tandy  Corp.  is  by  far 
lhe  number  one 
Vetailer  of  personal 
zomputers  worldwide. 


<or  now. 


'it's  only  a 
tatter 
time" 


John  Roach  looks  sleek  and 
prosperous  these  days,  and  why 
not?  Only  this  month  he  rose  to 
CEO  of  Tandy  Corp.,  the  Ft.  Worth- 
based  retailer  with  $1.4  billion  in 
sales,  8,106  Radio  Shack  and  other 
retail  stores  worldwide,  a  45%  return 
\  on  equity  and  a  stock  that  has  quintu- 
pled in  2Vz  years  and  was  recently 
selling  around  23  times  earnings. 

Roach  got  to  the  top  spot  at  One 
Tandy  Center  as  the  executive  who 
managed  the  TRS-80  personal  com- 
puter from  a  workbench  prototype  to 
the  most  phenomenally  successful 
product  Tandy  has  ever  had.  Tandy 
sales  of  microcomputers,  software 
'  and  peripheral  equipment  were  more 
than  $180  million  last  year,  from  zero 
in  fiscal  1977.  This  year,  estimates 
i  Oppenheimer  analyst  Bruce  Missett, 
;  Tandy  will  sell  $325  million,  strength- 
i  ening  its  position  as  the  largest  retail- 
I  er  of  computers  in  the  world. 

"Yep,"  says  Roach,  leaning  back 
satisfied  in  his  chair,  "we've  got  more 
outlets  than  anybody:  148  of  our  com- 
puter stores  here  in  the  U.S.,  45  for- 
[  eign  ones  and  200  Radio  Shacks  have 
i  a  full-time  computer  salesman.  It's  an 
:  interesting  business  for  us,  brings  us 
into  business  electronics." 
Business?  Isn't  this  supposed  to  be 
1  the  "home  computer"?  Most  buyers 
are  professional  people,  it  turns  out — 
executives  who  want  to  set  up  projec- 


tions and  plug  in  assumptions  (doing 
in  a  few  hours'  work  what  might  take 
weeks  at  the  company  EDP  depart- 
ment), small  businessmen,  educators. 

The  true  amateur  market,  the 
home-computer  market,  still  eludes 
Tandy — as  it  does  everyone  else.  IBM, 
Digital  Equipment,  Data  General  and 
Xerox  have  small  chains  of  computer 
stores,  as  will  Sears,  which  has  an- 
nounced plans  for  five  business  ma- 
chine stores  to  open  this  fall. "The 
computer  may  be  a  product  for  the 
mass-merchants  someday,"  says 
Roach,  "but  right  now  it  takes  a  lot  of 
personal  service  and  training  time." 

But  there's  at  least  one  competitor 
who  professes  not  to  be  worried  about 
Tandy,  and  the  two  outfits  are  natural 
enemies.  "They're  the  kind  of  compe- 
tition you  love  to  have,"  says  Ed 
Faber,  1,500  miles  away  in  San  Lean- 
dro,  Calif.  "Whenever  we  can,  we  put 
a  store  right  next  to  a  Radio  Shack." 

Faber,  48,  is  the  creator  of  Compu- 
terLand Corp.,  a  five-year-old  fran- 
chise outfit  that's  already  nationwide. 
"We  don't  consider  them  direct  com- 
petition," he  says  of  Tandy.  "They 
can  only  promote  their  own  product 
line;  we  can  offer  about  85  other  com- 
panies' products  in  the  marketplace. 
You  see,  when  someone  comes  in  like 
Radio  Shack  and  spends  millions  of 
dollars  on  advertising,  we're  happy. 
We  figure  if  a  buyer  spends  $1,000  and 
up  on  something,  he  just  might  want 


to  see  what  else  is  available." 

A  clear  understatement:  Faber's 
chain  is  up  to  175  stores  and  will 
reach  225  by  the  end  of  the  year.  For  a 
percentage  and  initial  franchise  fees 
of  $15,000  to  $30,000,  and  total  in- 
vestments averaging  approximately 
$175,000,  he  trains  his  would-be  en- 
trepreneurs and  sets  them  up  in  busi- 
ness, then  operates  as  mass  buyer  for 
them,  passing  along  5%  to  15%  vol- 
ume discounts.  "Most  of  them  are 
former  sales  or  marketing  people  from 
big  computer  industry  companies," 
says  Faber,  "but  some  are  former 
pharmacists  or  grocers.  We  even  have 
a  onetime  worm  farmer." 

Back  in  Ft.  Worth,  Tandy  Chair- 
man Phil  North  talks  thoughtfully 
about  the  future.  "Computers  will 
never  become  the  major  part  of  our 
business,"  he  says.  "In  the  home  mar- 
ket I  see  an  instrument — I  don't  know 
what  to  call  it  yet — built  around  the 
television  set.  It  will  monitor  your 
front  door,  and  when  the  bell  rings  an 
image  of  the  visitor  will  appear  on  the 
screen.  You'll  be  able  to  talk  over  an 
intercom  wired  into  the  set.  It  will 
regulate  your  thermostat,  start  your 
coffee.  .  .  .  There  will  be  a  computer 
in  there,  too,  and  the  telephone,  and 
cable,  and  videotex  and  other  things 
as  people  need  and  want  them. 

"The  technology  already  exists  to- 
day for  all  parts  of  this  instrument.  It's 
only  a  matter  of  time."  ■ 


Tandy  Chairman  Phil  North 

"It  will  regulate  your  thermostat  and  start  your  coffee.' 
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This  advertisement  is  neither  an  offer  to  sell  nor  a  solicitation  of  offers  to  buy  any  of  these  securities. 
The  offering  is  made  only  by  the  Prospectus. 


NEW  ISSUE  June  3,  1981 

$200,000,000 

Pembroke  Capital  Company  Inc. 

14%  Notes  due  1991 


Price  99.462% 

plus  accrued  interest,  if  any,  from  June  1,  1981 


The  Notes  are  secured  by  a  related  Partnership  Note  issued  by  Pembroke  Cracking  Company  ("Pembroke"),  an  English  partnership  of 
Texaco  Limited  and  Gulf  Oil  (Great  Britain)  Limited  (the  "Partners"),  formed  to  construct,  own  and  operate  certain  cracking  facilities  in 
the  Pembroke  Milford  Haven  area  of  Wales.  The  Partnership  Note  is  secured  by  a  Completion  Agreement  and  a  Throughput  Agreement 
among  Pembroke  and  the  Partners,  whose  obligations  thereunder  are  absolute  and  unconditional.  The  respective  performance  by  each 
Partner  thereunder  is  guaranteed  severally  by 

Texaco  Inc.  andGulf  Oil  Corporation 


Copies  of  the  Prospectus  may  be  obtained  from  any  of  the  several  underwriters, 
including  the  undersigned,  only  in  States  in  which  such  underwriters  are  qualified 
to  act  as  dealers  in  securities  and  in  which  the  Prospectus  may  legally  be  distributed. 


The  First  Boston  Corporation  Salomon  Brothers 

Goldman,  Sachs  &  Co.  Merrill  Lynch  White  Weld  Capital  Markets  Group 

Merrill  Lynch,  Pierce,  Fenner  &  Smith  Incorporated 

Bache  Halsey  Stuart  Shields    Bear,  Stearns  &  Co.    Blyth  Eastman  Paine  Webber    Dillon,  Read  &  Co.  Inc. 

Incorporated  Incorporated 

Donaldson,  Lufkin  &  Jenrette  Drexel  Bumham  Lambert  E.  F.  Hutton  &  Company  Inc. 

Securities  Corporation  Incorporated 

Kidder,  Peabody  &  Co.  Lazard  Freres  &  Co.  Lehman  Brothers  Kuhn  Loeb 

Incorporated"  Incorporated 

L.  F.  Rothschild,  Unterberg,  Towbin     Shearson  Loeb  Rhoades  Inc.     Smith  Barney,  Harris  Upham  &  Co. 

Incorporated 

Warburg  Paribas  Becker       Wertheim  &  Co.,  Inc.        Dean  Witter  Reynolds  Inc.        Atlantic  Capital 

A.  G.  Becker  Corporation 


The  Forbes/ Wilshire  5000  Review 
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Is  Wall  Street  close  to  escape  velocity?  By  riding  a  series 
of  modest  gains  the  market  has  steadily  picked  up  altitude 
over  the  last  four  weeks.  The  Dow  is  again  darting  into  the 
rarefied  air  above  1000,  and  there  is  a  chance  that  the 
previous  Wilshire  barrier  of  1467,  last  hit  in  November, 
could  also  be  cracked.  Indications  that  interest  rates  are 
falling — at  least  for  the  moment — and  oil  price  cuts  have 
helped  the  market  to  sustain  its  upward  momentum.  Still, 
the  oil  stocks  haven't  fared  well,  as  can  be  seen  by  the 
depression  in  the  ASE  index,  which  is  often  dominated  by 
oil  and  oil-related  companies.  Surprisingly,  however,  over 
the  last  four  weeks  the  Dow  jolted  ahead  3.5% .  In  compari- 
son, the  Wilshire,  a  measure  of  the  performance  of  the 


entire  market,  is  up  a  more  modest  2.0% . 

The  NASDAQ  index  is  still  the  52-week  champ.  At  the 
same  time,  the  relative  weakness  of  NYSE  stocks,  up  only 
17.8%,  and  to  a  lesser  extent  the  ASE  stocks,  up  28.3%, 
have  kept  the  Wilshire  down  to  a  modest  20.7%  increase 
over  the  past  year. 

Another  indication  of  the  interest  in  smaller  companies 
comes  from  our  five  key  investor  yardsticks.  They  contin- 
ue to  show  strong  upward  movement  in  the  shares  of 
volatile,  high- multiple  growth  companies.  Issues'  with 
high  volatility  appreciated  72.7% — nearly  5  times  as 
much  as  low- volatility  stocks.  And  high-P/E  stocks  are  up. 
That's  twice  the  showing  of  their  low-P/E  counterparts. 


Close-up  On  The  Equity  Markets 


Performance  of  five  leading  indexes 

Percent  change 

Wilshire 
5000 

Dow  Jones 
industrials 

NYSE 
Composite 

ASE  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

2.0 

3.5 

2.1 

-0.2 

3.3 

in  last  52  weeks 

20.7 

15.4 

17.8 

28.3 

43.2 

Stock  performance  based  on  five  key  investor  yardsticks 

Percent  change 

Volatility  * 

P/E  multiple 

Dividend  yield 

Growth  profile  t 

Share  price 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

4.5 

3.1 

1.7 

2.9 

3.6 

5.2 

3.7 

3.6 

2.0 

7.0 

in  last  52  weeks 

72.7 

17.2 

65.0 

31.7 

10.3 

60.4 

61.8 

26.4 

26.4 

65.6 

•  A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations;  low-volatility  issues  are  more  stable, 
t  A  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Note:  All  data  for  periods  ending  6/1 1/81.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


A  bull  market  with  a  split  personality.  For  the  four- 
week  period,  only  the  energy  sector  actually  declined,  but 
in  the  last  two  weeks  the  market  has  been  much  more 
selective  in  its  gains:  Four  of  our  sectors  went  up,  four 
went  down  and  one — raw  materials — broke  even. 

The  energy  sector  again  had  the  biggest  two-week 
setback,  3% .  The  current  oil  surplus  is  forcing  more  and 
more  producers,  refiners  and  marketers  to  cut  prices. 


Lower  prices  mean  tighter  margins  and  thinner  profits, 
so  investors  have  been  pulling  back  from  energy  stocks. 

Technology  companies  kept  up  their  reputation  for 
volatility.  In  our  previous  report,  this  sector  rebounded 
strongly.  But  now  it  is  slipping  back  into  a  slump.  Fi- 
nance is  still  strong.  Both  consumer  durables  and  con- 
sumer nondurables  moved  ahead,  but  with  gains  that  are 
far  smaller  than  they  have  been  posting. 


Percent  change  in  last  52  weeks         'LJ^'^\/'  Percent  cn*n8e  in       ,w0  "tela 
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Consumer  durables 

+75% 

+50 

+25 
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Finance 
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Consumer  nondurables  and  services 


+75% 


+50 


1+1.4 

'  '  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  ■  I 


Raw  materials 


+75% 


+50 
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Utilities 


+75% 
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+25 
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Note:  All  data  for  periods  ending  6/11/81.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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1956.  Bill  Claggett.  newly  promoted  media  buyer  for  the  Gardner 
Advertising  ( 'ompany. 


Bill  Claggett, 
hen  did  you  start  reading 

The  Wall  Street  Journal? 


"In  1956,  I  was  fresh  out  of  Gardner 
Advertising's  training  program,"  re- 
calls William  M.  Claggett,  Vice  Presi- 
dent and  Director  of  Advertising  and 
Marketing  Services  of  the  Ralston 
Purina  Company.  "I  got  a  pro- 
motion, an  office,  and  a  bundle  j 
of  administrative  respon- 
sibilities. 

"I  noticed  right  off  how 
the  management  people  I 
worked  with— clients  as  well 
as  agency— always  seemed  to 
find  the  time  each  day  to 
The  Wall  Street  Journal. 
So  I  started  finding  time 
to  read  The  Journal,  too. 

"When  I  moved 
over  to  the  client  side 
at  Ralston  Purina  15 
years  ago,  my  respon- 


sibilities changed.  But  my  reading 
habits  didn't.  I  still  make  time  for  The 
Journal— because  reading  The  Jour- 
nal every  day  is  still  the  best  way  I 
know  to  keep  on  top  of  what's  hap- 
pening in  business. 

"I  don't  see  how  you  can  be  an 
informed  executive  without 
reading  it  regularly." 

Listen  to  Bill  Claggett.  If  you 
want  all  the  important,  useful 
business  news— and  you  want  it 
^     fast  and  straight— you  want 
The  Wall  Street  Journal. 
Every  business  day. 


Today.  William  M.  Claggett. 
Vice  President  and  Director 

of  Advertising  and 
.Marketing  Services  of  the 
Kalston  Purina  Company. 


The  Wall  Street  Journal. 

All  the  business  news  you  need.  When  you  need  it . 


Havel  he  Journal  delivered  every  business  day  One  year,  f77.  Or  36  weeks  for  S55.  Call  toll-free 800-358-9999  except  in  Hawaii  and  Alaska  ( In  California. 
800-862-4999 )■  Or  write:  The  Wall  Street  Journal,  200  Burnett  Road,  (  bicopee,  Massachusetts  01021.  ©  1981  Dow  Jones  &  Company,  Inc.  All  Rights  Reserved. 
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Understanding 

information  y 
management. 


We  are  no  longer  an  industrial  society. 

More  Americans  are  now  in  information  jobs  than  in  manufacturing  and 
agrici  Mned.  Today's  most  pervasive  technological  trends  have  to  do  with  information 

and  itb  rent.  Yet  to  begin  to  understand  the  boundless  promise  of  our  new  information 

society,  we         to  define  its  terms. 
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The  management  of  information  occurs  in  three  distinct  stages: 

Organization 

Information  (words  or  data)  is  gathered  and  structured  so  that  it  can  be  put  into 

I  system.  The  business  or  institution  is  also  organized  to  take  advantage  of  the  efficiencies  of 

^formation  management.  0 

Processing 

The  information  may  then  be  stored,  examined,  organized,  translated  or  directed 

by  people  or  machines.  T         .  . 

■  Transmission 

Information  is  transported  and  made  available  to  users  as  they  select.  Often 

information  may  be  managed  simply  by  organizing  it  and  transmitting  it  to  the  proper  user. 

Present  day  systems  to  manage  information  are  but  one  of  the  products  of  the 
tnowledge  business. 

The  Bell  System  constantly  produces  new  knowledge,  and  turns  this  knowledge 
jnto  practical  advances.  Electronic  switching  (organization,  processing)  and  lightwave 
ommunications  (transmission)  were  laboratory  phenomena  just  yesterday.  So  were  the 
integrated  communications  systems  that  ease  the  way  for  so  many  American  businesses. 

All  are  realities  within  the  Bell  network,  which  organizes,  processes  and  transmits 
.nalog  and  digital  information  worldwide. 

♦The  ideas,  applications  and  systems  of  the  knowledge  business  are  available  to 
pou  now.  The  Bell  System  can  help  you  use  them  now,  to  increase  productivity  and  profits,  mm 


The  knowledge  business 

® 


WITH  THE  FREEDOM 
TO  FAIL,  COMES  THE  FREEDOM 
TO  SUCCEED. 


In  Andrew  Jackson's  time,  there  were 
safer  things  than  defending  New 
Orleans  or  crossing  America  in  a  cov- 
ered wagon.  Today,  there  are  safer 
places  to  put  your  money  than  Com- 
modity Futures. 

But  what  opportunity.  Which,  as 
the  world's  leading  and  largest  Futures 
exchange,  is  the  subject  we'd  like  to 
address. 

If  you're  one  of  the  many  new 
people  considering  a  Commodity  or 
Financial  Futures  Contract,  we  advise 
you  to  listen  closely  when  your  broker 
tells  you  not  to  over-extend  on  any  one 


trade.  That  increases  risk  and  dimin- 
ishes opportunity. 

Successful  futures  traders  expect 
to  be  wrong  often.  When  wrong,  they 
strive  to  exit  fast.  Cut  losses.  Or,  when 
right,  to  realize  gains.  But  always 
according  to  plan.  To  execute  such  a 
strategy  you  need  a  liquid  market.  Or 
put  another  way,  the  ability  to  get  in 
and  out  fast. 

And  at  the  Chicago  Board  of  Trade, 
that's  precisely  what  we  offer  you. 

For  our  information  package  Call  800/621-4641. 

in  Illinois  800/572-4217.  Or  ask  your  broker. 


§j  Chicago  Board  of  Trade 


Capital  Markets 


MONEY  &  INVESTMENTS 


Remember  Proposition  13?  Well,  Califor- 
nia took  it  in  stride.  In  Massachusetts, 
though,  things  may  be  different. 

FIRST,  THE 
REVOLUTION . . . 


By  Ben  Weberman 


Three  years  ago  geriatric  Howard 
Jarvis  and  fed-up  California  voters 
gave  politicians  their  own  version 
of  an  earthquake:  Proposition  13,  an 
initiative  that  limited  property 
taxes.  For  months,  talk  of  similar 
taxpayer  revolts  elsewhere  domi- 
nated the  headlines — and  belt-tight- 
ening schemes  went  on  the  ballot  in 
many  other  states.  What's  hap- 
pened in  their  aftermath? 

Typically,  voters  who  jumped 
into  the  fray  with  local  initiatives 
confused  troubled  financial  pro- 
cesses even  more.  Reasons  for  these 
taxpayer  revolts  vary  considerably, 
as  do  effects.  But  one  theme  pre- 
dominates: Citizens  want  a  bigger 
say  in  state  and  local  governments. 
They  get  this  by  statutes  limiting 
powers  of  legislatures  to  tax  and 
spend,  thereby  forcing  changes  in 
budgets. 

Such  motives  are  fine,  but  the  tac- 
tics are  amateurish.  Says  Freda  Stern 
Ackerman,  a  senior  vice  president  at 
Moody's  Investors  Service,  "The  un- 
fortunate result  .  .  .  has  often  been 
poorly  worded  and  sometimes  legally 
contradictory  statutes." 

California's  Proposition  13  has 
not  damaged  the  quality  of  local 
debt.  Few  localities  have  encoun- 
tered financial  difficulty  meeting  its 
requirements,  which  limit  taxing 
powers,  or  those  of  the  companion 
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Gann  Initiative,  which  limits 
spending.  "The  local  tax  revolt 
helped  tighten  up  local  operations," 
says  Ackerman.  The  state's  credit 
was  damaged  by  Proposition  13, 
among  other  things,  although  it  is 
still  sound  because  replacement  rev- 
enues have  been  found  for  such  spe- 
cific needs  as  education. 

The  most  harmful  effect  of  Propo- 
sition 13  is  the  virtual  elimination 
of  future  general-obligation  bonding 
authority  for  localities.  A  number  of 
California  communities  need  cap- 
ital funds,  primarily  for  mainte- 
nance of  plant  and  equipment,  and 
they  now  have  no  effective  method 
of  obtaining  this  money.  "Our  fu- 
ture assessment  of  general-obliga- 
tion bond  ratings  will  include  an 
evaluation  of  how  services  and  the 
capital  plant  have  suffered,"  Acker- 
man says.  The  state,  meanwhile, 
has  lost  one  notch  of  quality,  being 
downgraded  from  Aaa  to  Aa. 

Two  other  types  of  local  Califor- 
nia bonds  are  also  coming  through 
nicely.  Both  are  basically  linked  to 
revenues  generated  from  property 
taxes,  the  levies  affected  most  di- 
rectly by  the  legislation.  Moody's 
first  reaction  was  to  suspend  the 
ratings  on  such  debt.  These  instru- 
ments— tax  allocation  bonds  and 
lease  rental  bonds — required  inten- 
sive study. 

For  three  years  Moody's  has  been 
reviewing  and  reinstating  ratings  on 
California  lease  rental  bonds.  Now 
the  agency  has  started  to  examine 
tax  allocation  bonds,  and  it  will 
evaluate  these  on  a  case-by-case  ba- 
sis as  new  financial  data  is  received. 
While  some  lease  rental  bonds  were 
downgraded,  as  in  Los  Angeles 
County,  by  and  large  the  ratings 
have  been  reinstated  at  their  origi- 
nal levels. 

If  California  has  muddled  through 
in  the  wake  of  its  taxpayer  revolt, 


not  so  for  Massachusetts.  Proposi- 
tion 2V2  in  the  Bay  State  was  passed 
in  response  to  very  high  taxes.  Too 
many  liberally  backed  social  pro- 
grams drained  the  government,  and 
localities  were  constantly  under  fis- 
cal pressure.  Just  the  opposite  of  the 
situation  in  California,  where  big 
tax  bills  made  the  public  purse  fat. 
Massachusetts  and  its  local  govern- 
ments were  barely  solvent. 

Moody's  reaction  was  to  examine 
all  state  credit.  "This  review  re- 
vealed 44  units  with  credit  posi- 
tions that  would  be  severely  affect- 
ed by  implementation  of  Proposi- 
tion 2V2,"  says  Ackerman.  Among 
them  are  Boston,  Pittsfield  and 
Springfield. 

Massachusetts'  dilemma  is  even 
tougher  because  various  legal  inter- 
pretations hold  that  all  revenues, 
not  only  those  derived  from  real  es- 
tate, are  under  a  cloud.  Proposition 
2V2  retroactively  repealed  the  un- 
limited pledge  of  general  tax  support 
that  secured  virtually  all  outstand- 
ing local  debt  within  the  state.  "Im- 
plicitly, if  not  in  actuality,  a  former 
pledge  to  a  bondholder  has  been 
broken,"  Ackerman  explains. 

Merrill  Lynch,  too,  has  examined 
Proposition  2V2  and  finds  that  Bos- 
ton, Lynn,  Maiden,  New  Bedford, 
Revere  and  Somerville  are  among 
those  municipalities  with  the  high- 
est proportion  of  essential  services 
to  total  estimated  revenues.  The 
message:  Stay  away  from  them. 

A  group  of  communities  where 
essential  services  constitute  25%  to 
35%  of  total  estimated  available 
1982  revenues  would  include  Bur- 
lington, Duxbury,  Marlborough, 
Milford  and  Peabody.  Four  commu- 
nities in  this  group — Springfield, 
Cambridge,  Newton  and  Fall  Riv- 
er— get  favorable  evaluations  be- 
cause they'll  be  able  to  cope  through 
overall  management  efficiency  or 
the  ability  to  reduce  spending. 

So  the  power  of  fed-up  taxpayers 
has  worked  in  two  very  different 
ways.  In  California,  after  an  initial 
period  of  chaos,  the  new  budget  re- 
strictions are  in  many  ways  putting 
local  finances  on  a  sounder  footing. 
In  Massachusetts,  the  public  re- 
sponse was  too  much  too  late — and 
a  full-blown  crisis  may  result. 

My  advice:  If  you  own  bonds  is- 
sued where  a  local  initiative  has  the 
budget  process  in  turmoil,  don't 
panic.  Do  some  homework.  ■ 
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Stock  Comment 


This  may  be  the  time  to  take  a  positive 
attitude  toward  the  old-line  blue  chips. 

A  CHANGE  IN 
LEADERSHIP? 


By  Heinz  H.  Biel 


A  few  months  ago! Mar.  2)  the  head- 
ing of  this  column  was  "A  Tinge  of 
Deflation."  The  deceleration  of  in- 
flation has  continued  since  then  and 
it's  more  than  a  tinge  now.  Prices  of 
most  commodities  are  way  down 
from  their  highs.  Gold  sells  for  $460 
an  ounce  and  silver  below  $10.  Even 
the  OPEC  oil  price  cartel  has  begun 
to  crumble.  Our  dollar,  which  not  so 
long  ago  needed  crutches  for  sup- 
port, now  stands  firmly  at  its  best 
level  in  nearly  a  decade  against  such 
stalwart  currencies  as  the  Swiss 
franc  and  the  German  mark. 

Unless  you  were  speculating 
against  the  dollar  or  were  a  hoarder 
of  gold  or  were  long  the  wrong  com- 
modities, this  deflationary  trend 
should  be  welcomed  with  open 
arms.  There  were  a  number  of  fortu- 
itous circumstances  that  brought  it 
about — the  business  recession  in 
Europe,  the  worldwide  decline  in  oil 
consumption,  our  own  extraordi- 
narily high  money  rates,  to  mention 
just  some  of  the  contributing  fac- 
tors. The  Reagan  Administration's 
and  the  Fed's  firm  resolve  to  break 
the  back  of  inflation  also  deserves 
credit.  The  psychological  impact  of 
their  policies  is  vitally  important  in 
lessening  inflationary  expectations. 

Many  economists  have  ques- 
tioned the  wisdom  of  cutting  in- 
come taxes  10%  a  year  over  the 
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next  three  years,  fearing  that  the 
increased  income  might  be  spent 
rather  than  saved  and  thus  become 
too  much  of  a  stimulus,  not  needed 
or  wanted  at  this  time.  However,  if 
Congress  should  go  along  with  a 
compromise  tax  bill  that  provides 
for  an  initial  cut  of  only  5%  in  the 
first  year  and  not  effective  until 
Oct.  1,  those  who  had  misgivings 
are  likely  to  drop  their  reservations. 

It  is  inevitable  that  we  will  con- 
tinue to  have  large  federal  budget 
deficits  in  the  years  ahead.  If  we  can 
avoid  "monetizing"  at  least  the 
bulk  of  these  deficits,  prospects  for 
reducing  our  rate  of  inflation  to  a 
single  digit  would  be  better  than 
they  have  been  in  years.  Let  us  hope 
it  will  work  out  that  way.  It  can  be 
done  and  it  must  be  done,  because 
nothing  is  more  debilitating  for  the 
entire  economy,  as  well  as  for  the 
people,  than  an  inflation  that  is  out 
of  control. 

What  does  slower  inflation  mean 
for  the  stock  market?  Since  a  sig- 
nificant slowdown  of  inflation  most 
probably  would  permit  lower  inter- 
est rates  (not  just  lower  money 
rates),  say,  12%  or  13%  as  com- 
pared with  about  16%  at  present, 
the  price/earnings  ratio  of  common 
stocks  could  (would  or  should?)  im- 
prove by  a  notch  or  two.  Using  the 
Dow  industrials,  which  presently 
sell  at  only  about  7Vi  times  this 
year's  estimated  earnings  of  $135, 
each  "notch"  means  135  points  in 
the  Dow.  Considering  that  index 
has  fluctuated  so  far  this  year  with- 
in a  range  of  only  92  points,  a  notch 
really  means  a  lot.  A  slowdown  in 
inflation  could  easily  carry  this  in- 
dex to  new  all-time  highs. 

The  beneficiaries  would  be  pri- 
marily the  "slow-growth"  stocks, 
whose  total  return  was  inadequate 
to  match  a  double-digit  inflation 
rate.  These  are  the  stocks  that  seem 
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to  have  been  standing  still  despite 
"record"  earnings  and  "record" 
dividends.  They  used  to  be  the  core 
investments  for  conservative  port- 
folios, but  in  recent  years  they  have 
been  terribly  unrewarding.  Just  look 
at  IBM! 

On  the  other  hand  the  favorites 
and  star  performers  of  the  past  cou- 
ple of  years,  at  the  time  when  infla- 
tion was  at  its  worst,  would  not  be 
direct  beneficiaries.  They'll  contin- 
ue to  go  their  own  way,  selling  at 
multiples  that  reflect  their  own 
growth  expectations  rather  than  the 
general  level  of  stock  prices.  You 
just  can't  compare  a  Procter  & 
Gamble  with  Humana,  a  General 
Electric  with  General  Instruments, 
or  American  Telephone  &  Tele- 
graph with  MCI  Communications. 

What  I  expect  to  see,  if  the  pres- 
ent trend  toward  lower  inflation 
rates  should  continue,  is  a  narrow- 
ing of  the  wide  differential  in  the 
appraisal  of  current  and  prospective 
earnings.  Or,  putting  it  differently, 
the  Dow-type  stocks  may  perform 
relatively  better  than  the  rapid 
growth  stocks,  whose  high  P/E  ra- 
tios have  never  felt  the  adverse  ef- 
fects resulting  from  the  competition 
of  high-yielding  bonds  and  money 
market  instruments. 

Obviously,  this  is  a  longer-range 
prognosis  with  little  implication  for 
the  more  immediate  future.  What 
happens  in  the  stock  market  over 
the  near  term  remains  as  unpredict- 
able as  it  usually  is,  but  this  may 
well  be  the  time  to  take  a  more 
positive  attitude  toward  some  of  the 
old-line  blue  chips,  which  sell  at  un- 
commonly low  prices  in  relation  to 
past,  present  and  projected  future 
earnings. 

In  addition  to  the  major  oils, 
which  will  regain  their  prominence 
once  the  industry  has  adjusted  to 
present  glut  conditions,  I  would  give 
consideration  to  stocks  such  as  Al- 
coa, Allied  Corp.,  American  Brands, 
International  Paper  and  Owens-Illi- 
nois, all  selling  for  less  than  7  times 
this  year's  estimated  earnings. 
Among  other  DJI  stocks,  carrying 
somewhat  higher  multiples,  but  still 
less  than  10,  I  like  Eastman  Kodak, 
GE,  IBM,  Minnesota  Minmg, 
Procter  &  Gamble  and  United 
Technologies.  These  are  not  sugges- 
tions for  traders,  who  want  to  eat 
well,  but  for  ittiestors,  who  would 
rather  sleep  well.  ■ 
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When  a  product  liability  lawsuit  is  filed 
against  a  company  whose  stock  you 
own,  is  it  time  to  get  out?  How  to  decide. 

LAWSUITS  AND 
STOCK  PRICES 


By  Srully  Blotnick 


On  Sunday  night,  Apr.  19,  CBS'  60 
Minutes  aired  a  very  negative  report 
on  A.H.  Robins.  That  gave  me  yet 
another  opportunity  to  study  a  fas- 
cinating question:  What  is  the  ef- 
fect on  stock  prices  of  lawsuits  and 
publicity  about  pending  litigation? 

The  airing  was  delayed  a  number 
of  times,  which  allowed  me  to  get 
ready  to  survey  investor  sentiment 
before  and  after  the  show.  It  also 
gave  Robins  time  to  get  out  advance 
warning  to  its  shareholders.  In  Oc- 
tober 1980  the  company  told  them 
that  its  Dalkon  Shield  would  be  the 
subject  of  "a  biased  report." 

How  did  the  stock  react?  It  didn't. 
Not  a  jot.  If  you  hadn't  known  that 
60  Minutes  had  presented  so  critical 
a  segment  about  the  company, 
you'd  have  had  no  reason  in  the 
subsequent  week  to  think  any  ad- 
verse publicity  had  appeared. 

How  did  the  Robins  stockholders 
I  talked  with  react?  With  a  yawn. 
Each  worried  that  the  others  might 
sell,  yet  most  stated  firmly  both  be- 
fore and  after  the  airing  of  the  pro- 
gram that  they  wouldn't. 

Why?  Two  possibilities  spring 
immediately  to  mind.  The  first  is 
that,  for  most  interested  investors, 
the  Dalkon  Shield  matter  was  old 
news.  It  had  been  reported  a  number 
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of  times  in  the  financial  press.  CBS 
was  merely  telling  stockholders 
what  they  already  knew.  The  sec- 
ond explanation  has  to  do  with  sus- 
picions about  the  news  medium  it- 
self— television.  (The  wealthier  the 
investor  the  more  likely  he  or  she  is 
to  harbor  them.) 

So  there  are  two  reasons  most 
Robins  shareholders  stood  fast: 
skepticism  about  the  source  of  the 
news  and  a  familiarity  with  the 
facts.  However,  there's  something 
even  more  basic  at  work  here.  I've 
studied  a  wide  variety  of  product 
liability  litigation  involving  compa- 
nies listed  on  the  NYSE,  and  certain 
regular  patterns  of  shareholder  reac- 
tion have  emerged.  It  turns  out  that 
there  are  three  principal  criteria 
that  determine  whether  the  stock 
plummets  or  is  unaffected  by  news 
relating  to  the  lawsuit. 

First:  How  are  the  earnings  of  the 
company's  industry  group] 

Not  only  have  sales  and  income 
for  the  drug  industry  continued  to 
demonstrate  year-to-year  gains  dur- 
ing a  difficult  period,  the  outlook  for 
the  group  is  favorable.  More  than 
40%  of  the  investors  in  my  sample 
rate  the  prospects  for  the  group 
"high  to  very  high"  in  the  upcom- 
ing 18  to  24  months.  That  has 
worked  in  Robins'  favor.  As  one 
new  stockholder  put  it:  "These  is- 
sues are  just  beginning  to  get  hot. 
Why  would  I  want  to  bail  out?" 

Second:  How  are  the  company's 
most  recent  quarterly  sales  and 
(more  important)  earnings  figures? 

There  is  a  limit  to  how  much 
buoyancy  a  group  can  provide  any  of 
its  members.  Here,  Robins  more 
than  held  its  own  against  its  com- 
petitors. The  company  reported  a 
10%  gain  in  sales,  to  $115  million, 
for  the  first  quarter  of  1981  and, 
more  significant  to  its  current  and 
prospective   shareholders,   a  36% 
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gain  in  net  profit  in  the  quarter,  to 
$12  million.  As  I  said,  the  firm's 
stockholders  have  probably  never 
been  more  interested  in  any  quar- 
ter's figures  than  they  were  in  these. 

Third:  Can  the  company  afford 
the  legal  costs  and  the  potential  li- 
ability should  it  lose? 

With  this  question  investors  are 
in  essence  asking:  "What's  my 
downside?"  If  you're  wondering 
why  this  isn't  the  first,  instead  of 
the  third,  question  they  ask,  here's 
why:  Current  operating  conditions 
are  now-,  a  lawsuit  is  in  the  future. 
Given  the  complex  nature  of  this 
type  of  litigation,  it  could  be  the 
very  distant  future.  "Or,"  as  many 
stockholders  insist  on  pointing  out, 
"they  might  settle  out  of  court." 

Robins  has  everything  going  for 
it:  It's  in  a  strong  industry,  is  doing 
well  itself  and  can  easily  afford  the 
potential  costs.  Hence,  manage- 
ment should  not  spend  any  further 
time  or  money  on  the  stockholder- 
relations  aspect  of  the  matter. 

Johns-Manville  (a  company  I  like), 
on  the  other  hand,  is  one  of  a  num- 
ber of  firms  that  currently  meets 
none  of  the  criteria.  The  building 
industry's  woes  are  many,  and  pros- 
pects won't  improve  overnight.  Sec- 
ond, the  company's  sales  fell  3%  in 
the  first  quarter  of  1981,  while  earn- 
ings sank  26% . 

Third,  footnote  number  five  of 
the  company's  latest  annual  report 
states:  "As  of  Dec.  31,  1980,  the 
company  was  a  defendant  or  co-de- 
fendant in  5,087  asbestos/health 
suits  ...  a  substantial  increase  from 
the  Dec.  31,  1979  level  of  2,707 
cases."  The  footnote  concludes: 
"The  cost  to  the  company  could  be 
substantial."  As  a  result,  Coopers  & 
Lybrand,  the  company's  auditors, 
have  for  the  first  time  qualified 
their  opinion  of  the  company's  fi- 
nancial position. 

In  stockholder-relations  terms, 
Johns-Manville  has  tried  from  the 
start  to  do  its  best.  Its  1978  annual 
report,  in  which  six  full  pages  are 
devoted  to  the  subject,  is  a  model 
of  fair-minded  discussion  of  what 
Chairman  John  A.  McKinney  real- 
ized was  going  to  be  a  major  issue 
for  the  company.  But  it  hasn't 
seemed  to  help. 

Robins  is  near  its  high  for  the 
year,  while  Johns-Manville  recently 
made  a  new  low.  Stockholders  take 
the  three  criteria  seriously.  ■ 
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The  Contrarian 


The  Book 
That  Pilt 
Rieblo, 
Colorado 


For  years  Pueblo  remained  un- 
charted and  unknown. 

Then,  suddenly,  the  secret  was  out. 
Pueblo  is  the  city  that  sends  out  the  free 
Consumer  Information  Catalog. 

Now  everyone  knows. 

And  now  everyone  can  send  for 
their  very  own  copy  of  the  Consumer  In- 
formation Catalog.  The  new  edition  lists 
over  200  helpful  Federal  publications, 
more  than  half  of  them  free.  Publica- 
tions that  could  help  with— money 
management,  car  care,  housing  hints, 
growing  gardens,  food  facts.  All  kinds  of 
consumer  information. 

Get  your  copy  now.  Send  us  your 
name  and  address  on  a  postcard.  Write: 

CONSUMER 
INFORMATION  CENTER, 
DEFT.G, 
PUEBLO,  COLORADO  81009 

General  Services  Administration 


**  Showers  of  Diamonds**  R 
Fountains  by  RAIN  JET? 
Extremely  beautiful  prismati 
Fountain  Assemblies  in  bow 
up  to  8  ft  with  lights,  or  Foun 
tain  Heads  only.  Patented, 
energy  saving  design  —  wate 
recirculates.  Write  or  phone 
for  Full-Color  Literature. 

Dealer  Inquiries  invited 

RAIN  JET  CORP..  Dept.  FS 

301  S  Flower  St.,  Burbarth,  CA  91503 

Toll-free  800-423-2379 
Calif.:  213-849  2251  Collect 
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Ristorante  Italiano 

FORBES,  NEW  YORK  TIMES 
AND  GOURMET 

.  1460  SECOND  AVE.,  (76  &  77)  N.Y.C.  535-9310  . 


What  would  happen  if  everybody  began 
following  a  low  P/E  strategy? 

IT  JUST  LOOKS  EASY 


By  David  Dreman 


I've  been  asked  this  question  many 
times:  If  the  record  shows  so  clearly 
that  a  low  P/E  strategy  is  consistent- 
ly successful,  why  don't  many  smart 
people  play  that  strategy?  And,  if 
they  do,  won't  it  stop  working? 

The  answer  to  the  second  ques- 
tion is  "yes,"  but  the  answer  to  the 
first  is  "no,"  which  makes  the  sec- 
ond academic.  The  low  P/E  strategy 
will  never  become  universal.  Not 
because  it  isn't  the  best  way  to  play 
the  market  but  because  it  demands 
too  much  of  human  nature.  It  de- 
mands that  scarce  trait — discipline. 

The  problem  lies  squarely  in  the 
realm  of  investor  psychology.  A 
large  number  of  clinical  studies 
show  that  people  are  heavily  influ- 
enced by  recent,  memorable  events 
even  though  those  events  run 
against  long-term  odds.  If  a  player, 
for  example,  has  a  hot  streak  at  the 
crap  table,  more  and  more  people 
bet  with  him,  though  the  odds  pre- 
dict the  streak  will  soon  snap. 

Let  a  foe  Granville — or  whoev- 
er— have  a  few  lucky  hits,  and  the 
world  proclaims  him  a  genius.  He 
isn't,  but  the  crowd  wants  to  believe 
in  miracle  makers  and  seizes  the 
scantiest  evidence  to  do  so. 

Surprisingly,  perhaps,  the  group 
that  should  know  best — the  sea- 
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soned  pros — are  among  the  worst 
offenders.  An  individual  at  most 
would  suffer  the  pang  of  isolation 
and  some  good-natured  ribbing  for 
missing  what  seems  obvious  to  ev- 
eryone else,  but  the  money  manager 
must  also  cope  with  on-line  career 
pressures:  quarterly  performance 
measurements  and  evaluation  by  su- 
periors and  clients.  All  demand  that 
he  prove  his  "smarts"  by  being  in 
the  right  stocks.  The  right  stocks,  of 
course,  are  those  moving  now. 

So  the  experts  buy  the  oils  or 
"one-decision"  growth  stocks  in 
herds,  and  then  sell  them  in  herds. 
They  tend  to  shun  little  companies 
like  the  plague  at  one  moment  and 
go  absolutely  bananas  over  them  at 
another. 

Thus,  the  current  surge  into  new 
issues  and  exciting  high-technology 
stocks  is  to  a  large  extent  being 
fueled  by  institutional  money.  The 
disastrous  experience  of  the  emerg- 
ing growth  companies  in  the  1960s, 
repeated  again  in  the  early  1970s, 
has  apparently  been  forgotten — or, 
at  the  least,  repressed. 

The  point,  then,  is  that  playing 
long-term  odds,  such  as  the  low  P/E 
strategy,  is  not  nearly  as  easy  as  it 
sounds.  You  have  to  buy  the  stocks 
the  herd  is  selling  or  has  long  since 
sold.  You  must  resist  getting  carried 
away  by  the  latest  run  of  news,  fads 
and  rumors.  That's  why  successful 
investing  has  always  been  the  pre- 
serve of  the  few,  not  the  many. 
With  due  respect  to  the  new  genera- 
tion of  Modern  Portfolio  Theorists, 
it  will  continue  to  be  that  way. 

So  what  looks  good  on  the  low  P/E 
screens  today?  For  those  who  be- 
lieve there  may  be  life  beyond  Tan- 
dem and  Apple  Computer,  what 
about  the  values  available  from 
some  of  the  large  mainframe  manu- 
facturers? As  money  pours  into  the 
small  computer  stocks,  the  big  com- 
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panies  have  fallen  increasingly  out 
of  favor.  At  a  recent  dinner  party,  a 
young  computer  analyst  told  me 
that  since  the  Japanese  already  own 
our  underwear,  pajama  and  even 
auto  markets,  it  was  only  a  matter 
of  time  before  they  also  took  over 
the  mundane  mainframe  computer 
industry.  So  why  own  IBM?  Isn't  it 
destined  to  go  the  way  of  the  buggy- 
whip  companies? 

I  think  not.  IBM's  R&D  is  im- 
mense, its  technology  good,  and  its 
marketing  and  servicing  superb — 
something  that  escapes  the  new 
generation  of  computer  analysts 
playing  the  supertechnology,  high 
P/E  issues  as  clearly  as  it  did  the  go- 
go  crowd  of  the  late  1960s.  The 
omission  again  should  prove  costly. 

IBM  (58)  trades  at  9  times  earn- 
ings, and  yields  5.9%.  Old  Grand- 
ma's P/E  is  the  lowest  it  has  been  in 
the  entire  postwar  period — lower,  in 
fact,  than  it  was  before  IBM  entered 
the  computer  business.  With  the 
likelihood  of  a  major  venture  into 
home  computers,  less  trouble  with 
the  trustbusters  and  the  successful 
introduction  of  a  new  line,  IBM's 
prospects  look  good. 

Sperry  Rand  (51),  the  sixth-largest 
computer  maker,  should  show  high- 
er earnings  in  1 98 1 .  Computer  back- 
logs are  strong  and  other  businesses 
should  improve  later  in  the  year.  It 
trades  at  a  P/E  of  7  and  yields  3.8% . 

Honeywell  (89),  with  a  P/E  of  7  and 
yielding  3.3%,  is  a  leader  in  the  en- 
ergy-saving, environmental  and  in- 
dustrial controls  businesses,  as  well 
as  the  seventh-largest  factor  in  com- 
puter markets.  The  company  has 
shown  a  25%  rate  of  earnings 
growth  over  the  past  five  years. 

Instead  of  these  solid  stocks,  of 
course,  you  can  buy  GeeWhiz  Mem- 
ory Devices  at  90  times  next  year's 
hoped-for  earnings,  on  the  gamble 
that  GWM  will  grow  into  another 
IBM.  All  my  studies  show,  however, 
that  you're  much  more  likely  to 
make  money  buying  good  merchan- 
dise when  it  is  marked  down  than 
in  paying  a  high  price  to  try  the 
latest  thing  on  the  market. 

Wouldn't  it  be  easier  to  buy  IBM 
at  9  times  earnings  than  GeeWhiz 
at  90?  You'd  think  so,  but  it  doesn't 
happen  that  way.  That's  why  the 
low  P/E  strategy  works  so  well:  Few 
people  have  the  patience,  the  inde- 
pendence of  mind,  the  discipline  to 
follow  it  faithfully.  ■ 
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A  lot  of  giving  from  you, 
means  a  lot  of  living 
for  them. 
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Phoebe  Dunn 


Where  does  your  money  go,  when 
you  give  to  United  Cerebral  Palsy? 
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them  walk.  Therapy  so  they  can 
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money.  A  little  giving  from  you,  will 
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By  Ashby  Bladen 


Observations 


Avoid  early  retirement,  or  go  for  the  long- 
est-term, deepest-discount,  highest-grade 
bonds  you  can  find. 

FINANCIAL 
PLANNING  i 


ment  I  am  basing  my  own  and  my 
company's  financial  strategies  on 
the  working  hypothesis  that  the 
Administration  will  ultimately  suc- 
ceed in  breaking  the  inflation.  Regu- 
lar readers  of  this  column  know  that 
I  do  not  believe  that  President  Rea- 
gan's advisers  have  all  the  details  of 
their  policies  right  yet,  but  they 
have  shown  themselves  to  be  hard- 
headed  people  who  are  willing  to 
grapple  with  politically  tough  prob- 
lems like  Social  Security.  I  am  confi- 
dent that  when  events  demonstrate 
that  some  of  their  initial  policies  are 
not  working  they  will  develop  new 
and  more  effective  ones.  Even  so,  I 
am  taking  the  precaution  of  heeding 
my  own  advice  and  developing  a 
second  career,  as  a  financial  writer. 
It  is  less  stressful  than  managing  a 
couple  of  billion  dollars  of  other  peo- 
ple's savings,  and  one  thing  that  is 
certain  is  that  there  will  be  plenty  to 
write  about  during  the  foreseeable 
future. 

If  it  looks  as  though  your  income 
and  income-tax  bracket  will  be  low- 
er after  you  pass  normal  retirement 
age,  you  should  look  into  variable 
annuities  that  may  permit  you  to 
postpone  taxes  on  investment  in- 
come until  you  start  to  receive  the 
annuity  payments — which  can  be  as 
late  as  age  85,  if  you  choose.  The 
Internal  Revenue  Service  has  ruled 
that  income  tax  on  interest  paid  by 
savings  and  loan  associations  can- 
not be  deferred  by  wrapping  the  ac- 
count in  an  annuity  contract.  How- 
ever, as  things  stand  now,  variable 
annuity  policies  do  provide  tax  defer- 
ral. In  the  interest  of  full  disclosure, 
I  must  tell  you  that  my  own  com- 
pany, Guardian  Life,  offers  one 
such;  so  I  am  not  an  entirely  objec- 
tive observer.  Our  Value  Guard  poli- 
cy permits  holders  to  choose  be- 
tween, and  switch  freely  among,  six 
mutual  funds  that  are  managed  by 


The  Reagan  Administration  has  the 
best  opportunity  since  the  Eisen- 
hower years  to  break  the  inflation 
and  get  back  to  price  stability,  but  at 
this  point  it  is  impossible  to  know 
whether  it  will  succeed  or  fail.  Since 
it  is  not  clear  that  the  Administra- 
tion understands  that  one  of  the 
measures  required  to  break  the  in- 
flationary psychology  is  a  crash  in 
house  prices,  there  is  no  way  of  tell- 
ing whether  it  will  have  the  gump- 
tion to  resist  the  political  demands 
that  it  do  something  inflationary  to 
support  them.  On  the  other  hand,  if 
this  Administration  fails  to  break  it, 
the  inflation  is  certain  to  get  much 
worse  before  another  such  opportu- 
nity comes  again.  Until  the  out- 
come becomes  clear,  financial  plan- 
ning will  be  a  very  risky  and  uncer- 
tain enterprise.  Here  are  a  few 
suggestions  about  your  own  finan- 
cial planning. 

Unless  and  until  it  becomes  clear 
that  the  Administration  is  going  to 
succeed,  I  would  hold  off  on  plan- 
ning to  retire  because  the  risk  that 
you  will  outlive  your  resources  will 
be  excessive.  Try  to  find  something 
useful  that  you  enjoy  doing,  that  you 
can  do  well  and  that  you  can  keep 
on  doing  indefinitely  if  that  appears 
necessary  or  desirable.  At  the  mo- 

Ashby  Bladen  is  senior  vice  president-invest- 
ments for  the  Guardian  Life  Insurance  Co. 
of  America,  and  author  of  How  to  Cope 
with  the  Developing  Financial  Crisis. 
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the  Value  Line  organization  and  the 
Guardian  Park  Avenue  Fund,  of 
which  I  happen  to  be  the  president. 
The  Value  Line  funds  include  a 
money  market  fund  and  a  bond  fund 
as  well  as  a  variety  of  income, 
growth  and  special  situations  funds. 
Other  insurance  companies  offer 
similar  arrangements. 

I  think  that  it  is  excessively  dan- 
gerous to  buy  a  house  by  assuming 
the  existing  mortgage,  and  giving 
the  seller  a  short-term  "bullet" 
mortgage,  unless  you  are  certain 
that  you  could  pay  the  note  without 
selling  the  house.  It  is  also  extreme- 
ly risky  to  sell  a  house  by  taking 
back  such  a  note  on  the  assumption 
that  inflation  will  bail  the  borrower 
out.  Most  of  these  "creative"  ways 
of  financing  houses  are  plausible 
only  as  long  as  confidence  lasts  that 
house  prices  can  only  go  up.  The 
stage  is  now  set  for  a  crash  in 
houses,  and  as  I  said,  the  acid  test 
for  this  Administration  will  be  its 
willingness  to  stand  by  and  let  house 
prices  fall.  If  the  next  few  months' 
developments  suggest  that  it  will 
pass  the  test,  then  the  first  and  most 
obvious  thing  to  think  about  is  high- 
grade,  long-term  bonds. 

Ben  Weberman's  June  8  Forbes 
column  suggested  that  bonds  may 
be  the  "buy  of  a  lifetime"  right  now 
because  he  puts  the  odds  on  an  in- 
tervening financial  panic  a  little 
lower  than  I  do.  Whenever  the  pre- 
cise moment  arrives,  I  respectfully 
disagree  with  one  suggestion  he 
made.  Weberman  pointed  out  that 
in  the  early  stages  of  a  bull  bond 
market  the  unwinding  of  the  cur- 
rent reversed  yield  curve  would 
cause  intermediate-maturity  Trea- 
sury securities  to  appreciate  even 
more  than  the  longest  maturities. 
That  is  true,  but  you  may  find  that 
by  trying  to  maximize  your  poten- 
tial capital  gain  you  have  sacrificed 
the  opportunity  to  lock  in  a  yield  of 
13%  or  more  for  the  next  30  years. 

I  concluded  my  last  column  by 
saying  that  if  the  Administration 
passes  the  test  I  just  described,  "the 
next  few  months  will  be  the  best 
opportunity  to  buy  long-term  bonds 
since  the  British  won  the  Battle  of 
Waterloo  in  1815."  After  Water- 
loo, British  government  bonds  went 
up  for  the  rest  of  the  century.  When 
the  time  comes,  go  for  the  longest- 
term,  deepest-discount,  highest- 
grade  bonds  you  can  find.  ■ 
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Not  even  the  UAW  pension  fund  should 
own  automobile  stocks.  The  individual 
members  can  have  that  satisfaction. 

RESPONSIBLE 
OR  IRRESPONSIBLE 


By  John  Train 


Musing  over  the  current  crop  of  an- 
nual meeting  proxy  statements  and 
the  proposals  they  contain  from  cor- 
porate gadflies,  I  have  the  following 
reflection: 

A  fiduciary's  duty  is  to  be  faithful 
to  his  trust,  which  is  to  advance  the 
economic  interests  of  his  beneficia- 
ry in  a  legal  and  proper  way. 

Often,  these  days,  social  activists 
urge  upon  fiduciaries  objectives  that 
are  not  only  adverse  to  the  benefi- 
ciary's interest  but  one-sided,  politi- 
cally inspired  and  even  contrary  to 
our  national  policy. 

For  instance,  after  talking  to 
many  "responsibility"  groups  about 
South  Africa  and  indeed  going 
there,  I  conclude  that  it's  neither 
moral  nor  responsible  to  pressure 
American  companies  to  cease  all  ac- 
tivity in  that  country,  nor  to  de- 
mand that  fiduciaries  sell  such  com- 
panies. The  American  presence  is  a 
liberalizing  factor  in  South  Africa.  It 
makes  as  much  sense  for  the  activ- 
ists to  urge  American  companies  to 
pull  completely  out  as  it  would  for 
them  to  press  foreign  companies  to 
pull  out  of  our  South  to  help  the 
blacks  there.  Political  power  flows 
from  economic  power,  and  the  re- 
markable gains  of  black  workers 
both  in  South  Africa  and  here  flows 


John  Train  is  president  of  Train,  Smith,  In- 
vestment Counsel,  New  York,  and  the  author 
of  The  Money  Masters  and  Dance  of  the 
Money  Bees. 


in  part  from  the  economic  growth 
of  each  area.  The  blacks  and  the 
whites  are  stuck  with  each  other  in 
South  Africa,  just  as  here,  and  no- 
body will  gain  from  pulling  the 
house  down,  except  the  U.S.S.R. 

I  once  asked  Andrew  Young,  who 
has  generally  favored  the  American 
presence  in  South  Africa,  about  this 
point.  Did  he  think  that  it  was  a 
good  idea  to  push  for  disinvest- 
ment? Would  it  ever  happen?  "No," 
he  said,  "it  won't  happen.  It  prob- 
ably wouldn't  be  a  good  thing.  But 
perhaps  the  pressure  helps  push 
American  companies  toward  im- 
proving the  conditions  of  black 
workers  in  South  Africa." 

That's  an  interesting  political 
point,  and  I  suppose  I  agree.  It  is  not 
an  argument,  however,  for  a  consci- 
entious fiduciary  to  sell  all  his  stock 
in  an  American  company  working, 
among  other  places,  in  South  Africa, 
and  doing  a  good  job  there. 

Indeed,  by  selling  he  may  have 
yielded  his  vote  to  someone  with 
less  conscience.  Would  it  help  if 
Ford  sold  out  to  the  Japanese,  who 
have  little  racial  conscience?  Or,  in- 
deed, to  the  Boers? 

The  famous  Chief  Gatsha  Buthe- 
lezi  of  the  Zulus,  probably  the  most 
eminent  black  South  African  leader, 
accuses  American  "ultra-liberals"  of 
favoring  disinvestment  for  their 
own  psychological  or  political  rea- 
sons, not  out  of  concern  for  the  wel- 
fare of  his  people  (Forbes,  Nov.  27, 
1978).  He  wants  American  compa- 
nies, particularly  those  that  will 
push  for  social  justice — a  common- 
sense,  ethical  approach. 

I  note  that  the  same  activists 
rarely  object  to  companies  that 
trade  with  the  U.S.S.R.,  where  po- 
litical repression  has  taken  tens  of 
millions  of  lives;  a  country  which 
counts  -us  as  the  "main  enemy," 
and  which  works  against  Western 


values  everywhere  in  the  world. 

Another  socially  responsible  cri- 
terion that  fiduciaries  are  some- 
times urged  to  follow,  and  which 
seems  artificial,  is  the  notion  that 
investors  should  avoid  nonunion- 
lzed  companies. 

This  seems  to  fly  in  the  face  of 
common  sense.  I  find  free  unions  in 
general  to  be  a  strong  bulwark  of 
representative  government,  but  it 
scarcely  follows  that  some  particu- 
lar company  is  wicked  for  not  hav- 
ing a  union.  Many  successful  enter- 
prises have  such  good  labor  rela- 
tions that  the  employees  aren't 
interested  in  being  unionized. 

I  can  see  why  some  would  argue 
the  opposite,  but  isn't  that  just  their 
political  angle?  Indeed,  if  there's  a 
question  of  morality  involved,  it  al- 
most seems  the  opposite.  If  you're  a 
bank,  say,  it  may  be  expedient  to  let 
a  union  hound  off  your  board  of  di- 
rectors someone  from  a  company 
the  union  is  fighting,  but  it  also 
seems  cowardly. 

In  fact,  looking  at  companies  that 
seem  desirable  investments,  I  find 
that  in  general  their  workers  aren't 
represented  by  national  unions.  To 
some  extent,  the  industries  with 
the  most  powerful  unions  make  the 
worst  investments.  Take  the  auto 
companies.  A  responsibility  activist 
might  claim  that  one  should  invest 
in  automobile  companies  because 
the  United  Auto  Workers  has  suc- 
ceeded in  getting  worker-compen- 
sation packages  that  are  roughly 
20%  in  excess  of  the  national  aver- 
age. (In  Japan  the  car  companies  pay 
about  the  national  average.)  But 
isn't  the  opposite  at  least  as  true?  By 
investing  in  a  company  suffering 
from  this  crippling  disadvantage  am 
I  not  doing  violence  to  the  interest 
of  my  beneficiary?  To  my  mind,  not 
even  the  UAW  pension  fund  should 
own  automobile  stocks. 

Nuclear  power  is  another  exam- 
ple. There's  a  strong  argument 
against  it,  but  based  more  on  dollars 
than  on  safety.  The  "greenhouse  ef- 
fect" from  burning  coal  could  be 
much  more  dangerous  than  any  nu- 
clear accident.  And  year  by  year  coal 
mining  and  downwind  coal  pollu- 
tion, including  "acid  rain,"  do  infi- 
nitely more  harm  than  nuclear  pow- 
er plants.  Finally  the  more  we  are 
dependent  on  Middle  Eastern  oil, 
the  greater  the  risk  of  war  with  the 
Soviet  Union.  ■ 
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OUDATED  CIN OLA  MINES  LTD.  V-0 

NCOUVER,  B.C.  May  26 — The  company  today  reported 
lonal  significant  assay  results  from  the  bulk  sample 
>eing  driven  on  its  Queen  Charlotte  gold  deposit.  The 
recent  assays  which  represent  a  length  of  194.8  feet 
metres)  returned  an  average  of  0.136  ounces  gold  per 
his  section  is  comprised  of  36  consecutive  rounds  of 
ng  in  the  adit. 

is  higher  grade  material  when  combined  with  the 
i  of  adit  already  sampled  within  the  ore  zone  aver- 
0.080  ounces  of  gold  per  ton  for  the  full  376.8  feet, 
lengthy  continuous  intersection  is  markedly  higher 
than  the  reported  figure  of  0.054  ounces  gold  per  ton 
e  whole  deposit. 

tial  results  from  the  bulk  flotation  circuit  of  the  pilot 
g  operation  indicate  that  the  successful  laboratory 
sries  can  be  duplicated  in  the  mill.  Some  operating 

have  shown  a  flotation  tailing  (waste)  assay  as  low 
005  ounces  gold  per  ton  which  is  the  minimum 
:ive  in  this  part  of  the  mill  circuit.  On  an  ore  grade  of 

this  represents  a  recovery  of  90  percent  from  the 
ion  circuit. 

mpany  President  Kenneth  Sanders  explained  further 
one  of  the  objectives  of  the  mill  is  to  consistently 
ce  a  low  flotation  tailing.  Consequently  a  higher 
of  mill  feed  combined  with  a  constant  low  tailing 
iroduces  a  higher  percentage  gold  recovery  from  the 
ion  circuit.  Sanders  said  that  initial  results  are  highly 
raging  as  the  mill  feed  grade  improves  so  will 
:ries  from  his  circuit. 

:  cyanide  circuit  which  follows  the  flotation  circuit  in 
iiling  process  is  now  being  tuned  up.  During  tune  up 
I  the  circuit  is  only  expected  to  process  2l/2  tons  of 
on  concentrate  daily.  Initial  results  will  be  reported 
available. 

intact:  George  Sanders,  Vice  President,  Consolidated 
i  Mines  Ltd  .  595  Howe  St.,  Suite  402.  Vancouver.  B.C. 
T5.  Phone-  (604)  669-1524.) 


ES0URCES  LTD.  V 

L-V)  (Vancouver,  B.C ,  May  13) — Jan  Resources  Ltd 
frilled  four  additional  holes  on  its  Black  Panther 
rty  near  Port  Alberni.  Hole  80-1  was  drilled  late  in 
and  was  reported  earlier  Holes  81-1  to  81-3  were 
I  to  intersect  the  mineralized  structure  Hole  81-4  was 
I  away  from  the  structure  to  test  for  other  possible 
the  significant  intercepts  from  the  first  five  holes  are 
larized  below: 


l  NO 
)-l 

.-1 
-2 
1-3 


INTERCEPT 

325-328 
310-312' 
464  -469' 
327  5  -330  5' 


TRUE  WIDTH 

1.9' 
1.64' 

2.5' 
2.5' 


AU  02V 
TON 

0.17 
1.40 
0.11 
0.20 


AG  OZ 
TON 

0.25 
2.24 
0.49 
0.11 


stern  Geophysical  Aero  Data  Ltd  have  completed  an 
ne  EM-MAG  survey  over  the  Jan-Mar-Remy  claim 
s.  Several  anomalies  have  been  detected  coincident 
known  mineralization.  Glen  E.  White,  P.  Eng.,  has 
:ed  that  an  "extremely  favourable"  EM-MAG  response 
es  the  location  and  strike  of  the  high  grade  vein, 
wyer  Consultants  Inc  have  proposed  two  possible 
ams  for  the  area  including  1000  feet  of  underground 
lg  and  crosscutting  with  3000  feet  of  underground 
ig  on  the  Black  Panther  vein  and  a  further  3000  feet  of 
ce  drilling  in  twelve  holes  on  the  known  high  grade 
mineralization  and  coincident  geophysical  anomaly 
:ost  of  the  Black  Panther  work  is  estimated  at  about 
.000  The  high  grade  work  is  expected  to  cost  about 
000.  Subject  to  approval,  the  programs  will  begin 

ontact:  Terence  F  Schorn,  President,  Jan  Resources 
811-543  Granville  St.,  Vancouver,  B.C.  V6C  1X8  or 
!  (604)  681-9565). 


PALUSER  RESOURCES  INC.  V 

(VPRI)  Vancouver,  B.C.,  Canada,  June  2,  1981— The 
company  is  pleased  to  announce  they  have  completed  a  1.5 
million  share  offering  to  net  the  treasury  approximately 
$10,000,000. 

Palliser  Resources  Inc.  has  participated  in  28  wells  with 
an  average  working  interest  of  20  percent  with  the 
company's  operators  which  commenced  September,  1980 
in  the  Sooner  Trend  and  Anadarko  Basin  of  Oklahoma.  We 
are  pleased  to  report  that  26  of  these  wells  have  been 
tested  and  are  commercial.  The  company  has  earned  a 
further  potential  75  offsets  surrounding  their  proven  pro- 
duction. 

The  company  will  participate  in  a  further  16  wells 
which  will  all  commence  drilling  by  July  1,  1981.  The 
company  further  intends  to  participate  in  a  total  of  75 
wells  by  December,  1981. 

Palliser  Resources  has  a  1  percent  working  interest  in 
an  exploration  well  covering  381,000  acres  located  160 
miles  offshore  Brazil.  This  well  is  a  tight  hole  and  no 
information  can  be  released  at  this  time. 

The  company  has  a  6.25  percent  working  interest  in  the 
Walker  36-1  well,  Anadarko  Trend,  Oklahoma.  The  well  has 
been  drilled  to  a  depth  of  15,963  feet  and  the  log  indicates 
55  feet  of  Hunton  Pay  with  a  12.5  percent  porosity.  The 
well  will  be  tested  in  the  next  two  weeks. 

The  company  has  also  purchased  a  22.5  percent  interest 
in  45,000  gross  acres  or  28,513  net  acres  in  the  Tuscaloosa 
Trend,  Louisiana. 

The  company  has  $5,000,000  in  working  capital  to 
further  its  drilling  programs  plus  cash  flow  from  its 
producing  wells. 

The  company  trades  on  the  Vancouver  Stock  Exchange 
Development  Board  and  the  London  Stock  Exchange  under 
Rule  163  foreign  exemption. 

(Contact:  John  A.  MacPherson,  President,  Palliser  Re- 
sources Inc.,  1420-625  Howe  Street,  Vancouver,  B.C.  V6C 
2T6.  Phone  (604)  669-0225.) 


SHONEY'SINC.  0 
SHONEY'S  REPORTS  RECORD  SIX  MONTHS 
NET  INCOME  UP  24% 

NASHVILLE,  Tennessee,  May  28,  1981— Shoney's  Inc. 
today  reported  record  revenues,  net  income  and  earnings 
per  share  for  the  second  quarter  and  the  first  six  months  of 
fiscal  1981.  This  marks  the  88th  consecutive  quarter  of 
record  sales  and  earnings. 

For  the  28  weeks  ended  May  10,  1981,  revenues  in- 
creased 23%  to  $136,231,673  compared  with  revenues  of 
$110,352,283  for  the  similar  28  week  period  ended  May  11, 
1980  Net  income  for  the  first  half  of  fiscal  1981  was 
$7,234,981  versus  $5,843,581,  an  increase  of  24%.  Earn- 
ings per  share  rose  22%  to  $.67  versus  $.55. 

Shoney's  President,  David  K.  Wachtel,  Jr.,  said,  "Consid- 
ering the  general  economic  uncertainty  and  continued 
inflationary  pressures,  we  are  particularly  pleased  with 
these  results.  Average  sales  volume  of  restaurants  in 
operation  for  the  first  half  showed  real  gains  of  5.1%,  after 
deducting  effects  of  menu  price  increases.  The  real  gain  in 
sales  contributed  to  the  increase  in  profit  margin  during  the 
first  half  of  fiscal  1981." 

During  the  first  half  of  fiscal  1981,  the  company  had  a 
net  increase  of  25  company-owned  units  including  9 
Shoney's  Big  Boy  Restaurants,  15  Captain  D's  and  a 
Kentucky  Fried  Chicken  outlet.  At  the  end  of  the  second 
quarter,  the  company  had  a  total  of  714  restaurants  in 
operation  including  323  company-owned  and  391  fran- 
chisee! units. 

In  addition  to  Shoney's  and  Captain  D's,  Shoney's  Inc. 
operates  a  Specialty  Group  of  outlets  and  a  manufacturing 
operation  of  salad  dressing  and  condiments.  The  company's 
stock  is  traded  over-the-counter  (NASDAQ  symbol:  SHON). 

(Contact:  Taylor  H  Henry  Jr.,  Shoney's  Inc.,  1727  Elm  Hill 
Pike,  Nashville,  TN  37202.  Phone:  (615)  361-5201.) 


SENECA  OIL  COMPANY  0 

OKLAHOMA  CITY,  Oklahoma,  June  1,  1981— Seneca  Oil 
Company  (NASDAQ  Symbol:  SNCA). 

RESULTS  OF  OPEUTIONS 

(Unaudited) 

For  the  6  months  ended  For  the  3  months  ended 

3/31/01         3/31/80  3/31/11  3/31/80 


Total  revenues 
Net  income 


$5,112,013  $2,730,026 
1.260J08  339,359 


$2,710,090  $1,835,244 
333309  323.131 


Net  income  per  common 
and  common  equivalents 

share  $.10         $.06  $.05  $06 

Weighted  average  shares 
and  equivalents 

outstanding  0,005.178*   5.811.515        0.004.2M*  5.813.134 

*The  increase  in  shares  primarily  reflects  a  registered  stock  offering  of  950,000 
shares  in  July.  1980. 
LETTER  TO  SHAREHOLDERS: 

First  half  earnings  were  $1,260,309,  or  18  cents  a 
share,  a  271%  increase  over  the  same  period  a  year  ago. 

However,  second  fiscal  quarter  earnings  were  virtually 
flat  compared  to  a  year  ago,  due  to  several  factors.  Oil  and 
gas  sales,  although  up  55%  compared  to  the  second 
quarter  last  year,  were  down  5%  from  the  first  fiscal 
quarter  due  to  the  large  number  of  wells  shut  in  awaiting 
pipeline  connection  and  a  20%  decrease  in  gas  takes  by 
the  purchaser  from  several  of  the  company's  more  prolific 
wells  in  Dewey  County,  Oklahoma. 

The  company  also  experienced  a  $248,153  increase  in 
windfall  profits  tax  compared  to  the  first  quarter,  due 
mostly  to  adjustments  to  tax  estimates  made  in  the  first 
quarter  and  additional  windfall  profits  tax  adjustments  by 
oil  purchasers. 

Because  of  gas  contract  negotiations  and  certain  delays 
in  connections,  no  new  wells  were  put  on  pipeline  from 
October  1,  1980,  to  February  1.  1981.  As  a  result,  at  March 
31,  Seneca  had  21  gas  wells  shut  in  awaiting  pipeline 
connection.  Only  two  of  these  have  been  put  on  production 
to  date  in  the  third  quarter,  although  the  other  19  are 
scheduled  to  be  connected  before  June  30.  The  full  impact 
of  these  new  wells  should  be  seen  in  fourth  quarter  results. 

As  we  indicated  in  earlier  reports,  we  expect  drilling 
activity  in  fiscal  1981  to  almost  double  over  last  year.  To 
date  we  have  drilled  43  gross  wells  since  the  fiscal  year 
began.  Of  these,  24  are  producers,  6  are  dry  holes,  and  13 
are  in  various  stages  of  completion  or  testing.  Seneca  is 
also  participating  in  8  more  wells  presently  being  drilled. 

As  we  expand  our  activities  we  are  also  expanding  the 
geographic  area  in  which  we  operate.  An  agreement  was 
recently  signed  to  place  a .  geologist  and  geophysicist  on 
retainer  in  Houston,  Texas.  We  anticipate  we  eventually  will 
establish  an  office  in  Houston,  and  probably  also  in  the 
Rocky  Mountain  area.  By  the  end  of  this  fiscal  year  we 
anticipate  we  will  have  drilled  34  wells  in  Canadian 
County,  Oklahoma,  as  well  as  additional  wells  on  four 
development  prospects  in  Blaine  and  Major  County  and  nine 
exploratory  and  semi-exploratory  prospects  in  Oklahoma 
and  Texas. 

Our  new  drilling  subsidiary  expects  to  put  the  first  of  its 
three  rigs  into  the  field  in  early  August,  the  second  in 
September  and  the  third  in  October.  This  is  later  than 
originally  estimated  due  to  delayed  delivery  by  suppliers. 

By  August  we  expect  to  have  a  gas  processing  plant  in 
operation  to  process  the  gas  Seneca  and  others  produce  in 
Major  and  Blaine  Counties.  OKlahoma.  Seneca  will  own 
approximately  70%  of  this  plant,  which  will  be  operated  by 
Union  Texas  Petroleum. 

Seneca  now  has  a  solid  revenue  base  on  which  to  build 
future  growth.  We  expect  fiscal  1981  to  be  a  strong  growth 
year  for  the  company,  and  have  every  confidence  we  will  be 
able  to  maintain  our  momentum  in  fiscal  !Q82. 

TED  C.  FOWLER,  President 

For  further  information: 

(Contact:  Norman  K.  Edwards,  Senior  Vice  President- 
Chief  Financial  Officer,  Seneca  Oil  Company,  100  N.W.  63rd 
Street.  Oklahoma  City,  OK  73116.  Phone  (405)  848-3388.) 
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Considering  recent  developments,  III 
continue  to  hold  on  to  my  friendly, 
neighborhood  energy-related  stocks. 

FREE  THE 
FORBES  500 


By  Ann  C.  Brown 


Whatever  tax-cut  package  finally 
emerges  from  Congress,  one  thing 
is  certain,  it  won't  contain  nearly 
enough  incentives  to  stimulate  the 
kind  of  savings/investment  the 
country  so  desperately  needs.  To  be- 
sure,  it  will  be  a  step  in  the  right 
direction,  which  is  a  relief  from  all 
the  steps  in  the  left  direction  made 
during  the  past  couple  of  decades. 
But,  among  the  shortcomings  of 
the  package  will  be  its  failure  to 
repeal  that  special  pain-in-the-purse 
to  investor — the  double  taxation  of 
dividends. 

I  have  never  understood  why  the 
cost  of  renting  money  via  bunds  (in- 
terest) should  be  treated  on  com- 
pany profit-and-loss  statements  as 
an  expense  item,  while  the  cost  of 
renting  money  via  stocks  (divi- 
dends) is  not  considered  an  expense. 
Maybe  it's  a  result  of  a  smooth  bit  of 
lobbying  on  the  part  of  an  influen- 
tial group  of  borrowers  a  long  time 
ago.  Or  maybe  it's  because  it  has 
been  politically  popular  to  be  pro- 
interest  and  anti-dividend  since 
more  voters  are  accustomed  to  pay- 
ing the  former  than  receiving  the 
latter.  Regardless  of  the  reason, 
stockholders  get  hit  by  taxes  twice 
for  the  privilege  of  assuming  greater 
corporate  risks. 

As  the  Reagan  Administration 


Ann  C.  Brown  is  executive  vice  president  of 
the  New  York  investment  firm  of  Melhado, 
Ffynn  &  Associates. 


learned  when  it  proposed  a  revision 
in  the  present  Social  Security  sys- 
tem, it's  not  nice  to  fool  with  hu- 
man nature.  Actually,  I  think  the 
President's  proposal  was  calculated 
to  shake  up  the  public  and  prepare  it 
for  some  sort  of  compromise,  which 
must  come  sooner  or  later.  Perhaps 
the  powers  that  be  might  consider 
gradually  phasing  out  the  double 
taxation  of  dividends  for  senior  citi- 
zens as  they  phase  up  the  age  at 
which  workers  are  entitled  to  re- 
ceive full  retirement  benefits. 

Another  thought  might  be  to  tax 
any  dividends  reinvested  at  the  low- 
er, long-term  capital-gains  rate. 
This  just  might  tempt  the  wealthy 
to  use  their  excess  cash  in  more 
productive  ways  than  buying  Old 
Masters,  which  they  seldom  look 
at;  gems,  which  they  rarely  wear; 
and  other  similar  sterile  collectibles. 
Instituting  lower  taxes  on  reinvest- 
ed income  could  dampen  some  of 
the  enthusiasm  for  tax  shelters,  too, 
thus  enabling  the  IRS  to  render  unto 
the  Treasury  that  which,  hereto- 
fore, has  escaped  seizure. 

Contrary  to  my  guess  that  Saudi 
Arabia  would  likely  cut  back  its  oil 
production,  Sheikh  Yamani  hung 
tough  at  the  latest  OPEC  meeting. 
The  House  of  Saud  has  obviously 
opted  to  play  politics  for  the  mo- 
ment and  ignore  economics.  How- 
ever, this  decision  could  shift  as 
quickly  as  the  desert  sands  if  it 
doesn't  get  the  military  hardware  it 
wants.  And  considering  recent  de- 
velopments, I  will  continue  to  hold 
on  to  my  friendly,  neighborhood  en- 
ergy-related and  oil  stocks.  They  are 
currently  very  cheap  insurance  poli- 
cies in  a  violent  world. 

Many  moons  ago,  I  recommended 
an  oil  and  natural  resources  stock  by 
the  name  of  St.  Joe  Minerals.  Then 
along  came  Seagram,  which  tried  to 
take  over  the  company  and  was  re- 


buffed when  St.  Joe  decided  it  would 
rather  join  hands  with  Fluor  Cor]). 
(35).  Fluor  promised  (and  delivered) 
$60  per  share  cash  for  45%  of  the  St. 
Joe  stock  and  is  scheduled  to  ex- 
change 1.2  shares  of  Fluor  stock  for 
each  remaining  share  of  St.  Joe. 

Fluor  is  one  of  the  largest  engi- 
neering construction  and  project 
management  firms  in  the  world. 
Among  the  company's  projects  are 
complex  plants  for  the  petroleum, 
petrochemical,  chemical  and  min- 
ing industries,  as  well  as  the  design 
and  construction  of  power  plants  for 
electric  utilities.  Fluor  also  builds 
offshore  facilities  for  the  oil  and  gas 
industry.  And  it  owns  interests  in 
coal-,  gas-  and  oil-producing  proper- 
ties here  and  abroad. 

The  fit  with  St.  Joe  Minerals 
seems  a  natural,  since  Fluor  gener- 
ates a  hefty  cash  flow  to  develop  and 
expand  St.  Joe's  extensive  natural 
resources  holdings.  Earnings  esti- 
mates are  a  bit  murky  this  year  be- 
cause of  the  merger  and  the  state  of 
the  commodities  markets,  but  it 
looks  like  Fluor  could  earn  some- 
where around  $3  to  $3.15.  Next  year 
could  see  a  sharp  increase  in  earn- 
ings to  $4.30  per  share.  Since  Fluor 
sold  as  high  as  71  last  year,  there 
appears  to  be  minimal  downside 
risk  at  the  present  price. 

Another  new  recommendation  is 
Syntex  (59).  Late  in  1980  Syntex  be- 
gan to  take  off,  buoyed  by  a  general- 
ly good  stock  market  and  even  bet- 
ter earnings.  The  stock  rose  to  76 
before  falling  this  year  to  the  high 
50s,  because  of  a  product  problem 
and  concern  over  lower  earnings  as 
a  result  of  currency  fluctuations 
brought  about  by  the  strength  of  the 
dollar.  (Syntex  does  over  40%  of  its 
business  outside  the  U.S.) 

Thanks  to  Naprosyn,  Syntex'  phe- 
nomenally successful  anti-arthritic 
product,  and  Anaprox,  a  new,  non- 
addictive  painkiller  introduced  late 
last  year,  Syntex'  earnings  are  esti- 
mated to  grow  around  15%  to  20% 
per  year  for  the  next  several  years. 

For  the  fiscal  year  ending  this 
July,  the  company  is  expected  to 
report  $5.35  per  share  vs.  $4.28  for 
the  same  period  a  year  earlier.  As  of 
the  moment,  it  looks  like  $6.20  to 
$6.45  for  fiscal  1982.  Incidentally, 
Syntex  recently  jumped  the  divi- 
dend 23%,  from  32  cents  per  share 
to  40  cents  per  share,  effective  as  of 
the  June  payout.  ■ 
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Commodities 


To  their  sorrow  most  traders — including 
me — would  not  believe  that  the  trend 
toward  higher  interest  rates  would  be  as 
prolonged  as  it  has  turned  out  to  be. 


I  BLEW  IT 


By  Stanley  W.  Angrist 


While  it  might  not  have  been  my 
season  of  discontent,  it  was  certain- 
ly no  time  to  follow  very  many  of 
the  recommendations  that  I  made 
in  the  commodities  markets  be- 
tween January  and  the  end  of  June.  I 
managed  to  be  on  the  wrong  side  of 
almost  every  outright  long  or  short 
position,  while  calling  three  out  of 
five  spreads  correctly. 

What  caused  this  unmitigated  di- 
saster? That  is  a  question  a  lot  of 
commodities  traders  have  been  ask- 
ing themselves  for  the  past  several 
months.  In  my  opinion,  most  trad- 
ers— myself  included — could  not  be- 
lieve the  trend  toward  higher  inter- 
est rates  would  be  as  prolonged  as  it 
has  been.  And  in  general,  high  inter- 
est rates  have  a  tendency  to  cause 
lower  commodities  prices  for  one  or 
more  of  the  following  reasons: 

1)  As  interest  rates  rise,  firms 
holding  inventory  have  a  tendency 
to  dump  it,  thereby  depressing 
prices. 

2)  High  U.S.  interest  rates  attract 
so-called  "hot  money"  from  abroad, 
strengthening  the  dollar  vis-a-vis 
other  currencies.  Thus,  U.S.  exports 
become  higher  priced  in  other  cur- 
rencies, which  weakens  demand  for 
both  current  and  future  delivery. 

3)  The  unusually  high  interest 
rates  available  on  short-term  mvest- 

Stanley  W.  Angrist  is  a  professor  at  Carnegie- 
Mellon  University  and  the  author  of  Sensi- 
ble Speculating  in  Commodities. 


ments  induces  the  speculative  pub- 
lic to  abandon  the  commodities 
markets  (where  they  are  generally 
overwhelmingly  long)  and  move 
their  funds  to  money  market  funds 
or  T-bills. 

4)  And  lastly,  speculators,  fearing 
that  high  interest  rates  will  trigger  a 
general  economic  recession  that 
would  depress  commodities  prices, 
have  a  tendency  to  abandon  their 
long  positions. 

So  what  did  most  commodities 
speculators  try  to  do  all  during  the 
spring?  Why,  they  tried  to  pick  bot- 
toms, thinking  that  prices  couldn't 
go  any  lower.  But,  of  course,  they 
always  can.  Now  that  you  have 
heard  my  rationalizations,  let's  look 
at  the  record. 

In  the  Jan.  19  issue,  I  recommend- 
ed two  soybean  spreads;  traders 
were  supposed  to  take  whichever 
came  along  first.  The  only  one  that 
could  have  been  entered  was  long 
July/short  November,  with  July  at  no 
more  than  a  10-cent  premium  to 
November.  In  not  too  many  days 
traders  would  have  exited  with  a 
$1,000  loss. 

Cattle  attracted  my  attention  in 
the  Feb.  16  issue,  and  I  recommend- 
ed a  long  June/short  October  spread, 
with  June  at  least  at  an  80-point 
discount  to  October.  It  worked 
beautifully  and  one  could  have  easi- 
ly gotten  out  at  the  recommended 
210  points  June  over,  for  a  $1,160 
profit. 

I  tried  to  pick  my  first  bottom  in 
the  Mar.  2  issue  by  buying  July  cop- 
per under  90  cents.  It  could  be  done 
all  too  easily,  as  July  not  only  sold 
under  90  cents,  but  by  early  June  it 
dropped  to  under  78  cents — which 
is  almost  certainly  under  the  cost  of 
production.  Using  the  recommend- 
ed stop,  that  trade  would  have 
caused  a  $750  loss.  The  spread  of 
long  July/short  December  copper 
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quickly  widened  to  the  bail-out 
point  for  a  $250  loss. 

My  next  attempt  at  bottom  pick- 
ing was  made  in  the  cocoa  market, 
where  cocoa  had  dropped  in  price 
more  than  40%  in  the  previous 
year.  I  suggested  buying  May  cocoa 
under  $2,000  per  ton,  looking  for  a 
$200-per-ton  profit.  Most  traders 
would  have  been  stopped  out  with  a 
$100-per-ton  ($1,000  per  contract) 
loss.  It  was  never  possible  to  enter 
the  long  May/short  July  spread  at 
the  recommended  level. 

In  the  Mar.  30  issue  I  recom- 
mended selling  June  silver  if  it  sold 
over  $15.50  per  ounce.  Unfortunate- 
ly, silver  traded  only  up  to  $13.80 
before  collapsing.  If  it  had  gone  up 
another  $1.70  per  ounce,  the  sell-off 
would  have  produced  a  profit  in  ex- 
cess of  $20,000  on  a  5,000-ounce 
contract — more  than  enough  to  cov- 
er all  my  mistakes.  The  silver  trade 
should  help  to  remind  us  that  persis- 
tent traders  need  only  three  or  four 
good  trades  a  year. 

A  corn  spread  of  long  July/short 
September  attracted  me  in  the  May 
1 1  issue.  It  could  have  been  put  on, 
with  September  at  an  8-cent  premi- 
um, as  recommended.  It  has  now 
narrowed  to  5  cents  for  a  $150  prof- 
it. Nothing  to  write  home  about. 

The  cotton  spread  of  long  Decem- 
ber/short March,  with  March  at  a 
160-point  premium,  is  still  open  and 
is  about  even.  The  recommended 
outright  long  position  in  December 
cotton  under  80  cents  probably 
could  have  been  done  at  79  cents. 
Traders  would  have  been  stopped 
out  by  now  with  a  $750  loss.  Both 
trades  were  recommended  in  the 
June  8  issue. 

In  the  June  22  issue,  I  recom- 
mended a  long  position  in  Septem- 
ber pounds  under  $2.05.  By  the  time 
traders  received  that  issue,  they 
would  have  been  able  to  enter  this 
position  at  about  $1.96,  and  would 
be  about  even  at  this  writing. 

The  bad  news  in  brief:  Five 
spreads  were  recommended,  with 
three  of  them  showing  a  profit  or 
breaking  even,  for  an  overall  profit- 
able result  of  about  $60,  not  includ- 
ing commissions.  There  were  four 
outright  long  positions:  Three 
closed  out  with  losses  and  the 
fourth  is  still  open  and  is  about 
even.  Total  losses  on  open  and 
closed  positions  would  be  $2,750.  I 
should  have  stood  in  bed.  ■ 
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The  Funds 


A  conglomerator  of  the  Sixties  and  Seventies  sees  opportunity  in 
offering  Madison  Fund  as  a  white  knight  to  U.S.  managements. 


Long  live  the 
long  term 


Madison  lioid's  (,cor^c  (,on/d  ( ldt )  and  Herald  Ruttenberg 
All  philosophy  aside,  buy  cheap  and  sell  dear. 


By  Lisa  Gross 


Derald  H.  Ruttenberg,  former 
conglomerator  and  now  chair- 
man of  Madison  Fund  Inc., 
turns  lofty  when  describing  the  new 
investment  approach  he's  bringing  to 
the  52-ycar-old,  closed-end  invest- 
ment company:  "Real  accretions  to 
net  worth  have  only  infrequently  oc- 
curred by  trading,"  he  says.  "Real  ac- 
cretions to  net  worth  have  only  oc- 
curred by  taking  equity  positions  in 
businesses  and  holding  them." 

What  he's  saying  is  that  it's  better 
to  be  an  insider  than  an  outsider.  Un- 
der Ruttenberg,  who  bought  into 
Madison  Fund  last  year  after  selling 
his  Studebaker-Worthington  con- 
glomerate, the  fund  will  buy  big 
stakes  in  companies  and  hold  them 


long  term  more  than  it  will  buy  and 
sell  short  term.  Ruttenberg,  65,  and 
fund  President  George  Gould,  53, 
have  changed  Madison's  legal  status 
to  that  of  a  nondiversified  investment 
company,  which  means  it  can  put 
50%  of  its  assets  into  concentrated 
positions  and  even  buy  control  of 
companies. 

"We're  taking  strong  positions 
where  we  think  there  is  undervalua- 
tion and  where  we're  prepared  to  wait 
until  market  perception  and  intrinsic 
values  are  more  in  line,"  says  Gould. 
That  means  trying  to  buy  at  5  times 
earnings  and  trying  to  sell  at,  say,  10. 

Currently  they  have  put  $91  mil- 
lion, or  15%,  of  Madison  Fund's  $608 
million  assets  into  three  companies 
plus  another  $62  million  "in  stocks 
where  we'd  like  to  accumulate  a  large 


position,"  says  Gould.  Getting  to  the 
50%  limit  may  take  some  time. 
"Everybody's  worried  about  large 
holdings  these  days,"  he  explains, 
"and  it  depends  on  how  long  it  will 
take  to  accumulate  these  positions  on 
the  open  market." 

"You  look  for  a  long-term  apprecia 
tion  by  looking  at  things  now  out  of 
favor,"  says  Ruttenberg,  gazing  out  of 
his  office  window  at  the  U.N.  building 
and  the  East  River.  "Or  where  there's 
something  wrong  you  think  some 
body  can  fix.  Or  where  a  company  is 
in  transition  between  something  it 
used  to  be  and  something  it's  trying  to 
become." 

So  is  Ruttenberg  forming  another 
conglomerate?  No,  says  Gould,  be 
cause  the  fundmen  don't  intend  to  run 
the  companies  they  invest  in.  But 
they'll  make  suggestions:  "We'll  say 
to  management,  'Sure  we'd  like  to 
talk  to  you  about  your  strategies,  but 
not  run  the  company,'  "  he  says.  Nor 
will  Madison  Fund  become  a  vehicle 
for  takeovers.  Just  the  opposite  says 
Gould.  "What  we're  saying  to  man- 
agement is,  'We're  going  to  guarantee 
your  independence  by  taking  a  posi 
tion  of,  say,  30%,'  "  he  says. 

What  the  new  Madison  Fund  ap 
pears  to  be  is  a  way  for  Ruttenberg  to 
invest  in  opportunities  for  corporate 
restructuring  without  having  to  run  a 
large  corporation  the  way  he  did  at 
$1.4  billion  sales  Studebaker-Worth- 
ington. In  the  last  nine  months  Madi- 
son has  bought  15%  of  Interlakc  Inc., 
a  Chicago-based  steel  producer;  16% 
of  AM  International,  the  manufactur- 
er of  duplicating  and  office  equip- 
ment; and  18.5%  of  Dallas'  General 
Portland  Inc.,  the  nation's  third-larg- 
est cement  producer — purchasing  all 
at  prices  below  book  value. 

How  are  the  corporate  manage- 
ments taking  it?  Chairman  Reynold 
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MacDonald  of  Interlake  is  pleased.  "If 
someone  makes  a  pass  at  the  stock," 
says  MacDonald,  "the  block  Madison 
owns  could  very  well  stop  them." 
MacDonald  knew  and  approved  of 
Madison's  purchase  of  546,100  Inter- 
lake shares  from  Victor  Posner's 
Southeastern  Public  Service  Co. 

MacDonald  essentially  has  been  fol- 
lowing a  Ruttenberg  formula  of  strip- 
ping away  the  dross  to  get  at  the  gold 
for  the  last  four  years  at  $1.05  billion 
(sales)  Interlake.  Since  1977,  he  has 
reduced  Interlake's  iron  and  steel  op- 
erations, which  lost  $35  million  in 
1980,  from  60%  to  25%  of  sales.  Total 
1980  earnings  dropped  65%,  to  $13.8 
million,  for  a  dismal  2.4%  return  on 
equity.  But  Interlake  owns  two  busi- 
nesses, metal  powders  (sales:  $70.9 
million)  and  premium  die  castings 
(sales:  $114.3  million),  with  strong 
earnings  and  bright  promise.  As  Mac- 
Donald trims  off  more  steel  produc- 
tion and  adds  capacity  in  those 
areas — last  month  it  bought  ACC 
Casting  Co.,  a  California  producer  of 
aerospace  and  commercial  castings — 
the  market  may  begin  to  recognize 
76-year-old  Interlake  as  a  new  and 
growing  company. 

In  the  case  of  $312  million  (sales) 
General  Portland,  Ruttenberg  is 
buying  the  least-leveraged  major  com- 
pany in  a  basic  industry  and  anticipat- 
ing a  cyclical  upturn.  "You'll  see  the 
time  when  the  cement  plants  in  this 
country  will  be  taxed  to  meet  de- 
mand," says  Ruttenberg.  Meanwhile, 
General's  modern,  efficient  plants, 
like  its  new  facility  near  San  Antonio, 
have  produced  rising  earnings  in  a  pe- 
riod of  soft  prices  for  cement. 

The  situation  at  $910  million  (sales) 
AM  International,  where  Madison 
spent  some  $28  million  on  a  nearly 
1.5 -million-share  private  placement, 
is  different.  "Don't  look  at  AM  as  part 
of  our  general  pattern,"  cautions 
Gould.  "That's  a  turnaround  situa- 
tion. That's  very  risky,  a  bumpy  road. 
We  expect  AM's  numbers  to  be  very 
bad  reading  for  awhile."  They  already 
are:  The  company  lost  $13  million  in 
the  first  half  of  fiscal  1981,  and  earned 
lust  $5.8  million  in  1980,  a  50%  drop 
from  1979. 

But  here,  too,  the  pattern  will  be  a 
restructuring.  Chairman  Richard 
Black,  who  replaced  the  ousted  Roy 
Ash,  is  already  trying  to  sell  off  five 
AM  subsidiaries.  "I  think  Black  will 
end  up  with  a  company  with  fewer 
lines  of  business,"  says  Gould.  "He 
wants  to  stay  in  the  old  multigraphic 
business,  where  you  print  20,000  bro- 
chures at  a  crack.  He  doesn't  want  to 
be  in  the  lower-volume  business,  the 
copier  market." 
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Ruttenberg,  of  course,  is  a  past  mas- 
ter at  the  restructuring  game.  He  be- 
gan buying  and  holding  undervalued 
companies  in  1947.  After  spending  a 
year  as  a  lawyer  in  Chicago  ("I  was  a 
terrible  lawyer.  I  hated  it  and  couldn't 
wait  to  get  out  of  it."),  he  joined  forces 
with  a  businessman  named  Keith 
Kindred — "the  toughest  taskmaster  I 
ever  met."  Ruttenberg  spent  15  years 
with  Kindred,  buying  and  merging 
carbon  steel,  high  alloy  and  aluminum 
foundries  into  Consolidated  Found- 
ries Co. 

In  1962,  "so  I  could  go  out  on  my 
own,"  Ruttenberg  sold  his  22%  of  pri- 
vately held  Consolidated  back  to  Kin- 
dred for  $2.5  million.  He  then  used 
the  money  to  buy  about  5%  of  the 
Worthington  Pump  Co.,  which  was 
selling  far  below  book  value. 

The  rest  is  recent  history.  He 
helped  arrange  a  merger  of  Worthing- 
ton with  the  remains  of  the  venerable 
Studebaker  Corp.,  and  after  bringing 
the  conglomerate  together,  began  to 
take  it  apart  again. 

Between  1974  and  1977,  Studebak- 
er-Worthington  spun  off  at  least  20 
businesses.  The  divestitures  captured 


the  market's  attention.  Between  1969 
and  1979,  S-W  stock  rose  an  average 
of  18%  a  year.  Ruttenberg  sold  S-W  in 
1979  to  McGraw-Edison  for  $723.5 
million,  realizing  an  eightfold  return 
on  his  own  820,000  shares  in  the 
company.  A  number  of  S-W's  manag- 
ers also  became  multimillionaires  in 
the  stock.  Now  he's  working  with  a 
new  vehicle — in  which  his  stake  to 
date  is  256,000  shares,  or  1%,  worth 
some  $5  million. 

Lofty  as  it  may  sound,  Ruttenberg's 
investment  approach  may  make  com- 
pany managements  nervous.  On  the 
other  hand,  we  hear  much  criticism 
these  days  about  pressures  for  short- 
term  results  hampering  sound  busi- 
ness decisions  by  U.S.  management. 
Madison  Fund  promises  a  refuge  from 
those  pressures.  "When  management 
comes  to  work  every  day,  they  can 
focus  on  what  should  be  done  to  en- 
hance the  business  over  the  longer 
term,"  says  Gould  comfortingly. 

If  Madison's  new  bosses  mean  what 
they  say,  and  if  American  manage- 
ment means  what  it  says  about  short- 
term  pressures,  the  Ruttenberg  ap- 
proach should  find  a  welcome.  ■ 


Do  John  Wright's  computers  take  all  the 
fun  out  of  picking  stocks?  Perhaps — but  is 
investing  supposed  to  be  fun? 

John  Wright's 
universe:  quality, 
value,  timing 


By  Jean  A.  Briggs 


JAs  a  stock  picker  I'd  be  among 
ABiIh'  poorest,"  says  John  Win- 
A  ^kthrop  Wright.  The  modesty  is 
sincere  if  not  quite  accurate.  An  index 
Wright  keeps  of  his  organization's 
"selected  equities"  gained  140%  dur- 
ing the  decade  of  the  1970s,  handily 
outperforming  inflation  and  beating 
the  Dow  Jones  industrials'  perfor- 
mance by  40% . 

Wright,  a  towering,  ruddy,  outgo- 
ing man  of  69,  goes  on  to  explain  that 
he  doesn't  pick  the  stocks:  "My  job 
has  been  to  develop  a  process  for  in- 


The  Money  Men 


vesting  funds  and  the  organization  to 
make  it  work."  Wright  Investors' 
Service,  the  company  he  founded  in 
Bridgeport,  Conn.  20  years  ago  as 
perhaps  a  fifth  career,  now  manages 
$1  billion,  mostly  in  pension  fund  as- 
sets, and  has  a  100-person  staff  and 
Connecticut  offices  with  a  magnifi- 
cent view  of  Long  Island  Sound. 
Wright  came  to  the  stock  market  m  a 
serious  way  when  he  was  49  ap- 
proaching it  not  as  a  theoretician  but 
as  a  businessman  and  accountant — 
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John  Winthrop  Wright  of  Wright  Investors'  Service 

"The  stock  market  is  like  the  Sphinx — nothing  behind  it  but  sand. 


both  of  which  he  had  been  previously. 

"In  1960,"  he  explains,  "not  long 
after  I  sold  a  couple  of  manufacturing 
businesses,  I  realized  that  if  I  let  bro- 
kerage houses  invest  my  money,  I'd 
soon  have  very  little  left."  This  was  in 
the  first  great  flush  of  the  growth- 
stock  mania  and  Ben  Graham-type 
fundamental  analysis  was  out  of  style. 
That  bothered  Wright.  He  didn't  want 
his  money  managed  with  scant  atten- 
tion to  the  business  and  accounting 
fundamentals — things  he  understood. 
So  Wright,  who  descends  from  a  long 
line  of  ship  captains,  rented  some 
space,  hired  a  couple  of  people  and 
taught  them  how  to  do  what  he  calls, 
"objective  and  comparative  funda- 
mental investment  analysis."  To  him 
that  means  processing  numbers — as 
many  numbers  as  he  can  find. 

Today,  for  example,  Wright  feeds 
statistics  on  every  New  York  Stock 
Exchange-listed  company — ranging 
from  AAR  to  Zurnind — into  his  com- 
puters. The  machines  evaluate  32  dif- 
ferent characteristics  for  each  stock, 
many  over  a  ten-year  time-weighted 
period.  The  result:  a  thick  printout 
that  tells  Wright  which  stocks  are  the 
best.  "This  is  our  universe,"  he  says. 
"It's  from  this  list  that  we  begin  to 
make  our  investment  decisions." 

Wright's  computers  give  every 
stock  a  complicated  rating,  such  as 
AAA20  or  BAB  14.  The  first  letter 
measures  investment  acceptance  and 
marketability,  Wright  explains,  deter- 
mined by  such  things  as  how  widely 
shares  are  distributed  and  whether  or 
not  the  float  is  adequate.  The  second 


letter  is  an  indication  of  financial 
strength,  arrived  at  by  assessing  debt- 
to-equity  ratios,  working  capital  and 
other  criteria.  The  third  letter  de- 
scribes profitability  in  terms  of  the 
rate  of  return  on  stockholders'  invest- 
ment and  how  stable  it  has  been.  The 
final  numbers,  ranging  from  0  to  20, 
stand  for  growth  in  earnings,  divi- 
dends and  equity  capital. 
Stocks  must  get  at  least  a  BBB6 


Wright  looks  at  other  inves- 
tors' opinions  of  a  particular 
stock:  "People  may  be  dead 
wrong,  but  their  attitude  is  a 
fact.  If  it  is  negative  or  get- 
ting worse,  it  is  wise  to  post- 
pone buying." 


rating  to  be  eligible  for  Wright's  mas- 
ter list,  which  he  mails  in  part  or 
whole  to  clients.  As  a  final  screen, 
however,  a  company  must  first  pass 
muster  by  Wright's  investment  com- 
mittee. If,  for  example,  some  of  his  35 
analysts  feels  there  is  a  question  about 
management  succession,  or  if  the 
company  seems  eager  to  change  char- 
acter through  acquisitions,  it  won't  be 
included.  Similarly,  stocks  already  on 
the  list  are  continually  reviewed. 
"About  15  companies  fall  by  the  way- 
side every  year,"  says  Judith  Cor- 
chard,  one  of  Wright's  senior  vice 
presidents.  Earlier  this  year,  for  exam- 
ple, Ashland  Oil  was  removed;  recent 
additions  include  Pitney  Bowes  and 
American  Standard. 


Today,  Wright's  list  includes  248 
companies  that  meet  his  quality  crite- 
ria. But  that  doesn't  mean  he  is 
buying  all  of  them  now.  "Quality  is 
just  one  of  the  things  we  consider," 
says  Wright.  "The  others  are  value 
and  timing."  Value  and  timing?  What 
does  that  mean?  Value  doesn't  just 
mean  book  value  and  ratios  based  on 
current  earnings.  It  means  value  in 
terms  of  future  earnings — a  kind  of 
future  P/E  ratio.  How  do  youknoiv  the 
future?  You  extrapolate  it  from  cur- 
rent trends.  Wright's  system  demands 
that  stocks  be  good  values  based  on 
probable  future  earnings — good  not 
only  absolutely  but  relative  to  other 
quality  stocks  as  well. 

Then  there's  another  hurdle,  mar- 
ket timing.  Are  the  broad  averages 
going  up  or  down  and  is  this  a  good 
time  to  commit  resources?  Finally, 
Wright  looks  at  the  opinions  of  other 
investors  toward  a  particular  stock. 
"People  may  be  dead  wrong,"  he  says, 
"but  their  attitude  is  a  fact.  If  it  is 
negative  or  getting  worse,  it  is  wise  to 
postpone  buying."  Quality.  Value. 
Timing.  That's  what  he  wants. 

"Our  method  proves  that  you  can 
make  money  with  the  best  stocks," 
he  says.  "Your  chances  are  far  greater 
than  with  turnarounds  and  special  sit- 
uations." For  example,  three  of  the 
highest-ranking  stocks  on  Wright's 
buy-now  list  are:  IBM,  Ingersoll-Rand 
and  Eastman  Kodak. 

Though  it  may  take  some  of  the  fun 
out  of  picking  stocks,  Wright's  sys- 
tem comes  close  to  running  automati- 
cally. This  leaves  him  free  to  work  on 
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The  date  is  Tuesday,  July  14,  at 
8:25  PM. 

That's  when  the  fans' 
favorite  baseball  players  -  the 
American  and  National 
Leagues'  top  stars  —  meet  in 
Cleveland  for  the  1981  All-Star 
Game. 

CBS  Radio  Sports  will 
have  a  great  combination  of 
broadcasters  covering  the  game 
with  all  the  dazzle  and  zip  it 
deserves.  Vin  Scully  and 


Brent  Musburger  bring  you  the 
play-by-play  and  color... former 
Cleveland  Indians  pitching  great, 
Herb  Score,  provides  pre-  and 
post-game  interviews. 

Catch  the  All-Star  excitement, 
wherever  you  go. 

THE  ALL- STAR  GAME 
TUESDAY,  JULY  14,8:25  PM,ET 
CBS  RADIO  NETWORK  111 

*8:25  PM  EASTERN,  7:25  PM  CENTRAL 
6:25  PM  MOUNTAIN.  5:25  PM  PACIFIC. 


The  Money  Men 

expanding  his  company's  customer 
base  among  bank  trust  departments 
and  developing  services  for  foreign 
companies.  But  he's  also  always  try- 
ing to  refine  his  basic  techniques. 

Wright's  analysts  have  now  identi- 
fied 100  additional  characteristics  to 


help  determine  a  stock's  quality,  and  a 
powerful  computer  will  soon  start 
evaluating  them. 

He's  clearly  no  random  walker. 
"The  stock  market,"  he  says,  "is 
wrong  99%  of  the  time.  People,  think 
of  it  as  a  giant  brain.  It  isn't.  It's  like 
the  Sphinx — nothing  behind  it  but 
sand."  An  avid  sailor,  John  Wright  is 
planning  a  trip  around  the  world  with 


all  the  attention  to  detail  that  he  de- 
votes to  investing.  His  ship,  now  in 
the  design  stage,  will  be  equipped 
with  the  latest  communications  gear 
so  he  can  stay  in  touch  with  his  office. 
Interesting,  isn't  it?  Even  when  he 
does  something  as  romantic  as  sailing 
around  the  world,  John  Wright  wants 
to  take  as  much  of  the  risk  out  as 
possible.  ■ 


Curtiss-Wright  isn't  much  of  a  company, 
but  it  has  a  tempting  pile  of  cash.  Who'll 
plot  the  strategy  to  invest  those  assets? 


Dr.  Singleton, 
we  presume 


The  Streetwalker 


So  you  thought  you'd  heard 
the  last  of  Curtiss-Wright  Corp. 
and  its  controversial,  feisty 
Chairman  T.  Roland  Berner?  When 
Berner's  long,  bitter  and  often  theatri- 
cal battle  with  Kennecott  Corp.  ended 
last  January,  he  and  his  company 
dropped  out  of  the  limelight.  C-W  and 
Kennecott  agreed  to  sell  back  each 
other's  stock,  and  Kennecott  also 
snapped  up  Dorr-Oliver,  Curtiss- 
Wright's  best  subsidiary  that  account- 
ed for  40%  of  its  parent's  earnings  and 
51%  of  sales.  Little,  it  seemed,  was 
left  of  Berner's  company,  save  for 
odds  and  ends  in  electrical  generating, 
nuclear  and  aerospace  equipment.  In 
1981  revenues  should  be  little  more 
than  $200  million. 

Hold  on  to  your  hats,  however,  be- 
cause with  Curtiss-Wright  recently 
selling  for  42 Vi  a  share,  the  fun  may 
be  only  just  beginning.  Says  securities 
analyst  Mario  Gabelli  of  New  York's 
Gabelli  &.  Co.,  "The  values  are  just 
terrific." 

Why?  Read  on.  When  Ted  Berner 
settled  with  Kennecott,  Curtiss- 
Wright  was  left  with  $38  per  share  in 
cash.  The  tale  gets  better.  The  New 
Jersey-based  company  owns  real  es- 
tate in  Nevada  and  New  York,  which 
Gabelli  estimates  is  worth  more  than 


$8  a  share.  Not  surprisingly,  the  book 
value  of  this  land  is  minimal,  because 
it  is  carried  at  cost.  Other  sweeteners 
in  Curtiss-Wright's  pie  include  16.5% 
of  the  shares  in  Cenco  Inc.  (nursing 
home  management  and  industrial 
waste  treatment)  and  22%  of  Lynch 
Corp.  (glass  forming  and  packaging 
machinery).  At  recent  market  value 
these  interests  are  worth  over  $5  per 
share.  Add  up  the  parts,  then,  and 
Curtiss-Wright  may  be  worth  at  least 
$55  per  share. 

Now,  consider  the  kicker.  Teledyne 
Inc.,  piloted  by  the  shrewd  Dr.  Henry 
Singleton,  owns  56%  of  Curtiss- 
Wright's  stock.  Before  Berner's  war 
with  Kennecott,  the  California  con- 
glomerate acquired  a  31%  stake — and 
it  turned  down  a  $50  offer  for  those 
shares  in  the  midst  of  the  tussle.  As 
the  result  of  Curtiss-Wright's  shrink- 
ing capitalization  (by  coincidence  an 
old  Singleton  tactic)  Teledyne  now 
has  a  controlling  stake  in  the  newly 
based  company.  What  of  Berner? 
Well,  he's  71  and  no  longer  has  voting 
control. 

Singleton,  of  course,  doesn't  sound 
aggressive.  "We  just  bought  the  stock, 
and  that's  that,"  he  explains.  "It's  like 
any  other  holding  you  might  have." 
But  when  Teledyne  has  a  piece  of  the 


action,  things  are  rarely  ordinary. 
Whoever  is  really  calling  the  shots  at 
Curtiss-Wright  has  plenty  of  op- 
tions— and  a  pile  of  very  liquid  assets. 
What  might  happen?  Well,  the  com- 
pany could  shrink  its  float  further.  It 
could  merge  with  Teledyne.  Or  make 
an  acquisition  of  its  own. 

"If  Curtiss-Wright  earns  15%  on 
$175  million  in  gross  cash,"  says  Ga- 
belli, "that's  about  $25  million  of  in- 
terest income.  Then  add  $30  million 
or  so  of  operating  income  in  1981. 
Right  away  that's  $55  million  pretax 
to  play  with."  Even  though  Singleton 
doesn't  sit  on  the  Curtiss-Wright 
board,  you  can  bet  that  the  West 
Coast  conglomerator  is  thinking 
about  the  company's  future.  And  be- 
ing a  minority  partner  with  him  is 
surely  a  more  appealing  proposition 
for  investors  than  Curtiss-Wright  by 
itself — attractive  as  its  cash  may  be. 

But  Gabelli  is  saving  the  best  for 
last.  He  estimates  Curtiss-Wright's 
breakup  value  at  up  to  $75  a  share.  "I 
don't  believe  that  Ted  Berner,  at  his 
age,  is  going  to  do  anything  dumb," 
says  Gabelli,  "and  one  way  he  surely 
could  go  down  as  a  hero  is  to  propose 
some  form  of  liquidation.  There  are  so 
many  angles  here,  anything  might 
kick  the  stock  up.  That's  the  beauty 
of  this  deal." — Thomas  Jaffe 

Flying  low— 
or  flying  cheap? 

Airline  stocks  are  soaring — in  part  be- 
cause many  Wall  Street  professionals 
believe  that  carriers  will  benefit  from 
lower  fuel  prices  brought  about  by  the 
current  softness  in  the  oil  market.  At 
the  same  time,  however,  shares  in 
Boeing  Co.,  a  major  supplier  to  the 
aviation  industry,  are  in  a  prolonged 
slump.  Over  the  past  six  months 
Boeing  stock  has  fallen  from  a  high  of 
44 'A  to  a  recent  low  of  29%.  Why? 
Shaky  finances  and  high  interest 
costs  have  forced  many  of  its  custom- 
ers to  delay  or  postpone  orders  for 
new  planes.  In  what  could  be  the  be- 
ginning of  a  trend,  Air  Canada  recent- 
ly announced  the  cancellation  of  op- 
tions on  six  767  jets.  Boeing's  total 
aircraft  deliveries  will  decline  from 
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Hie  Streetwalker 

299  in  1980  to  about  268  in  1981. 

Originally,  the  Seattle-based  com- 
pany had  hoped  to  make  a  smooth 
transition  by  introducing  its  new 
twin-engine  757  and  767  models  at 
the  same  time  it  gradually  phased  out 
the  popular  three-engine  727.  The 
new  planes  are  expected  to  consume 
around  40%  less  fuel — but  with  the 
rise  in  oil  prices  over  the  past  few 
years,  order  rates  for  the  727  declined 
faster  than  Boeing  had  projected. 
Now,  deliveries  of  the  new  jets  will 
not  begin  until  late  1982. 

So  Boeing  is  caught  in  a  classic 
squeeze:  high  manufacturing  startup 
costs  on  the  176-passenger  757  and 
the  21 1-passenger  767  and,  simulta- 
neously, reduced  demand  for  its 
bread-and-butter  product,  the  727. 

Morton  Langer,  aerospace  analyst 
at  Bear,  Stearns,  reflects  the  opinion 
of  Boeing's  bears — the  prevailing 
mood  now  on  Wall  Street.  Langer 
starts  with  the  decrease  in  orders  and 
postponement  of  deliveries  and  adds: 
"There's  more  competition  ahead 
from  the  Airbus,  sales  of  which  the 
governments  in  the  Airbus  consor- 
tium are  willing  to  help  finance."  De- 
spite a  strong  first  quarter,  he  projects 
tbat  Boeing  will  earn  around  $5.90  a 
share  in  1981,  down  5%  from  last 
year.  In  1982  he  thinks  earnings  could 
possibly  drop  to  $4.  There's  more  on 
the  negative  side:  development  costs 
of  a  150-seat  aircraft,  yet  another  new 
plane.  "They  have  to  tool  up  for  this 
to  protect  the  low  end  of  their  line. 
They've  got  to  go  after  it  even  if  Mc- 
Donnell Douglas  may  win." 

Still,  not  everyone  agrees.  "I  can't 
see  how  you  can  go  wrong  over  the 
long  term,"  says  Stephen  Leeb,  editor 
of  Investment  Strategist.  "The  stock's 
price/earnings  multiple  is  close  to  a 
historical  low.  Even  though  1982  will 
not  be  a  banner  year,  the  company 
could  still  earn  around  $4  a  share. 
That's  a  P/E  of  less  than  8  based  on  the 
current  price." 

Leeb  feels  that  Boeing's  profits 
should  start  picking  up  by  the  end  of 
next  year.  "But  the  market  will  re- 
spond much  sooner,"  he  predicts. 
"Within  a  couple  of  months  Boeing 
should  start  its  upward  move.  If  you 
are  going  to  have  an  airline  industry, 
then  airhnes  are  going  to  have  to  re- 
place their  obsolescent  aircraft.  In  or- 
der for  an  airline  to  be  competitive 
under  deregulation  it  must  have  the 
lowest-cost  product.  The  company 
has  almost  a  captive  audience.  Plus, 
there  will  be  a  kicker  from  military 
sales,  which  are  bound  to  increase 


over  the  next  couple  of  years." 

Boeing,  in  fact,  at  bargain-basement 
multiples  may  be  a  lot  more  than  just 
a  short-term  trading  opportunity.  The 
company  is  a  clear  market  leader  with 
nearly  no  debt  and  a  record  of  steady 
profitability  since  1948.  It  has  a  well- 
earned  reputation  for  quality  products 
and  conservative  accounting.  What's 
more,  Boeing's  profits  amounted  to  an 
enviable  26%  return  on  net  worth  in 
1980,  and  that  figure  should  still  be  a 
respectable  20%  in  1981. 

Boeing  reported  earnings  per  share 
last  year  of  $6.23.  Even  when  these 
figures  are  inflation-adjusted  to  reflect 
current  costs,  they  still  come  to  $5.81 
a  share.  This  isn't  a  company  that  is 
cannibalizing  capital  for  the  sake  of 
showing  attractive  short-term  results. 
Although  the  727  has  had  its  moment 
of  glory,  orders  for  the  smallest  Boeing 


plane,  the  737,  are  still  running  quite 
strong.  And  Boeing  officials  expect 
that  the  747,  with  its  high  operating 
efficiency,  will  still  be  a  viable  product 
through  the  end  of  the  century.  One 
reason:  In  this  top-of-the-line  market 
segment,  Boeing  has  no  competition 

Right  now  Boeing  is  in  the  midst  of 
its  heaviest  production  startup  spend- 
ing on  the  new  757  and  767  airliners. 
These  costs  are  depressing  current 
earnings  just  as  many  institutional  in- 
vestors are  beginning  to  worry  about  a 
soft  order  backlog.  What  sort  of  logic 
has  airline  shares  soaring  while 
Boeing's  stock  price  hits  new  lows? 

It  seems  a  bet  worth  making  that 
when  more  efficient  planes  are  built 
they'll  be  essential  equipment  in  ev- 
ery competitive  fleet.  For  investors 
who  like  those  odds,  Boeing  at  today's 
prices  is  a  bargain. — Steve  Kichen 


The  goldbugs  are  selling- 
should  you  buy? 


Gold  is  in  a  tailspin  and  stocks  in 
mining  companies  are  caught  in  its 
vortex.  U.S.  companies  saddled  with 
relatively  high  costs  have  been  espe- 
cially hammered.  Over  the  last  12 
months,  well-managed  Homestake, 
for  example,  has  dropped  18%,  to  a 
recent  $52. 

Even  the  exceptionally  efficient 
South  African  producers  have  been 
clobbered.  Consolidated  Gold  Fields' 
Kloof  Gold,  one  of  South  Africa's 
cheapest  producers,  has  dropped  by 
11%  since  January.  Western  Deep 
Levels  of  Harry  Oppenheimer's  Anglo 
American  group  has  plummeted  32% . 
Those  declines  are  expressed  in  South 
African  rand  terms.  When  you  factor 
in  the  rand's  drop  against  the  dollar — 


15%  since  January,  to  a  current  1.14 
rate — then  the  falls  look  even  more 
spectacular. 

Many  doomsday  goldbugs — men 
like  Gordon  McLendon  and  James 
Sinclair — are  now  touting  other  in- 
vestments. Are  there  any  contrarians 
in  the  house?  Well  there's  Michael 
Levihson,  who  runs  a  small  firm  bear- 
ing his  name.  A  self-confessed  "gold 
crazy"  who  starts  his  workday  at  4:30 
every  morning  on  the  phone  to  Lon- 
don and  Johannesburg  to  service  his 
clients,  Levinson  is  rampantly  bullish 
on  the  gold  stocks.  "I  reject  the  view 
that  there  will  be  an  easing  of  infla- 
tion," he  explains. 

Depending  on  your  appetite  for 
risk,  counsels  Levinson,  tbere  are  ba 
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In  Europe,  as  in  the  U.S., 

Financial  advertisers  profit  from  using  TIME. 

Would  you  like  to  find  out  more  about  a  part-or  all-of  your  European 
:  market?  A  highly  regarded  survey  can  provide  you  with  a  wide  assortment 
I  of  marketing  and  readership  data  in  your  field. 

One  finding  of  the  survey-a  finding  which  has  been  market-tested  with 
.  financial  clients-is  that  target  markets  are  best  reached  when  TIME  is 
:  included  on  any  European  advertising  schedule. 

For  example,  a  leading  bank  asked  us  to  analyze  different-sized  groups 
|  of  chief  executives  and  other  top  officers  who  buy  financial  services.  Of  the 
|  advertising  schedules  analyzed  (all  with  the  same  budget),  the  highest 
coverage  was  obtained  from  those  including  TIME.  In  fact,  these  gave  a 
'clear  lift  of  40%  to  67%  over  those  without  TIME.  The  bank  decided  to 
;  include  TIME. 

If  you  would  like  to  analyze  your  own  marketing  strategy  in  terms  of  the 
i  Pan  European  Survey,  or  if  you  would  like  a  printed  copy  of  the  survey, 
j  contact  your  TIME  representative. 
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Ihe  Streetwalker 

sically  two  ways  to  play:  Either  buy 
the  blue  chips  of  South  African  gold 
shares  that  "will  be  paying  a  dividend 
even  if  gold  goes  to  $300."  Or,  if  you 
think  gold  will  test  the  stratosphere 
again,  buy  a  highly  leveraged  "junk 
mine" — one  which,  at  today's  gold 
price,  is  probably  uneconomic  and 
likely  to  slash  its  dividend.  Example: 
Loraine,  an  Orange  Free  State-based 
producer.  Levinson  says  he  started 
buying  the  stock  heavily  at  90  cents  a 
share  in  1978;  it  moved  up  steadily 
and  reached  its  peak  around  $11  a 
share  in  October  last  year  and  is  now 
back  to  $3  and  change.  These  vertigi- 
nous moves,  says  Levinson,  have 
come  because  Loraine's  cost  of  pro- 
duction is  around  $500  an  ounce. 
Once  gold  breaks  that  threshold,  then 
Loraine  becomes  a  money  machine 
again,  possibly  capable  of  producing 
and  paying  dividends  for  30  or  35 
years. 

Give  Levinson  credit:  He's  kept  the 
faith  in  the  face  of  sinking  gold  prices, 
soaring  interest  rates  and  a  dwindling 
of  speculative  interest.  Levinson  is, 
however,  a  distinct  minority — more 
in  the  mainstream  is  Richard  Young, 
a  gold  consultant  for  New  York's 
Hoenig  &.  Co.  South  African  gold 
stocks?  "They  should  be  sold  across 
the  board,"  says  Young  flatly.  "There 
will  be  a  lot  of  disenchantment  with 
gold  shares  in  portfolios  and  this  is 
the  deadest  game  in  town  when  no 
one's  interested." 

But  Young  is  just  a  temporary  bear. 
Listen:  "The  investment  climate  for 
South  African  gold  shares  will  be  gris- 
ly over  the  next  12  months,  and  to  me 
that's  delightful.  I  love  this  type  of 
market!  In  about  six  months  it'll  be 
time  to  do  your  homework.  When 
things  are  really  awful,  it's  time  to  do 
some  aggressive  buying." 

The  way  Young  sees  it,  when  the 
gold  stocks  are  hot  they're  all  hot  at 
once.  So  it  doesn't  much  matter 
what's  in  your  portfolio  when  the 
market  takes  off.  The  problem  is 
knowing  when  that  will  happen.  "The 
best  way  to  play  these  things,"  he 
explains,  "is  to  buy  the  mines  with 
the  highest  yields.  When  they  go,  they 
all  go  together,  and  I'd  just  as  soon 
have  a  high  yield  along  with  me  for 
the  ride." 

Unfortunately,  South  African  min- 
ing companies  are  like  any  other  com- 
pany: They  tend  to  cut  their  payouts 
in  lean  times.  To  minimize  the 
chances  of  that  happening  to  your 
stock,  say  the  analysts,  look  for  the 
companies  with  the  lowest  cost  of 


Buried  values? 


Those  yields  look  tempting,  but 
beware:  Dividends  on  gold  mines 
are  nearly  as  volatile  as  the  price  of 
gold  itself.  And  when  the  price  of 
gold  falls,  most  of  those  payouts 
are  bound  to  be  slashed.  It  hap- 
pened last  month,  when  the  price 
of  gold  plummeted  to  $460.  Bly- 
vooruitzicht — one  of  the  high-cost 
producers  among  the  big  South 
African  mines — declared  a  divi- 


dend of  $1.15  in  June,  down  35% 
from  its  February  payout.  Nor  will 
buying  a  low-cost  producer  guaran- 
tee dividends:  East  Driefontein, 
which  produces  gold  for  $100  an 
ounce  less  than  Blyvooruitzicht, 
was  down  36%  from  its  February 
payout.  Of  course,  gold  is  not  glit- 
tering as  it  once  was  and  these 
stocks  show  as  much:  All  are  sell- 
ing close  to  their  12-month  lows. 


Annual 

production 

Per-ounce 

52-week 

(thousands 

cost  of 

price 

Recent 

P/E 

Dividend 

Company 

of  ounces) 

mining 

range 

price 

ratio 

yield 

Blyvooruitzicht 

597 

$213 

28  -13 

14% 

4.8 

19.5% 

East  Driefontein 

1,260 

105 

42I/2-22% 

27% 

8.3 

14.4 

Free  State  Geduld 

1,090 

186 

92'/2-35'/2 

35  Vi 

5.6 

25.4 

Kloof  Gold  Mining 

995 

125 

52'/2-28 

28 

6.1 

16.1 

West  Driefontein 

1,572 

113 

1063/4-66'/2 

78% 

5.3 

17.6 

Western  Deep  Levels  1,470 

169 

80  -40'/4 

40'/4 

5.9 

21.7 

Western  Holdings 

940 

155 

115  -61 

61 

4.1 

26.9 

production.  According  to  Julian  Bar- 
ing, a  mining  stockwatcher  at  Lon- 
don's James  Capel,  the  most  efficient 
major  South  African  mines  are  East 
Driefontein  (cost  of  production,  $105 
an  ounce),  West  Driefontein  ($113), 
and  Kloof  ($125),  all  linked  to  the 
Consolidated  Gold  Fields  group  (see p. 
39).  Early  in  June  two  of  these  mines 
actually  raised  the  final  dividends: 
Kloof,  for  example,  boosted  its  payout 
to  R.4.00  ($4.56),  up  25%  against  a 
year  ago  in  rand  terms. 

London  mining  stockbroker  David 
Ridley  of  Williams  de  Broe  is  fence- 
sitting:  He  doesn't  anticipate  gold 
prices  rising  until  U.S.  interest  rates 
fall  convincingly.  Short  of  higher  U.S. 
rates,  however,  he  doesn't  think  gold 
will  be  falling  much  more:  "I  think 
gold  in  the  $300  area  implies  a  dollar- 
sterling  rate  of  $1.65,  and  I  just  don't 
see  that." 

Many  of  the  goldbugs  are  hunkering 
down,  waiting  for  the  news  bulletins 
from  the  U.S.  inflation  front  to  turn 
negative  again.  They  don't  like  a 
strong  dollar,  20%  prime  rates  and  a 
falling  inflation  rate. 

Yet  they  don't  believe  that  the  new 
Strong  America  campaign  will  or  can 
last.  If  they  believed  it  could  keep 
going,  they  wouldn't  stay  goldbugs.  As 
Ian  Wright  of  London's  Laurence 
Prust  says  of  strong  interest  rates  and 
the  surging  dollar:  "I  personally  don't 
think  that  current  U.S.  policy  can  pre- 
vail. It  would  ruin  Western  Europe's 
economy." 

Add  to  this  the  horrendous  finan- 
cial condition  of  the  nonoil-producing 
Third  World  and  the  IMF's  inflation- 
ary bias,  and  Wright  claims  the  rise  of 


the  dollar  has  actually  disguised  the 
worst  currency  situation  since  1971. 
He  recommends  buying  solid,  assets- 
in-the-ground  gold  mines:  Camflo, 
Homestake  and  Campbell  Red  Lake 
in  the  U.S.  and  Canada;  East  Driefon- 
tein, Randfontein  and  West  Driefon- 
tein in  South  Africa,  or  mining  fi- 
nance company  Anglo  American  as  a 
slower  way  in. 

London-based  gold  expert  Timothy 
Green  is  a  consultant  and  writer,  not  a 
broker.  With  that  background,  he 
tends  to  look  at  the  longer  trends. 
"Gold  in  the  1970s,"  he  says,  "was 
just  catching  up  to  what  ithadn't  done 
from  1934  to  1968.  Now,  the  price 
won't  increase  by  20  times  in  the 
1980s.  But  we  are  moving  from  a  situ- 
ation where  the  world's  monetary 
sector  [i.e.,  the  central  banks]  has  been 
a  net  supplier  of  gold,  to  a  situation 
where  the  monetary  sector  will  be  a 
net  buyer  of  gold." 

This  fundamental  shift  has,  says 
Green,  already  begun:  In  1979,  central 
banks  were  net  sellers  of  544  tons  of 
gold.  Last  year  they  were  net  purchas- 
ers of  230  tons.  "Gold,"  he  predicts, 
"will  increasingly  be  used  in  interna- 
tional financial  flows."  Even  in  the 
U.S.,  the  idea  of  returning  to  the  gold 
standard  now  sparks  debate  instead  of 
derision. 

What  is  the  poor  investor  to  make 
of  all  this?  Essentially  that  holding 
gold  probably  makes  sense  as  some 
kind  of  insurance  against  the  possibil- 
ity of  runaway  inflation  but  as  a  hot 
speculation  it  has  probably  had  it.  The 
time  to  have  made  real  money  in  gold 
was  before  it  turned  respectable — not 
after. — Barbara  Ellis  and  Barbara  Rudolph 
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With  stocks,  as  with  most  things,  its  often 
best  to  buy  when  everyone  else  is  selling. 


Get  'em  while 
they're  down 


By  Steve  Kicben 


In  May  of  last  year  Mobile  Home 
Industries  hit  a  52-week  low  of 
1  5/8.  A  recessionary  economy, 
high  interest  rates  and  a  tight  market 
for  mortgage  money,  a  sharp  fall-off  in 
manufactured-home  sales  and  a  weak 


income  statement  prompted  many  in- 
vestors to  park  their  trailers  else- 
where. In  the  past  12  months,  howev- 
er, Mobile  Home  Industries  has  more 
than  doubled  in  price.  Those  who  were 
willing  to  ride  out  the  bad  news  profit- 
ed handsomely. 

Was  the  appreciation  of  Mobile 


Statistical  Spotlight 


Home  Industries  a  fluke?  Or  can  one 
succeed  on  Wall  Street  by  taking  a 
contrarian  approach — investing  when 
the  market  is  divesting?  We  decided 
to  test  that  hypothesis.  We  arbitrarily 
selected  the  month  of  May  1980  be- 
cause a  period  that  far  back  in  time  is 
long  enough  for  a  stock  to  make  a 
comeback.  In  addition,  the  market 
then  was  in  a  moderate  upswing — so 
companies  hitting  new  lows  were 
missing  out  on  Wall  Street's  general 
euphoria.  New  issues,  recently  split 
stock,  investment  companies,  pre- 
ferred stocks  and  utilities  were  not 
included  in  our  study. 

As  our  table  below  indicates,  it  was 
generally  a  winning  proposition  to  in- 
vest in  Big  Board  issues  that  hit  52- 
week  lows — at  least  in  May  1980.  Of 
43  stocks,  37,  or  86%,  showed  some 
advance.  And  25,  or  58%,  advanced  at 
least  35%.  In  fact,  a  portfolio  consist- 
ing of  $1,000  invested  in  each  of  these 
43  stocks  is  now  worth  $63,000. 

During  the  same  time  that  our  port- 


After  the  fall 


In  May  of  1980  these  43  stocks  were  anything  but 
the  darlings  of  Wall  Street.  Each  had  fallen  to  a  52- 
week  low.  Since  touching  bottom,  however,  most  of 
these  issues  have  shown  substantial  price  apprecia- 


tion. In  fact,  had  you  invested  $1,000  in  each  of 
these  shares  at  their  low,  your  $43,000  portfolio 
would  now  be  worth  $63,000,  a  47%  gain.  The 
moral:  Sometimes  it  pays  to  buy  on  the  bad  news. 


Latest 


Lowest 

% 

latest 

latest 

12-month 

Recent 

price  of 

change 

Price  range 

fiscal 

12 

P/E 

Indicated 

Company/principal  business 

price 

May  1980 

in  price 

1971-81 

year 

months 

ratio 

yield 

Mobile  Home  Ind/mfgd  homes 

4'/2 

1% 

176.9% 

33%-  1% 

$0.13 

$0.08 

56.3 

Peabody  Intl/machinery 

44  %' 

17% 

148.3 

NA 

1.662 

1.952 

NA 

NA 

Keystone  Cons  Ind/steel  &  wire 

17% 

7% 

137.9 

30%-  7'/4 

dl.84 

d4.36 

NM 

Stride  Rite/footwear 

26% 

11% 

124.5 

24-6 

2.08 

2.18 

12.1 

4.7% 

Great  Lakes  Intl/maritime 

39  Vk 

177/8 

118.9 

46   -  3  Ms 

2.72 

2.08 

18.8 

2.6 

Palm  Beach/apparel 

27% 

13 

110.6 

28 %-  2 

3.56 

3.94 

6.9 

4.4 

Donaldson  Co/auto  parts 

30% 

16% 

90.7 

33   -  4% 

1.60 

1.83 

16.8 

2.1 

Mohasco/mfg  carpets 

13 

7 

85.7 

48%-  7 

d0.34 

d0.31 

NM 

Dana/auto  parts 

32l/2 

17% 

81.8 

32%-  7 

2.78 

2.01 

16.2 

4.9 

Stop  &  Shop  Cos/grocery  stores 

23% 

12% 

81.6 

24%-  7% 

3.01 

3.01 

7.8 

5.6 

Earle  M.  Jorgensen/steel 

49  xh 

27% 

78.4 

52%-  7% 

6.29 

6.81 

7.3 

3.2 

MacMillan  Bloedel/forest  prods 

36 

20% 

73.5 

45%-13'/23 

4.17 

2.81 

12.8 

4.0 

Gannett/publishing 

44% 

26 

70.7 

46  -10% 

2.81 

2.87 

15.5 

3.4 

Arvin  Inds/auto  parts 

16% 

9% 

69.2 

29'/g-  4% 

0.92 

1.14 

14.5 

6.8 

Kuhlman/electncal  equip 

12 

7% 

62.7 

19%-  4% 

0.02 

0.41 

29.3 

6.7 

Illinois  Tool  Works/fasteners 

32% 

20% 

60.5 

37  -13% 

3.62 

3.55 

9.2 

3.3 

Ingersoll-Rand/machinery 

73% 

45% 

59.9 

98'/4-44V4 

8.08 

8.11 

9.0 

4.6 

Parker-Hannifin/machinery 

377/8 

23% 

58.6 

36%-  8% 

3.80 

3.35 

11.3 

3.5 

Richardson  Co/battery  parts 

20 

13% 

45.5 

35   -  7% 

0.78 

1.08 

18.5 

6.5 

Tektronix/precision  instr 

60 

41% 

44.1 

70%-  9 

4.66 

4.51 

13.3 

1.5 

Unilever  Ltd  ADR/consumer  prods 

48  Vi 

33% 

43.7 

53%-14 

7.06 

7.39 

6.6 

4.3 

Snap-On  Tools/tools 

26% 

18% 

42.0 

31%-  7% 

1.92 

1.92 

13.9 

3.2 

McLouth  Steel/steel 

7% 

5% 

37.8 

23%-  5% 

d  10.22 

d  10.50 

NM 

CBS/broadcasting 

58 

42  Vi 

36.5 

64%-24% 

6.92 

6.95 

8.3 

4.8 

Transcon  Lines/trucking 

6% 

5 

35.0 

25%-  4% 

0.02 

d0.32 

NM 

1.5 

'Price  includes  price  of  one  share  of  spunoff  company.  Geo  International,  includes  income  from  spunoff  operation.  'Price  range  for  less  than  ten 
years.  Company  filed  for  Chapter  11  Firm  delisted  from  NYSE,  now  traded  on  the  over-the-counter  exchange  d:  deficit.  NA:  Not  applicable  NM:  Not 
meaningful 
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Earnings  per  share 


Latest 


Lowest 

% 

latest 

latest 

12-month 

Recent 

price  of 

change 

Price  range 

fiscal 

12 

P/E 

Indicated 

Company/principal  business 

price 

May  1980 

in  price 

1971-81 

year 

months 

ratio 

yield 

Compugraphic/phototype  equip 

23% 

.    1 7% 

34.5% 

48%-  3'/2 

$1.72 

$0.68 

35.1 

— 

Gould/electrical  equip 

25% 

19 14 

31.8 

35  Vi-  8% 

2.10 

1.87 

13.6 

6.8% 

Hayes- Albion/auto  parts 

31.0 

26V4-  6% 

d0.77 

d  1 .41 

NM 

— 

NCR/business  equip 

63  'A 

51% 

22.7 

Oil/  ITS/ 
81  72  — 13% 

9.51 

9.57 

6.6 

3.5 

American  Family/insurance 

8% 

7'/4 

22.4 

15'/2-  2% 

1.36 

1.28 

6.9 

6.8 

Amer  Broadcasting/broadcasting 

31 

26  • 

19.2 

47%-  7% 

5.18 

4.77 

6.5 

5.2 

Allis-Chalmers/ag  equipment 

26  Vn 

22% 

16.8 

38%-  6% 

3.60 

3.14 

8.3 

7.7 

Nashua/business  equip 

22% 

20  V* 

12.3 

617s-  9 

4.60 

4.05 

5.6 

6.6 

Ford  Motor/automotive 

23!/4 

21'/s 

10.1 

65%-18'/8 

d  12.83 

d  15.12 

NM 

5.2 

Gem  Growth  Frop/RfclT 

19 

17Va 

10.1 

47   —  8V4 

12. 19 

0.47 

40.4 

2.1 

Lynch  Comm  Sys/telecom  equip 

14'/4 

13 

9.6 

29 V2-  3 

dl.36 

dl.93 

NM 

0.7 

National  Steel/steel 

27% 

25% 

6.8 

52'/4-23 

4.42 

d0.38 

NM 

7.3 

Data  Terminal  Sys/computer  equip 

15'/2 

16% 

-5.3 

49%-  4%3 

dO. 58 

d0.58 

NM 

Intl  Harvester/ag  equip 

1  u 
10 

23 

1  1  7 

—11./ 

A  C  1/       1  C  1/ 

45  72  —  1  378 

u  12.91 

J1  17 

NM 

.Toro/appliances 

9Vi 

12% 

-24.8 

29%-  3'/2 

0.90 

d2.66 

NM 

Burroughs/business  machines 

42 

60% 

-30.4 

126%-^1% 

1.99 

1.37 

30.7 

6.2 

Massey-Ferguson/ag  equip 

3% 

7 

-46.4 

32'/4-  3'/4 

d  10.54 

d  14.82 

NM 

Arctic  Enterprises4/recreation  equip 

% 

2% 

-66.7 

45  V2-  l'/4 

d3.67 

d5.92 

NM 

'Price  includes  price  of  one  share  of  spunoff  company,  Geo  International  includes  income  from  spunoff  operation.  'Price  range  for  less  than  ten 
years.  "'Company  filed  for  Chapter  11  Firm  delisted  from  NYSE,  now  traded  on  the  over-the-counter  exchange,  d:  deficit.  NA:  Not  applicable.  NM:  Not 
meaningful. 


folio  racked  up  a  46.7%  gain,  other 
market  indicators — as  measured  from 
the  last  trading  day  of  May  1980 — 
didn't  do  as  well.  The  Dow  Jones  in- 
dustrial average  gained  16.9%,  and  the 
NYSE  index,  which,  of  course,  in- 
cludes all  the  stocks  in  our  portfolio, 
was  up  only  20.6% .  Our  portfolio  even 
outperformed  the  S&P's  500  18.6% 
gain  and  the  25%  gain  of  the  broadly 
based  Wilshire  index. 

There  were  several  big  winners  be- 
sides Mobile  Home  Industries.  Key- 
stone Consolidated  Industries  shot  up 
138%,  Stride  Rite  ran  up  a  125%  gain 
and  Palm  Beach  moved  ahead  111%. 
Inevitably  there  were  a  few  losers.  In- 
ternational Harvester  fell  22%,  Arctic 
Enterprises  filed  for  Chapter  1 1  and 
declined  67%.  Troubled  Massey-Fer- 
guson  dropped  46% . 

Still,  the  overall  gains  posted  by  one 
sample  are  so  impressive,  we  decided 
to  put  together  a  second  list,  this  time 
of  stocks  that  have  recently  hit  52- 
week  lows.  We  left  out  the  same 
groups  of  stocks  as  last  time,  but  in 
this  table  we  also  excluded  energy  and 
energy-related  companies  because  al- 
most all  of  these  companies  have  been 
slumping  to  new  lows. 

John  Wright,  a  very  smart  money 
man  (see  p.  181),  says  the  stock  mar- 
ket is  wrong  95%  of  the  time.  That,  of 
course,  flies  squarely  in  the  face  of 
perfect  market  theories — which  claim 
just  the  opposite.  But  if  the  market 
never  misses,  how  come  there  are  so 
many  winners  among  the  stocks  that 
lost  big  last  year? 

Chalk  up  one  for  Wright  and  others 
like  him  who  think  Wall  Street  is 
usually  wrong.  ■ 


Free  fall 


These  27  stocks  have  recently  fallen  to  52- week  bottoms.  Whether  they  will 
plunge  even  lower  is  anybody's  guess.  However,  if  the  past  is  any  indication 
of  the  future,  at  least  half  of  these  companies  will  be  selling  at  substantially 
higher  prices  within  a  year's  time.  The  table  below  lists  a  wide  range  of 
companies,  but  energy  and  energy-related  shares  have  deliberately  been 
excluded.  Nearly  all  the  energy  companies  have  hit  new  lows  recently. 


Latest 

Recent 

12-month 

low 

Price 

range 

earnings 

Company/principal  business 

price 

1971-81 

per  share 

American  Bakeries/bakery  products 

14'/4 

22%- 

2% 

$1.16 

Amer  S&L  (Fla)/savings  &  loans 

13'/8 

28%- 

4'/4* 

d0.35 

APL/paper  products 

6'/8 

17%- 

2'/8  ' 

d2.23 

Benguet/engineering  equipment 

6'/4 

19%- 

1% 

1.03 

Boeing/aerospace 

29% 

45%- 

2»/2 

6.27 

Bucyrus-Erie/mining  &  construction  equip 

19 

30V4- 

8% 

2.05 

Caesars  World/hotels,  casinos 

10% 

36%- 

Vi 

1.13 

Callahan  Mining/silver  mining 

18% 

39%- 

3% 

1.61 

Crown  Zellerbach/forest  products 

38% 

62%- 

19% 

3.14 

Diamond  Shamrock/chemicals 

27% 

40  - 

8'/4 

3.45 

Diversified  Inds/metal  reclamation 

3% 

14'/2- 

1 

0.78 

Fidelity  Financial/savings  &  loans 

4% 

14%- 

1% 

d  1.07 

Finl  Cp  of  Santa  Barbara/bank  holding,  S&L 

8% 

19l/4- 

2% 

d  1.37 

First  Mississippi/chemicals 

15'/4 

30%- 

% 

0.99 

Fluor/engineering  &.  construction 

33 '/4 

71  - 

3% 

2.87 

Growth  Realty  Cos/real  estate 

4 

35  - 

% 

0.75 

Johns-Manville/building  products 

19% 

46'/8- 

14% 

2.24 

Measurex/electrical  equipment 

21>/8 

48 'A- 

8V2 

1.67 

No  Calif  S&L/savings  &.  loans 

■lO'/a 

21%- 

3% 

0.41 

Pitney  Bowes/office  equipment 

28 

40%- 

6% 

4.01 

Publicker  Inds/chemicals 

4'/2 

11%- 

2 

d0.33 

Revlon/cosmetics 

40 

59  - 

19% 

4.72 

Spectra-Physics/lasers 

29% 

57%- 

5V4* 

1.58 

Sunshine  Mining/silver  mining 

10% 

26'/4- 

2% 

d0.38 

UNC  Resources/uranium  mines 

11 '/s 

34'/4- 

3% 

1.64 

Unilever  NV/consumer  goods 

54 

67>/4- 

26'/4 

12.26 

Williams  Cos/fertilizer 

27'/4 

49%- 

14 

5.60 

'Price  range  for  less  than  ten  years,    d:  deficit. 
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It's  Good  Business  to  Be  There 


I 

Hirr  TTUB 

Classified/juiy6,i98i 

REAL  ESTATE 

REAL  ESTATE 

REAL  ESTATE 

REAL  ESTATE 

UTSTANDING\ 
REAL  ESTATE 
INVESTMENT 
OPPORTUNITIES 

IN  VIRGINIA  .  .  . 

Set  on  over  a  square  mile  of  the 
Virginia  Piedmont,  minutes  from 
Charlottesville,  this  property  fea- 
tures an  exquisite  Georgian-style 
residence  as  the  focal  point  of  the 
estate.  350  cleared  acres  and  a 
well-maintained  barn  complex 
presently  support  a  Charolais  cat- 
tle operation. 

$2,500,000        Brochure  #FB  2-38 

IN  CONNECTICUT  .  .  . 

One  of  the  most  famous  equestrian 
estates  ever  offered  for  sale,  this 
54-acre  landholding  represents  a 
fine  investment  opportunity.  19- 
room  Georgian-style  main  resi- 
dence and  spectacular  equestrian 
complex  with  capacity  for  30  thor- 
oughbreds. 

$3,500,000         Brochure  #FB  4-20 

IN  WESTCHESTER  COUNTY  .  . . 

On  234  park-like  acres,  this  mag- 
nificent 22-room  Georgian-Colonial 
style  residence  with  extraordinary 
attention  to  detail  and  craftsman- 
ship is  surrounded  by  lovely  plant- 
ings. Only  40  minutes  to  Manhattan. 
$3,800,000       Brochure  #FB  1  -1 03 

IN  FLORIDA  .  .  . 

In  an  exclusive  residential  com- 
munity, this  14-room  contemporary 
residence  is  perfectly  suited  to 
large-scale  entertaining.  Tennis 
court,  pool,  yacht-capacity  dock 
with  access  to  the  Atlantic  via  the 
Intracoastal  Waterway. 
$1,590,000  Brochure  #FB  3-61 
Please  contact  us  for  brochure  and 
further  information  on  these  and 
similar  important  properties. 

Sotheby  Parke  Bernet 
International  Realty 

m>  Madison  Venue.  New  York,  10021 
Tel.  12121472-3465. 


In  these  times  if  you  find 
an  OCEANFRONT  condominium 
for  only  $69,900  —  with 

90%  financing, 
you  had  better  buy  it! 

□  Oceanfront  Condominiums 
□  $7,000  Downpaymentn Fully  Furnished 

□  All  accessories  and  appliances^ Enclosed  Pool 

□  Surrounded  by  44  acres  of  heavily  wodded  forest 
□  7  minutes  south  of  downtown  Myrtle  Beach 

Call  toll  free  1-800-845-0871 
In  S.C.  call  toll  free  1-800-922-0841 
The  Myrtle  Beach  Resort 

360  payments  of  $789.06  APR  15.38%  (subject  to  change.) 
Offer  not  valid  in  states  where  prohibited  by  law. 


FREE  CATALOG 

Big  .  .  .  Free  SUMMER  1981  Catalog 

describes  and  pictures  more  than  2,800 
farms,  ranches,  acreages,  recreational 
properties,  businesses,  town  and  coun- 
try homes  in  46  states  coast  to  coast! 
Please  specify  type  and  location  pre- 
ferred. 

UNITED  FARM  AGENCY 

612-Y  W.  47th  Street 
Kansas  City,  MO.  64112 


AUTOMOBILES 


DE  LOREAN'S 

Arriving  Soon  —  Delivery  Infor- 
mation Available.  Reserve  yours 
now/6  New  Datsun  Turbos  avail 
now!  New  Mercedes  —  BMW  — 
Audi  —  Porsche  —  and  all  Amer- 
ican cars  at  substantial  savings. 
Call  for  Information 
(313)  358-2100 


INDUSTRIAL  REAL  ESTATE 

INDUSTRIAL/COMMERCIAL 

13,000  Ac.  Investment  Property 
Ideal  S.D.  location  for  research  com- 
plex, corporate  site,  resort  complex; 
2  miles  S.  of  Rapid  City,  S.D.  15  min- 
utes to  Jet  Port.  $500/Acre.  Owner: 

NORRIS  COMPANY 

P.O.  Box  1088    Ocala,  FL  32678 
904/622-7151 


INDUSTRIAL  FACILITY 
FREDERICK,  MD. 

45  min.  from  Wash.,  D.C.  &  Balti- 
more, 160,000=t  s.f.  warehouse/mfg/ 
office  space  on  5.89±  Ac,  rail,  docks, 
sprinklered,  ceilings  13'  to  26'.  Well 
maintained.  Brochure  avail.  Price: 
$1,975,000.00 

Frederick  Business  Realty 

930  East  St.,  Frederick,  Md.  21701 
(301)  694-6226 


THE  LANDFALL, 
Jupiter  Island 
Palm  Beach  County 

An  oceanfront  development  of 
28  suites.  Four  corner  suites 
with  2676  sq.  ft.  of  living  area. 
Plus  650  sq.  ft.  of  balconies 
offering  views  of  both  the 
intracoastal  waterway  and  the 
Atlantic  Ocean.  Prices  from 
$355,000  to  $475,000  including 
complete  interior  finishing. 
The  Landfall  Associates 
Suite  409,  1001  US  Highway  1 
Jupiter,  Florida  33458 
(305)  747-6000 


FORBES  BINDERS 


SLIP  CASES 
OR  BINDERS 


In  red  and  gold 
leatherette. 

Slipcase:  $5.95; 
three  for  $17 

Binders:  $7.50; 
.three  for  $21.75 

Send  check  with  your  name  and 
address  to: 
JESSE  JONES  BOX  CORP. 
Dept.  FB,  P.O.  Box  5120 
Philadelphia,  PA  19141 
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Make 
America 
smarter. 

The  colleges  are  in  deep  financial 
trouble. 


They're  having  to  drop  courses, 
fire  professors,  close  laboratories 
and  limit  libraries. 


They  desperately  need  your  help. 
So  give  them  a  hand  today ...  for 
a  better  tomorrow. 


(Sinai 


Council  for  Financial  Aid  to  Education  Inc 
680  Fifth  Avenue  New  York  N  Y  10019 

A  Public  Service  of  This  Magazine 
&  The  Advertising  Council 


Make  America  smarter. 
Give  to  the  college  of  your  choice. 
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BUSINESS  OPPORTUNITIES 

BUSINESS  OPPORTUNITIES 

EXECUTIVE  GIFTS 

EXECUTIVE  GIFTS 

ll 
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ESTABLISHED 
BUSINESSES 

Existing  profitable  businesses  for 
sale  by  owners.  Several  in  each 

of  the  following  states: 
Iowa  Oklahoma 
Idaho  Nebraska 
Utah  New  Mexico 

Kansas  South  Dakota 

Wyoming         North  Dakota 
AFFILIATED 
BUSINESS  CONSULTANTS 

P.O.  Box  6358-Dept.  F 
Colorado  Springs,  CO  80934 
1-800-227-1617,  Ext.  402 

In  California,  call 
1-800-772-3545,  Ext.  402 
No  commissions  to  us  involved. 


1-800-327-6970 

Facts  About  U.S. 
Oil /Gas  Lease  Program: 

FRC  special  offer  of  $15 
filing  per  family  to  introduce 
you  to  this  program 
Over  $4,800,000  worth  of 
leases  awarded  to  FRC  clients 
in  past  180  days. 
Oil  prices  doubled 
since  1977 

100%  Tax  Deductible 
Complimentary  Brochure 


131  State  Si  .  Sgite  930.  Boston.  MA. 021 09 
[6171357-2929 


'etrogram  Services  offers  a  new  Con- 
:ept  in  filing  for  oil  &  gas  leases. $15 
)er  filing  period  brings  you  instruc- 
ions,  materials  &  geological  recom- 
nendations.  For  free  brochure  contact: 
etrogram  Services,  2300  Candelaria 
Albuquerque,  NM  87107 
(505)  884-2844 


COURSES/SEMINARS 
TRAINING  PROGRAMS 


LAW  STUDY  THROUGH 
CORRESPONDENCE 

Registered  Law  School 
Qualify  for  California  Bar  Exam. 

Phone  Toll  Free  800-423-4530 
Ca.  residents  phone  213-795-5558 
SOUTHLAND  UNIVERSITY 
Dept.  21 B       69  N.  Catalina 
Pasadena,  CA  91106 


CONSULTING  AND 
MARKETING  SERVICES 


he  Alternative  for  buyers  and  sellers 

f  investment  cars,  airplanes,  yachts, 
IV's,  property,  gold,  art  and  much 
lore!  We  market  to  the  entertain- 
nent  industry,  daily  IBM  computer 
natching  and  promoting  product  un- 
il  it  is  sold.  No  charge  to  buyers, 
-time  fee  to  sellers. 
The  Investment  Matchmaker,  Inc. 
8033  Sunset,  Suite  1700 
Los  Angeles,  CA  90046 
In  CA:  (213)  654-9071 
Out  of  state:  800-421-3388 


FOR  INFORMATION  ON 

FORBES  CLASSIFIED 

CALL 

LINDA  LOREN 

(212)  620-2440 


70 

CHANNEL TV 

24  Hour  Sports  &  Movies 
Dealers  and  Distributors  Wanted 


National  Microtech,  Inc. 
1-800-647-6144 


BE  A  TAX  CONSULTANT 


Income  unlimited  in  growing  tax  preparation 
field.  Students  are  earning  lucrative  fees  in 
dignified  full  or  part  time  business  preparing 
income  tax  returns  during  busy  season.  Many 
also  operate  profitable  Business  Tax  Services 
with  steady  monthly  fees  No  bookkeeping 
experience  necessary  We  train  you  at  home 
and  help  you  start  Accredited  National  Home 
Study  Council-  Approved  for  Vet  training. 
Write  tor  FREE  literature  No  salesman  will 
call. 

NATIONAL  TAX  TRAINING  SCHOOL 
Monsey.  88GN,  N.Y.  10952 


WIN  BIG  OIL  MONEY 


The  U  S  Gowei 


I  lease  drawing  II  you 
i,  you  can  compete  to> 
II.  A  $30  (tai  deduct- 
ed bring  you  (100,000 


For  free  Information  Call  Toil-Free  1  600 
525-  2541,  E«t  8,  in  Colorado  Call  Collect 
1-447-1399.  Est  8,      Or  Wrile  

F.  Milligan,  inc. 

1942  20th  St  ,  Drawer  3408FB  , 
Boulder.  CO  80307 


MANUFACTURERS' 
REPRESENTATIVES 

BECOME  A  SUCCESSFUL 
MANUFACTURERS' 
REPRESENTATIVE 

Manufacturers'  Agents'  Newsletter 
tells  you  which  firms  are  looking  for 
representatives,  the  firm's  product  line 
and  territories  available. 

For  information  write: 
Manufacturers'  Agents'  Newsletter 
Dept.  178A,  23573  Prospect  Avenue 
Farmington,  Michigan  48024 


COMPUTERS 


MARYMAC  INDUSTRIES,  INC. 
10%  -15%  DISCOUNT 
OR  MORE 


ON  ALL  NEW  TRS-80  BY  RADIO  SHACK 

64K  Model  II,  1  disc  $3,509  10  Brand  New 
in  Cartons  Oclivered  Save  State  Sales 
Tax  Texas  Residents  Add  Only  5%  Sales 
Tax.  Open  Mon.-Sat.  10-7.  We  pay  freight 
and  insurance  No  extra  charge  for  Master- 
card or  Visa.  Call  us  for  a  Reference  in  or 
near  your  city.  Reference:  Farmers  State 
Bank.  Brookshire,  Texas 

Orders:  1-800-231 -3680 
21969  Katy  Fwy. 
Katy  (Houston),  Texas  77450 
Questions  &  Inq.?  1-713-392-0747 
©  1980,  Marymac  Industries,  Inc. 
Ed  or  Joe  McManus 


COLOR 
CATALOG 

BUILD  YOUR  OWN  GRANDFATHER  CLOCK 


¥50 


Prices 
Starting 
Under 

•  Do-it-yourself  case  • 
kit,  parts  pre-cut  • 

•  Finished  clocks  • 

•  Solid  3/4"  hard- 
woods: black 
walnut,  cherry,  oak  • 

CJO  EMPEROR®  • 

^gjygg/  CLOCK  COMPANY 


Dept.  934    Emperor  Industrial  Park 
Fairhope.  Alabama  36532 


(including 
movement 
and  dial) 

Heirloom  quality 
Factory  direct  prices 
Solid  brass  West 
German  chiming 
movements 
Money  back 
guarantee 
Prompt  shipment 

MASTERCARD  ind 
VISA  ACCEPTED 


CAPITAL  TO  INVEST 


FINANCIAL  GUARANTEES 
FROM  PRIME  BANKS 

Letters  of  Credit,  Promissory  Notes 
covering  Principal  &  Interest 
Cash  to  open  Escrows 
Cash  placed  in  bank  accounts 
to  increase  liquidity 
R.E.  Stand-Bys  &  Take-Outs 
Venture  Capital  &  Real  Estate 
BROKERS  PROTECTED 
Bancor  Financial  Limited 
567  San  Nicolas  Drive,  Suite  206 
Newport  Beach,  CA  92660 
Phone  (714)  640-1633 


PRECIOUS 
GEMSTONES 

for 

Investors,  Collectors  &  Jewelers 

Free  Catalog  Available 
Pan  American  Gem  Enterprises 

P.O.  Box  41925/x 
Tucson,  Ariz.  85717 
phone  (602)-743-0511  for  Paul  Page 


America' 

LOWEST 
PRICES! 


WE  WILL  BEAT  ANY  PRICE  AT  ANY  TIME 

Apple  II +48K  1,099.95 

Apple  III  Computers  ....  3.095  95  &  up 
Hewlett  Packard  HP  41  CV  269.95 
Hewlett  Packard  HP-41 C  .  .  .  189.95 
Hewlett  Packard  HP  85  .  .  2.495.00 
Texas  Instruments  Tl  59  .  .  .  199.95 
Texas  Instruments  99/4  Computer  469.95 
Mattel  Intellivislon  2609  .  239.95 
Mattel  Horse  Race  Analyser  94.95 
Sony  Walkman  TPS  I?      .    .    .  169.95 

Atari  800. 16K   759.95 

Olympic  Sales  Company  •  216  So.  Oxford  Ave. 
Los  Angeles.  CA  90004  •  Telex  67  34  77 
TOLL  FREE  (800)  421-8045  (outs.de  Calif) 

In  213  Area  Code  (213)  739-1130 
In  Calif.  800  252  2153  Request  our  Catalog 


BUSINESS  SERVICES 


rO*1' 


BUSINESS  CONNECTIONS 


ARAB  BUSINESSMEN 
HAVE  MONEY 
TO  BUY  &  INVEST 

Top  Finders  Fees  Paid 
Finders  Inquiry  Invited 
Write  Box  A221  Forbes 
60  Fifth  Avenue 
New  York,  NY  10011 


MISCELLANEOUS  FOR  SALE 

GENUINE  GEMSTONES  AND 
JEWELRY 

Free  wholesale  catalog. 
Satisfaction  guaranteed! 
Member  Jewelers  Board  of  Trade, 
Chamber  of  Commerce 
HOUSE  OF  ONYX 
No.  1  MAIN  ST. 
GREENVILLE,  KENTUCKY  42345 
TOLL  FREE  SERVICE  1-800-626-8352 

COMPLETE  LINE  OF 
INVESTMENT  QUALITY 
BRAZILIAN  GEMSTONES 

Direct  from  the  Mines  of 
UNITED  MINING  CORPORATION 
u.s.  office: 
235  6th  Street 
Pine  City,  Minn.  55063 
612-629-2537 
Industria  De  Joias  Padua  LTDA. 
Belo  Horizonte,  Brazil 


EXECUTIVE  SERVICES 


NECKTIE  NARROWING 


NECKTIES  RECUT  &  RESHAPED 
to  the  new  narrower  width — 
$5.25  per  tie  4  tie  minimum 
Send  for  free  tie  mailer  or  mail 
direct.  Satisfaction  guaranteed 
ROBLIN  TIEMASTER 
190E  Glen  Cove  Avenue 
Glen  Cove,  NY  11542 


® 
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Forbes /Index 


Index  of  companies  covered  in  news  stories  and  by  the  columnists  in  this  issue. 


Amax   39 

AZL  Resources   44 

Advanced  Micro  Devices   12 

Alcoa   170 

Allied  Corp   1 70 

Amdahl   116 

American  Body  Armor  &  Equipment   135 

American  Brands   1 70 

Amcon   39 

American  Greetings   45 

American  Motors   10 

American  Petrofina   44 

American  Technical  Inds  47 

AT&T   1 70 

Anglo  American  Ltd  (So.  Africa)   186 

Arab  Commercial  Enterprises  (Saudi  Arabia)   75 

Armour  of  America   135 

Arrow  Electronics  128 

Automatic  Data  Processing   148 

Bache  Halsey  Stuart  Shields   10 

Bank  of  America   50 

Bethlehem  Steel  114 

Bishop's  Service   13 

H&.R  Block   114 

Boeing   184 

Brook  Street  Bureau  of  Mayfair,  Ltd  IUK.)   124 

CPS  fads  47 

CPT  98 

Chase  Manhatttan  50 

Chemical  Control   103 

Chrysler   10 

Citibank  50 

Colt  Inds   114 

Compact  Video  Systems   63 

Competrol  (Saudi  Arabia)   72 

ComputerLand   161 

Computer  Sciences  148 

Consolidated  Gold  Fields  Ltd  (U.K.)   39,  186 

Control  Data  143 

Cornwall  Petroleum  (Canada)   63 

Crescent  Diversified  Ltd  (Saudi  Arabia)  72 

Cullinane  Data  Base  Systems   158 

Curtiss-Wnght  184 

Data  General  116 

Datsun  (lapan)  1 1 

Digital  Equipment   116,  161 

Dome  Petroleum   58 

Dow  Jones  81 

Drexel  Burnham  Lambert   10 


Du  Pont  „  135 

Eastman  Kodak  170 

Electronic  Data  Systems  153 

Engelhard  Minerals   39 

Ex-Cell-O   68 

Fidelifacts/Metropolitan  New  York   140 

Fleming   '.  105 

Fluor   178 

Ford  Motor  10,  105 

Fuiitsu  (|apan)   116 

GE   105,  170 

General  Instruments   1 70 

GM   10 

GT&E  158 

General  Trading  (Saudi  Arabia)   75 

Guardian  Park  Avenue  Fund   1 75 

Hess  &.  Eisenhardt  136 

Hitachi  (lapan)   1 16 

Homestake  Mining   186 

Honeywell   1 73 

Houston  Oil  &  Minerals   43 

Howaldswerke-Deutsche-Werft  ( W.  Germany)   11 

Humana   1 70 

IBM   98,  116,  142,  144,  148,  160,  161,  170,  173 

International  Paper  1 70 

JEM  Petroleum   64 

johns-Manville   171 

Kaiser  Aluminum   1 14 

Kmght-Ridder  Newspapers   81 

Kennecott   41,  84 

Kuwait  Petroleum   44 

Lanier  98 

Linmead  Resources  (Canada)   64 

MCI  Communications   170 

Madison  Fund  180 

McDonnell  Douglas   144 

Mesa  Royalty  Trust   43 

Minnesota  Mimng  170 

MINORCO  (Bahamas)  41 

NBI   98 

NLfads   18 

Newconex   39 

Newmont  Mining   39 

Numac  Oil  &  Gas  (Canada|   64 

Ocelot  Inds  (Canada)   64 

O'Gara  fatl  136 

Olayan  Group  (Saudi  Arabia)   72 

Osaka  Shoken  Shmyo  (Japan)   50 

Owens-Illinois   170 


PPG  Inds   64 

Paramount   63 

Papercraft  45 

Phelps  Dodge   114 

Point  Blank  Body  Armor   135 

Polar  Music  Invest  (Sweden)   124 

Procter  &  Gamble   1 70 

Proudfoot  Reports  140 

Prudential   10 

Renison  Mining  (Australia!   39 

Republic  Steel   1 14 

A  H.  Robins   171 

Rogers  Cablesystems  |Canada)   81 

Rogers  Telecommunications  Ltd  (Canada)   81 

Satan  land   135 

Sapporo  Toyopet  (Japan)  50 

Seattle  First  National   50 

Seibi  Group  (lapan)   50 

Selection  Trust  (U.K.)   42 

Shared  Medical  Systems   144 

Solutions   135 

Sony  (Japan)   63 

Southland  Royalty   43 

Sperry  Rand   1 73 

St.  |oe  Minerals  1 78 

Standard  Oil  (Ohio)   41 

Storage  Technology   116 

Syntex   178 

Tandy   161 

Teledyne   184 

Timefac   82 

Toronto  Dominion  Bank  |Canada)   82 

Towle  Mfg  130 

Toyota  Motor  (Japan)   121 

Toyota  Motor  Sales  (Japan)   121 

Tymshare  143,  156 

UA-Columbia  Cablevision   81 

United  Artists  Theater  Circuit  81 

United  Management  Ltd  (Canada)   63 

United  Technologies  1 70 

Value  Line   1 75 

VW  of  America   10 

Wackenhut   140 

Wang  Laboratories   98,  1 1 6 

Warner- American  Express   82 

Washington  Gas  Light   17 

Westinghouse-Teleprompter   82 

Wright  Investors'  Service   181 

Xerox  98,  161 


Do  you  know  anybody 

who  is  somebody  in  busines 
who  does  not  read 
Forbes  Magazine? 
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Flashbacks 


Edited  By  Dero  A.  Saunders 


"The  more  things  change. . . ." 
Items  from  past  issues  of  Forbes. 


Sixty  years  ago  in  Forbes 

"Misleading  prospectuses,  financial 

reports  and  other  statements  calculat- 
ed to  hoodwink  the  public  are  issued  in 
shocking  numbers  in  this  country. 
Fleecing  the  American  public  by  such 
tactics  has  gone  on  to  an  appalling  ex- 
tent during  recent  years.  Yet  how  many 
of  the  wrongdoers  have  gone  to  jail?  A 
few  of  the  Ponzi  stripe,  whose  methods 
were  particularly  flagrant,  have  been 
sentenced;  but  that's  about  all." 

"Business  men  extol  the  law  of  supply 
and  demand,  but  they  want  the  law 
suspended  so  far  as  it  applies  to  their 
particular  business.  The  farmer  is 
howling  for  lower  priced  labor,  but 
wants  a  fixed  minimum  price  for  his 
wheat  and  corn;  the  railroads  are 
working  for  lower  prices  for  rails,  and 
yet  want  to  keep  the  cost  of  transpor- 
tation fixed;  the  labor  leaders  are 
clamoring  for  a  reduction  in  the  cost 
of  living  and  at  the  same  time  are 
fighting  all  wage  reductions.  As  a  re- 
sult, business  is  like  the  donkey,  mid- 
way between  the  haystack  and  the 
bag  of  oats,  who  was  so  undecided  as 
to  which  to  eat  that  he  stood  still  and 
starved  to  death."  — Roger  W.  Babson 

"Federal  expenditures  for  the  fiscal 
year  which  began  }uly  1  should  fall 
below  $3,500,000,000,  Representa- 
tive Madden,  a  Republican  member 
of  the  Appropriations  Committee, 
has  declared.  On  that  basis,  he  ar- 
gued, Congress  would  be  able  to  re- 
peal excess  profits,  transportation 
and  'obnoxious'  luxury  taxes,  reduce 
higher  income  tax  brackets,  and  'sub- 
stitute nothing  but  economy.'  " 

"All  over  the  world  telephone  users 

are  saying  'good-bye'  to  the  'hello  girl.' 
Formal  announcement  has  been  made 
.  .  .  that  future  developments  will  be 
along  automatic  lines.  .  .  .  Labor 
shortage,  high  wages,  and  increased 
traffic  seriously  hampered  the  tele- 
phone exchanges,  especially  in  Amer- 
ica. It  is  largely  due  to  these  influences 
that  the  associated  Bell  telephone 
companies  have  announced  a  program 
calling  for  conversion  of  practically 
their  entire  network  of  exchanges  to 
mechanical  operation. 

"The  installation  of  automatic  tele- 
phones in  New  York  City,  where 
900,000  telephones  are  to  be  changed 
over,  will  begin  next  winter,  and  it  is 


"The  'self-service'  dial  for  New 
York's  automatic  telephones.  Having 
secured  the  desired  telephone  num- 
ber from  the  directory,  which  we  will 
assume  to  be  'PENnsylvania  5280,' 
the  subscriber  will  first  remove  the 
receiver  and  listen  for  the  'dial  tone,' 
which  indicates  when  the  apparatus 
is  ready  to  receive  his  call.  He  will 
then  insert  his  finger  in  the  opening 
of  the  hole  over  the  letter  'P,'  rotate 
the  dial  until  the  finger  comes  in  con- 
tact with  the  metal  stop  shown  in  the 
picture,  and  release  the  dial  which 
will  automatically  return  to  normal. 
He  will  then  repeat  this  operation  for 
the  letters  '£'  and  'AT  and  in  turn  for 
the  four  numerals  5-2-8-0. " 


estimated  that  it  will  take  ten  or  twelve 
years  to  make  the  complete  change." 

AT&T  did  not  invent  the  dial  tele- 
phone; that  was  done  (in  the  early 
1890s)  by  Kansas  City  undertaker  Al- 
mon  B.  Strowger,  who  helped  found 
Automatic  Electric,  now  part  of 
GT&E.  But  once  the  Bell  System  de- 
cided the  dial  phone  was  inevitable,  it 
moved  steadily  to  adopt  it,  opening  its 
first  automatic  exchange  in  Dallas, 
Tex.  in  July  1921.  Thereafter  dial 
progress  was  rapid  except  in  the  De- 
pression, when,  to  avoid  layoffs,  few 
new  dial  offices  were  opened. 

Someone  once  calculated  (probably 
wrongly)  that  lacking  the  dial  phone, 
it  would  soon  have  taken  the  entire 
U.S.  adult  female  population  to  oper- 
ate the  exchanges.  Such  conjecture, 
wrote  an  AT&T  vice  president,  "is 
futile.  The  present-day  quality  and 
price  of  telephone  service  would  be 
impossible  under  all-manual  oper- 
ation. The  switch  to  dial  was  inevita- 
ble for  that  reason  alone.  .  .  ." 


Fifty  years  ago 

"Without  going  into  the  argument  on 

oil  conservation,  the  waste  of  oil  and 
the  oil  reserves  remaining  in  the  U.S., 


it  seems  perfectly  apparent  that  pros- 
pecting for  new  wells  and  new  terri- 
tory has  gone  forward  too  rapidly  and 
without  adequate  check  in  the  U.S.  in 
recent  years.  .  .  .  Oil  prospecting  has 
been  made  much  easier  and  much 
more  rapid  by  new  theories  of  topog- 
raphy, the  seismograph  method,  new 
probabilites  in  geological  formation, 
by  use  of  the  airplane  and  aerial  pho- 
tography, by  more  modern  organiza- 
tion and  modern  wholesale  methods. 
The  result  has  been  an  increase  not 
only  in  actual  prospecting  but  in  the 
efficiency  [of]  such  prospecting.  .  .  . 

"Certainly  the  cooperative  or  legal 
curtailment  of  oil  prospecting  should 
not  be  less  practical  than  the  recent 
efforts  toward  curtailment  of  wells 
and  fields  after  they  have  been  pros- 
pected, discovered  and  developed." 

"President  Hoover  for  years  has  had 
his  suits  made  by  a  tailor  in  New 
York.  They  are  made,  a  half-dozen  at  a 
time,  of  the  same  piece  of  blue  serge, 
and  are  sent  to  different  specified  ad- 
dresses in  different  cities  in  this  and 
other  countries.  The  President  always 
has  a  new  suit  awaiting  him  when  he 
arrives  at  a  hotel.  Andrew  W.  Mellon, 
Secretary  of  the  Treasury,  and  one  of 
the  biggest  of  the  world's  big  business 
men,  also  has  his  suits  made  in  New 
York  from  the  same  piece  of  cloth. 
But  Mr.  Mellon  buys  his  cloth  abroad, 
and  has  a  dozen  or  thirteen  suits  made 
at  a  time.  Just  as  in  the  case  of  Mr. 
Hoover,  the  tailor  sends  the  suits  to 
various  addresses  to  await  the  time 
when  Mr.  Mellon  will  require  them." 


Twenty  five  years  ago 

"One  day  last  April  the  men  who  run 

the  nation's  200  mutual  funds  discov- 
ered a  curious  two-page  questionnaire 
in  their  morning  mail.  It  came  from 
Forbes,  and  asked  them  in  effect  to 
open  their  books  wide  for  our  inspec- 
tion. We  wanted  to  know  in  the  most 
minute  particulars  about  their  net  as- 
set value,  the  distribution  of  their  as- 
sets, their  dividend  performance,  the 
nature  of  their  investment  programs 
and  in  what  kind  of  industries  their 
funds  are  invested.  Thus  Forbes 
launched — and  with  this  issue  brings 
to  fulfillment — the  kind  of  editorial 
project  we  always  like  to  get  our  eye- 
teeth  into.  Beginning  on  page  15  you'll 
find  what  we  believe  to  be  the  first  full- 
scale  analysis  of  the  U.S.'  major  mutu- 
al funds  ever  to  appear  in  a  large-circu- 
lation financial  publication." 
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Don't  part  company  with 
your  ideals.  They  are 
anchors  in  the  storm. 
Arnold  Glasow 


If  you  cannot  lift  the 
load  off  another's  hack, 
do  not  walk  away. 
Try  to  lighten  it. 
Frank  Tyger 


There  is  no  higher 
religion  than  human 
service.  To  work  for 
the  common  good  is 
the  greatest  creed. 
Albert  Schweitzer 


Only  when  vitality  is  low 
do  people  find  material 
things  oppressive  and  ideal 
things  unsubstantial. 
George  Santayana 


A  Text . . . 

And  the  light  shineth 
in  the  darkness;  and  the 
darkness  comprehended 
it  not. 
John  1:5 


Sent  in  by  Robert  W.  Ferguson,  Wheeling, 
W.  Va.  What's  your  favorite  text?  The 
Forbes  Scrapbook  of  Thoughts  on  the  Busi- 
ness of  Life  is  presented  to  senders  of 
texts  used. 


It  is  good  to  think  well; 
it  is  divine  to  act  well. 
Horace  Mann 


A  man's  true  delight  is 
to  do  the  things  he  was 
made  for.  He  was  made  to 
show  good  will  to  his  kind, 
to  rise  above  the  promptings 
of  his  senses,  to  distinguish 
appearances  from  realities, 
and  to  pursue  the  study 
of  universal  nature 
and  her  works. 
Marcus  Aurelius 


Thoughts 

on  the  Business  of  I  jfe 


To  get  the  most  out  of  the 
world  one  must  conscientiously 
strive  to  put  the  most  into  it. 
Life  without  worthy  ideals 
becomes  wholly  unsatisfying, 
sour  If  our  supreme  objective 
is  to  serve,  no  blow  fate  may 
administer  can  daunt  us. 
B.C.  Forbes 


Live  for  yourself,  live 
for  life,  then  you  are 
truly  a  friend  of  man. 
Kahlil  Gibran 


The  only  way  to  achieve 
true  success  is  to 
express  yourself  completely 
in  service  to  society. 
Aristotle 


True  goodness  springs 
from  a  man's  own  heart. 
All  men  are  born  good. 
Confucius 


There  is  no  power  on  earth 
that  can  neutralize  the 
influence  of  a  high,  pure, 
simple  and  useful  life. 
Booker  T.  Washington 


Never  render  men  such 
service  as  compels  them 
to  be  ungrateful,  for 
then  they  become  your 
implacable  enemies. 
Honore  de  Balzac 


More  than  3.000  "Thoughts,"  indexed  by 
author  .and  subject,  are  available  in  a 
574-page  book  at  $11.95.  Send  check  and 
order  to:  Forbes  Inc..  60  Fifth  Ave.,  New 
York,  N.Y.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


Democracy  is  based  on  the 
conviction  that  man  has 
the  moral  and  intellectual 
capacity,  as  well  as  the 
inalienable  right,  to 
govern  himself  with 
reason  and  justice. 
Harry  S  Truman 


Every  country  can 
produce  good  men. 

GOTTHOLD  LESSING 


The  more  freedom  a  man 
has,  the  more  important 
it  is  that  he  be  a 
responsible  man. 
Raymond  Rubicam 


Liberty  is  the  most  valuable 
blessing  that  heaven  has 
bestowed  upon  mankind. 
Miguel  de  Cervantes 


Statesmanship  is  the  art  of 
knowing  and  leading  the 
multitude,  or  the  majority. 
Its  glory  is  to  lead  them, 
not  where  they  want  to  go, 
but  where  they  ought  to  go. 
Joseph  Joubert 


Size  is  not  grandeur, 
and  territory  does  not 
make  a  nation. 
Thomas  H.  Huxley 


Posterity!  You  will  never 
know  how  much  it  cost  the 
present  generation  to 
preserve  your  freedom. 
I  hope  you  will  make 
good  use  of  it. 
John  Quincy  Adams 


Liberty  is  always  dangerous, 

but  it  is  the  safest 

thing  we  have. 

Harry  Emerson  Fosdick 


America  is  a  mistake, 
a  giant  mistake! 
Sigmund  Freud 
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There  are  very  few 
things  today  still  being 
made  to  uncompromis- 
ing standards  of  quality. 
This  is  one  of  them.  The 
Bertone  Coupe  by  Volvo. 

Examine  its  exterior 
and  you  notice  immedi- 
ately that  the  doors  fit 
perfectly  and  the  finish  is 
flawless.  This  is  because 
the  Bertone  Coupe  is  not 
merely  assembled.  It's 
hand-crafted.  A  distinc- 
tion it  shares  with  only 
world's  most  revered 
imobiles. 
Inside  glove-soft 
ler  that's  hand-fitted 
stitched  over  every 
will  convince  even 
nost  ardent  skeptic 
superior  workman- 
is  not  a  thing  of  the 

However,  you 
In't  acquire  a  Bertone 
pe  to  own  a  car  of 
i  remarkable  quality. 
Volvo  will  admir- 
suffice. 

In  fact,  Volvos  are 
ell-made  their  aver- 
ife  expectancy  is 
up  to  18.7  years  in 
den. 

Of  course  if  you  de- 
to  invest  in  a  Volvo, 
11  need  a  respectable 
.  But  in  return  you'll 
omething  that's  hard 
at  a  price  on.  A  car 
11  come  to  value. 

VOLVO 

ryou  can  believe  in. 


(P  1961  VOLVO  OF  AMERICA  CORPORATION 


E.E  Hutton's  real  estate  investment  tax  shelter 


Next  to  your  home 
this  could  be  your  best 
real  estate  investment. 


An  opportunity  for  profit. 
A  considerable  tax  advan- 
tage. All  under  the  diligent 
scrutiny  of  the  #1  invest- 
ment firm  in  tax  shelters. 
Because  of  skyrocketing 
real  estate  values,  home- 
owners were  actually  star- 
tled recently  by  the  prices 
they  could  demand  for  their 
homes. 

But  you  don't  have  to 
buy  another  house  to  take 
advantage  of  the  profit 
potential  for  real  estate  in  , 
today's  economic  climate. 
A  special  kind  of  real  |jj 
estate  investment. 

E.E  Hutton's  real 
estate  investments  offer  the 
potential  for  both  profit  as  well  as 
considerable  tax  savings. 

But  unlike  many  other  real 
estate  investments,  your  risk  is 
minimized  because  of  our  unique 
and  rigorous  screening  process. 

Quality  is  everything. 
The  best  way  to  minimize  risk  is  to 
Degin  and  end  with  quality. 

And  at  E.E  Hutton,  we  believe 
that  any  real  estate  investment 
should  be,  above  all,  a  top  quality 
and  economically  sound  investment. 
One  that  offers  substantial  profit  po 
tential  first,  tax  advantages  second. 

In  fact,  of  all  the  tax  shelters 
we  look  at  only  1%  ever  pass  our 
tough  standards. 


Our 
real  estate 
philosophy: 
Investment  poten- 
tial first.  Tax 
advantages  second. 
And  it's  all  explained 
in  our  free,  comprehen- 
sive 32-page  booklet. 


How  you  could  save 
on  taxes. 

Tax  deductions  in 
*  real  estate  usu- 
^  ally  stem  from 
depreciation, 
interest 
expenses,  prop- 
erty taxes,  devel- 
opment fees  and 
other  costs. 

Because  dif- 
ferent types  of 
real  estate  invest- 
ments meet  dif- 
ferent investment 
needs  it  is  impor- 
tant you  pick  the 
right  kind. 
While  the  final  choice  is  up  to 
you,  we  are  there  to  help. 

All  our  Account  Executives 
receive  thorough  training  in  all 
aspects  of  tax  shelters,  giving  them 
the  breadth  of  experience  to  tailor 
a  program  to  meet  your  individual 
needs.  Together,  we  have  account- 
ed for  more  sales  every  year  in  tax 
shelters  than  any  other  firm. 

In  fact,  in  1980,  we  became  the 
first  firm  ever  to  surpass  $1  billion 
in  tax  sheltered  investments.  This 
industry  dominance  is  especially 
true  in  real  estate. 

We  wrote  the  book. 
To  make  a  successful  investment 
in  real  estate  it  is  essential  you 
have  a  basic  understanding  of  the 


complexities  and  risks  involved. 

To  help  you  is  our  32- page 
booklet,  "Understanding  Real  Estate 
Investments."  Yours  for  the  asking. 

We  strongly  recommend  that 
you  first  read  this  booklet.  And  then 
discuss  your  financial  objectives 
face-to-face  with  your  E.E  Hutton 
Account  Executive. 

Use  coupon  below.  Or  call,  toll- 
free,  day  or  night,  7  days  a  week: 
(800)  228-2626 

(In  Nebraska,  call  (800)  642-8777). 

TalktoLE  Hutton. 
Face  to  face. 

MFBS  7201  Ma  29~| 

Yes,  I  want  to  know  more  about  real  estate 

investment  tax  shelters. 

□  Please  send  me  your 
comprehensive  32-page 
booklet,  "Understand- 
ing Real  Estate 
Investments!' 

□  Please  arrange  for  a 
face-to-face  meeting 
with  an  E.F.  Hutton 
Account  Executive. 


Name 

Address 

City 

State 

Zip 

Business  Phone 

Home  Phone 

My  E.F.  Hutton  Account  No.  is 

□  I  do  not  have  an  E.F.  Hutton  Account. 

ItFHutton 

E.F.  Hutton  &  Company,  Inc. 
E.F.  Hutton  Information  Center 
P.O.  Box  10318 
Des  Moines,  Iowa  50306 

iJ/Vhen  E.E  Hutton  talks,  people  listen.j 
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67  Cot  er  Story  v  '  'Canada 
is  less  a  country  than 
a  collection  of  little 
worlds,"  says  one  member 
of  Pierre  Trudeau's  cabi- 
net. Now  the  glue  that  joins 
them  is  coming  unstuck. 


35  Computer  Scam  -  A  for- 
mer Supreme  Court  jus- 
tice's son  is  determined  to 
get  to  the  bottom  of  it. 


40  NL  Industries.  How  Ray 
Adam  turned  lead  into  oil 
services. 


31  Insurance: 

Where  Are  The  Profits? 

Universal  life  insurance  is  a  new  wrinkle  that 
looks  like  a  great  deal  for  the  customer  but 
maybe  not  for  the  insurance  companies. 

32  Oil  Companies: 
Who  Needs  Enemies? 

Some  of  big  oil's  best  friends  live  on  Wall 
Street.  So  what  The  Street  is  saying  now  is  a 
double  shock. 

34  Companies: 
Toronto-Dominion  Bank 

Aggressive  Canadians  make  for  good  busi- 
ness— and  unsettling  thoughts. 

35  Investments: 

The  Great  Computer  Scam 

You  don't  need  a  new  game  to  attract  the 
suckers;  just  wrap  an  old  one  in  the  trappings 
of  high  technology,  and  they  will  beat  a  path 
to  your  door. 

37  International  Affairs: 
Poorest  Of  The  Poor 

These  are  not  "less-developed,"  they  are 
least-developed.  Their  present  existence  is 
unimaginably  bleak,  their  future  probably 
even  bleaker. 

40  Companies: 
NL  Industries 

Getting  the  lead  out  of  National  Lead. 

42  Companies: 
Square  D  Co. 

Over  and  over  again,  Square  D  shareholders 
have  had  to  give  up  short-term  earnings  in  the 
interest  of  the  long  term.  Over  and  over  again, 
Mitch  Kartalia  has  proven  the  wisdom  of  that 
strategy. 

46  Housing: 

The  Final  Whistle? 

After  trying  to  sell  their  five-bedroom  house 
in  Fairfax,  Va.  for  five  months  without  a 
single  realistic  offer,  Carilyn  and  John  Red- 
man decided  to  raffle  it  off.  Ingenious?  Sure, 
but  also  more  than  a  little  ominous. 

47  Housing: 

The  Bluebird  Of  Happiness 

It's  a  second  mortgage,  to  hear  the  bankers 
tell  it.  But  a  house  is  to  live  in,  not  to  leverage. 


52  The  Up-And-Comers: 
Emerson  Radio 

Remember  that  famous  old  name?  Its  current 
owner  is  Steve  Lane's  cost-conscious  little 
company,  which  sees  a  glittering  prize  ahead 
after  "20  years  of  walking  around  turning  off 
the  lights." 

58  Companies: 

Cleveland  Wrecking  Co. 

Construction  means  destruction,  which  is 
just  the  way  Bill  Fenning  likes  it. 

60  Companies: 
Denny's  Inc. 

When  in  doubt,  don't  panic. 

65  Companies: 
Kellogg  Co. 

Hardly  anything  has  as  much  snap,  crackle 
and  pop  on  its  earnings  report  as  cereal.  But, 
to  keep  on  growing,  the  autocrat  of  the  break- 
fast table  may  have  to  settle  for  lower  profits 
from  something  else. 


67  Cover  Story: 

Trudeau's  Real  Strategy 

Those  socialistic  energy  policies  are  not  a  real 
ideological  leap  to  the  left;  they  are  ammuni- 
tion in  Pierre  Elliott  Trudeau's  battle  to  keep 
his  country  from  breaking  apart. 


75  Economics: 

Louis  Kelso  And  The  Two-Factor  Theory 

A  man  who  upsets  both  Right  and  Left  can't 
be  all  bad. 

82  Taxing  Matters: 
The  Bounty  Hunters 

Like  many  a  government  program,  the  Tar- 
geted Jobs  Tax  Credit  was  a  well-meaning 
idea  that  didn't  work.  That's  where  Roy  John- 
son comes  in. 

83  The  Numbers  Game: 

The  Great  Railroad  Wrangle 

It  sounds  like  a  vaudeville  routine.  But  it's 
serious  business. 


84  Personal  Affairs 

There  are  tax  shelters  and  tax  shelters.  In  the 
oil  business,  some  can  get  gooey.  Also:  How 
to  stay  out  of  the  boneyard  when  you  have 
been  bhndsided;  how  to  incorporate  yourself 
for  fun  and  profit. 
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65  Kellogg:  A  $50  million 
gamble  on  a  new  kind  of 
cereal 


75  Louis  Kelso  By  looking 
for  answers  instead  of 
cant,  he  came  up  with  the 
philosophy  behind  ESOPs. 


82  Taxing  Matters.  Don't 
blame  Roy  Johnson.  Blame 
your  Congressman. 


108  The  Streetwalker:  How 
come  the  shoe  industry  has 
legs  these  days.' 


Faces  Behind  The  Figures 

92  Reynold  Schwab, 

Sw&sair 

92  Thomas  Jacobsen, 

United  Canso 

94  Harry  Helmsley, 

Real  estate  developer 

94  Thomas  Kenney, 

Charter  Co. 

94  Ben  Morgan, 

Dairymen,  Inc. 

96  Philip  F.  Johnson, 

Commodity  Futures  Trading  Commission 

96  Sir  George  Jefferson, 
British  Telecom 

97  Richard  Jenrette, 
Donaldson,  Lujkin  &  Jenrette 
97  William  Fine, 
Frances  Denney  Corp. 


102  The  Funds: 

The  Big  Boil-Up  In  O-T-C  Stocks 

What's  your  strategy?  Trim  sail  into  cash? 
Peel  off  some  high  multiples?  Lighten  up  on 
the  high-tech  stuff?  For  many  of  the  pros 
these  days,  the  answer  is  all  of  the  above. 


106  The  Money  Men: 

Richard  J.  Hoffman  Of  Merrill  Lynch 

It's  not  just  that  you  said  it,  it's  when  you 
said  it.  Hoffman  wants  the  record  straight. 


108  The  Streetwalker: 

The  Shoe  Industry,-  Witco;  Asarco 

There's  a  new  shine  on  the  shoe  companies 
these  days,  and  they're  walking  Wall  Street 
in  style.  Witco  Chemical  Corp.  and  its  Ken- 
dall Motor  Oil  appear  to  be  suffering  from 
engine  knock — but  investors  who  look  un- 
der the  hood  may  find  some  tempting  un- 
dervalued assets.  And  around  Asarco,  MIM's 
the  word. 

110  Statistical  Spotlight: 
The  20-10-10  Screen 

Buying  growth  stocks  without  paying  a  pre- 
mium would  seem  like  having  your  cake  and 
eating  it,  too.  One  professional  investment 
adviser  has  devised  an  approach  to  it.  But  not 
many  stocks  get  through  his  computerized 
screening  process. 
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If  economists  don't  trust  him, 
he  can't  be  all  wrong 

Associate  Editor  Allan  Sloan  is  not  easily 
persuaded,  but  he  clearly  was  impressed  by 
Louis  Kelso  and  two-factor  economic  theory. 
A  compact,  ruddy-faced  San  Franciscan  now 
in.  his  late  60s,  Kelso  developed  original 
ideas,  which  are  ignored  by  conventional 
economists  even  after  three  decades  but  have 
already  had  a  considerable  impact  on  our 
corporate  economy.  After  weeks  of  digging, 
Sloan  says:  "Kelso's  got  something."  Got 
what?  Certainly  not  academic  respectability; 
at  least  five  publishers  have  turned  down 
Kelso's  latest  book,  and  he's  rarely  mentioned 
in  economic  courses.  What  he  has  got  is  the 
respect  and  support  of  the  canny  U.S.  Senator  Russell  Long.  That  plus 
the  existence  of  thousands  of  Employee  Stock  Ownership  Plans,  a 
direct  outgrowth  of  Kelso's  theory.  The  story  begins  on  page  75. 

Sophisticated  arbitrage 

Why  is  Seagram  going  after  Conoco  ("Break  up  big  oil?"  p.  32)?  We 
would  call  it  sophisticated  arbitrage  between  low  prices  in  the  stock 
market  and  high  prices  for  oil  properties.  After  selling  oil  in  the 
ground  for  $12  a  barrel,  it  is,  in  effect,  using  the  money  to  buy  other  oil 
for  $6  a  barrel  by  buying  a  huge  block  of  Conoco  stock.  The  deal  is  an 
oil  play,  but  in  a  larger  sense  it's  a  metaphor  for  the  huge  undervalua- 
tion of  most  common  stocks  in  terms  of  underlying  assets  and  an 
explanation  for  the  market's  preoccupation  with  the  takeover  game. 

Oh,  Canada 

As  most  school  kids  know,  the  original  13  colonies  came  within  a 
hairbreadth  of  bringing  Canada  into  their  rebellion  against  the  British 
Crown.  In  a  blinding  snowstorm  on  New  Year's  Eve  1775,  1,700 
Yankees,  with  Benedict  Arnold  as  one  of  their  generals,  came  close  to 
capturing  Quebec.  Forbes'  Jerry  Flint,  a  history  buff,  reminded  us  of 
this  while  we  were  preparing  the  cover  story  on  Canada  that  begins 
on  page  67.  Flint  says  that  the  invasion  turned  the  Canadians  off,  in 
part,  because  of  all  the  worthless  paper  money  that  the  Continentals 
spread  around  up  north.  Cheer  up,  though.  Yankee  dollars  are  going  for 
about  $1.20  in  Canada  these  days,  and  Forbes  reports  that  Canadians 
aren't  as  anti-American  business  as  they  may  sound — an  ancient 
invasion  and  more  recent  incidents  notwithstanding. 

Clarity  begins  at  home 

Next  time  someone  tells  you  conservation  has  reduced  demand  for  oil 
and  helped  bring  prices  down,  remind  him  there  wasn't  much  conser- 
vation before  prices  went  up.  Why  not  give  credit  where  credit  is  due: 
to  the  decontrol  of  oil  prices  and  to  the  operation  of  the  free  market, 
not  to  some  sentimental  concept.  We  don't  know  many  people  who 
are  "conserving,"  but  we  know  lots  who  are  trying  to  save  money. 
You  can't  analyze  events  properly  unless  you  label  them  accurately. 
Words  do  matter.  Sloppy  language  can  lead  to  sloppy  public  policy. 
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The  man  behind  this  hand  is  Michael  Coleman. 
The  company  behind  this  man  is  IBM. 
There's  a  story  behind  both  of  them. 

After  the  Marines  and  Vietnam,  Coleman  earned  his  MBA  and 
i  began  selling  computers  for  IBM.  Promotion  followed  promotion,  and 
!  he  now  teaches  our  customers  how  to  get  the  most  out  of  their 
computers. 

His  success  doesn't  surprise  us.  People  with  disabilities  keep 
!  proving  that  they  are  as  capable  as  other  workers.  As  reliable. 
As  ambitious.  And  just  as  likely  to  succeed. 

At  IBM  the  proof  is  everywhere,  in  every  part  of  our  business. 

The  same  is  true  at  other  companies. 

Yet,  some  people  just  won't  believe  that  the  disabled  can  do  the  job. 
It  has  to  make  you  wonder  who's  handicapped. 

And  W^ho  ISnt.  ~**~  —~ ■  — »         ®  For  freeinformatumaboutwhat  disabled  persons  can  do 

—    ~  ~  — —  —      for  your  company,  write:  Industry-I^bor  Council, 
ZI    ZT***^.  ZZ  —  ZZ      National  Center  on  Employment  of  the  Handicapped, 
ZZZ!  ZZZZT"  ZZZ  7  Z£Z    Human  Resources  Center,  Box  502,  Albertson,  11507. 


The  inspiration  for  this  series  was  the  question,  "What  are  the  most  critical  issues  facing  the  industries  in  which  LTV  is  active?' 


LTV  Looking  Ahead 


Has  America's  technology  lead  slipped? 
Industrialist  and  educator  agree,  yes. 
Disagree  as  to  why 


INFLATION  MAIN 
CULPRIT 

Dr.  Simon  Ramo 
Director  and  Co-Founder, 
TRW  Inc. 


How  do  we  regain  technological  superiority?  Hosts  of 
negative  factors,  not  involving  science  and 
technology,  have  become  bottlenecks... 

If  broad  technological  inferiority  should  come  to  characterize 
America,  living  standards  certainly  would  drop,  our  security 
would  be  threatened,  and  our  economic  competitiveness  in 
world  markets  would  collapse. 

Unfortunately,  America's  technology  position  has  dete- 
riorated. It  is  not  that  we  have  lost  the  innovative  touch.  Instead, 
hosts  of  negative  factors,  not  involving  science  and  technol- 
ogy per  se,  have  become  dominant  bottlenecks  to  progress. 

Poor  "real"  earnings 

The  main  problem  is  inflation,  which  has  led  to  poor  real  earn- 
ings by  technological  corporations  and  low  cash  flows. 

Since  taxes  are  paid  on  stated  (and  inflated)  profit  figures, 
not  real  ones,  many  corporations  have  been  taxed  nearer  to  80 
percent  of  true  earnings  than  the  reported  40  percent,  the  useful 
cash  flows  often  being  less  than  dividends  paid. 

Not  surprisingly,  the  limited  funds  now  available  for  invest- 
ment typically  are  put  into  "safe"  technology  changes,  those 
representing  only  small  increments.  Bold  technology  advances 
too  often  call  for  more  risk  investment  than  is  to  be  expected  in 
our  inflationary  economy. 

If  we  could  halt  inflation  and  create  tax  incentives  for  invest- 
ment, most  of  America's  technology  lag  would  soon  evaporate. 
New  products  would  blossom  to  create  more  job  opportunities. 
Improved  methods  would  be  developed  to  enhance  productiv- 
ity and  lower  costs — providing  the  base  for  further  growth. 

Another  handicap  to  the  nation's  realization  of  the  full 
benefits  of  technology  advance  has  been  the  growing  adver- 
sary relationship  between  government  and  business.  Ours  is 
not  (and  never  was)  a  totally  capitalistic,  free-market  so- 
ciety. We  are  a  hybrid — partially  a  free-enterprise  economy 
and  a  government-controlled  one.  The  secret  to  success  is  to 
arrange  the  best  functions  for  the  private  sector  and  the 
government. 

One  simple  formula  won't  establish  these  optimum  mis- 
sions. The  government-private  split  of  roles  and  respon- 
sibilities for  energy  activities,  for  instance,  needs  to  be  dif- 
ferent from  that  for  the  sponsoring  of  basic  research,  or  for 


military  weapon  system  development,  or  for  protecting  the 
environment,  or  for  stimulating  the  computer-communica- 
tions revolution. 

One  simple  answer?  No! 

Most  importantly,  we  cannot  hope  to  arrive  at  the  most  sensi- 
ble relationships  by  espousing  either  of  two  exaggerated 
views:  1)  Since  profit-seeking  enterprise  cannot  act  ob- 
jectively in  the  national  interest,  government  control  is  the 
answer.  2)  Since  government  is  a  wasteful,  incompetent 
bureaucracy,  we  should  leave  everything  to  the  free  market. 


LACK  OF  INITIATIVE 
BLAMED 


Robert  C.  Seamans,  Jr. 
Dean,  School  of  Engineering, 
Massachusetts  Institute  of 
Technology 


Years  after  the  energy  embargo,  the  VS.  is  still 
debating  the  advantages  of  various  technologies 
rather  than  mounting  concerted  programs... 

I  must  assert  that  the  U.S.  is  falling  behind  its  true  potential 
in  many  technical  areas.  Note  that  Japanese  radios,  TV's, 
hi-fi's,  automobiles  and  steel,  to  mention  a  few  products, 
are  not  only  lower  priced,  but  usually  of  higher  quality. 

Our  annual  growth  in  productivity  has  dropped  from  over 
3  percent  in  the  60's  to  less  than  1  percent  in  recent  years. 

The  U.S.  can  still  mount  technical  effort  of  the  highest 
quality,  as  evidenced  by  the  recent  Voyager  pictures  of 
Saturn  and  its  moons.  But  years  after  the  energy  embargo  of 
1973-74,  the  U.S.  is  still  debating  the  advantages  of  various 
technologies  rather  than  mounting  concentrated  programs 
to  conserve  energy  and  to  make  alternate  fuels  available. 

Clearly,  the  U.S.  must  become  less  dependent  on  im- 
ported oil,  just  as  the  U.S.  must  protect  its  environment,  im- 
prove worker  safety,  and  provide  more  efficient  transporta- 
tion, food  delivery  and  health  care.  These  objectives  cannot 
be  accomplished  without  the  innovative  use  of  advanced 
technology. 

Many  factors  adversely  influence  the  U.S.  capability  to  in- 
novate. Investment  in  new  technology  can  have  long-term, 
favorable  consequences,  but  corporations  are  judged  quar- 
terly by  their  short-term  profits. 

Capital  for  new  plants  and  facilities  is  difficult  to  form  at 
present  high  interest  rates,  but  the  U.S.  must  invest  today  to 
supply  needed,  high-quality  and  low-cost  products  and  ser- 
vices tomorrow. 

Most  commitments  must  be  made  privately,  but  the  risk 
in  some  cases  may  be  so  great  and  the  scale  of  operations  so 


large,  that  government  financing  is  required — as  in  the 
development  of  fusion  reactors. 

A  "trained  brain"  shortage? 

Advancement,  whether  privately  or  publicly  funded,  de- 
pends heavily  on  a  steady  flow  of  scientifically  and  techni- 
cally qualified  individuals. 

The  number  of  engineers  graduating  at  the  bachelor's 
level  has  increased  in  the  past  ten  years.  But  the  number  is 
not  sufficient  to  satisfy  today's  demand. 

During  the  past  decade  the  number  of  engineering  stu- 
dents graduating  at  the  doctoral  level  has  fallen  by  over  25 
percent,  thereby  jeopardizing  the  U.S.  capability  for  future 
education  and  innovation.  The  U.S.  educational  system 
from  secondary  school  to  postgraduate  study  cannot  satisfy 
U.S.  technical  needs  without  stronger  support  from  both 
government  and  industry. 

Self-proclaimed  experts  and  sincere,  but  uninformed,  in- 
dividuals advocate  a  return  to  a  simpler  world. 

This  causes  many  to  doubt  the  need  for  advanced 
technology.  Certainly,  technology  hasn't  always  been  used 
thoughtfully — for  the  benefit  of  mankind.  But... the  U.S. 
cannot  provide  for  the  future  without  it. 


WHAT  THE  PUBLIC 

THINKS. 

Reported  by 

Kenneth  Schwartz 

Vice  President,  Opinion 

Research  Corporation 

To  simplify  the  issue,  call  it  "The  technology  race." 
Americans  see  their  country  winning  in  space; 
losing  on  the  highway. 

"With  respect  to  technology  in  general,  is  the  United  States 
now  the  world  leader,  or  have  some  other  countries  over- 
taken us?"  That  was  the  leading  question  on  this  issue. 

Of  the  1,008  people  contacted  in  a  nationwide  telephone 
survey  conducted  for  LTV  by  Opinion  Research  Corpora- 
tion, the  majority  (52  percent)  believe  that  we  are  the  world 
leader  in  technology. 

However,  36  percent  think  we  are  losing  out  to  other  coun- 
tries. "No  opinion"  accounted  for  the  remaining  12  percent. 

Space  and  Steel 

What  about  specific  technology?  In  the  area  of  space  ex- 
ploration, a  resounding  68  percent  felt  America  was  first. 
The  Soviets  trailed  with  22  percent.  Interestingly,  the  poll 
was  taken  in  March,  one  month  before  the  successful  space 
shuttle  flight. 

After  space,  we  asked  for  an  opinion  on  which  country  is 
the  technological  leader  in  different  major  industries. 

A  majority  of  Americans  believe  their  country  is  the 
technological  leader  in  steel  production:  54  percent  versus 
second  place  Japan  with  19  percent.  West  Germany  was  a  dis- 
tant third  with  3  percent. 

Electronics  and  Automobiles 

It  was  a  different  story  when  it  came  to  electronic  products. 
Here,  it  was  virtually  a  tie  between  the  U.S.  and  Japan:  43 
percent  and  39  percent,  respectively.  But  the  higher  the  level 
of  education,  the  more  likely  people  were  to  believe  that 
Japan  has  a  technological  edge.  For  example,  52  percent  of 
the  respondents  with  "some  college  or  more"  named  Ja- 
pan the  electronics  leader — against  41  percent  "voting  for" 
the  U.S. 

As  for  automobiles . . .  Japan  was  the  clear  winner.  A  ma- 
jority of  56  percent  of  Americans  polled  named  Japan  as  the 
technological  leader.  The  U.S.  was  second  with  26  percent, 
West  Germany  third  with  6  percent. 

Again,  the  higher  the  education,  the  more  likely  they  were 
to  name  Japan  as  the  automobile  leader.  In  fact,  among 
those  with  "some  college  or  more"  the  margin  was  65  per- 


cent for  Japan — versus  20  percent  for  the  U.S.  Among  the 
"less  than  high  school"  group,  the  tally  was  44  percent 
favoring  Japan  versus  35  percent  for  the  U.S.. 


WHAT  LTV  BELIEVES 


Speaking  for  LTV, 
Paul  Thayer 

Chairman  of  the  Board  and 
hi  Chief  Executive  Officer 


//  the  huge  lead  America  built  in  technology  has 
eroded — let  us  hear  the  news  as  reveille,  a  call  to 
action.  Not  as  taps... 

LTV  believes  that  an  ongoing  exchange  of  ideas  between 
industry,  educators  and  government  is  a  sign  of  good  health. 
We  also  believe  the  future  belongs  to  those  who  seize  the 
initiative. 

We're  calling  special  attention  to  the  technology  issue 
because  it  is  a  fundamental  question  in  our  society;  and 
because  we  at  LTV  are  a  technology-focused  company.  Our 
Vought  Corporation  is  on  the  leading  edge  of  space  and 
defense  technology,  and  we  are  applying  advanced  technol- 
ogy in  all  of  our  other  industries — energy,  steel  and  ocean 
shipping. 

LTV  cheered  the  recent  success  of  the  space  shuttle  be- 
cause Vought  technology  played  an  important  role  in  Co- 
lumbia's safe  return.  We  also  cheered  because  we  are 
Americans. 

LTV  shares  the  concerns  expressed  by  Dr.  Ramo  and 
Dean  Seamans.  On  a  positive  note,  the  space  shuttle  is  a 
dramatic  example  of  what  can  happen  when  America  makes 
its  commitment  to  excellence. 

Report  on  Vought 

LTV  has  made  progressive  moves  at  Vought.  Not  many 
years  ago,  Vought  was  considered  to  be  an  airplane  com- 
pany. Airplanes  are  still  part  of  our  business.  But  only  part. 
Today  Vought  is  a  high-technology  contractor,  a  company 
that  must  be  categorized  by  its  capability,  not  by  its  end 
product. 

The  point  is  best  made  with  examples.  The  U.S.  Army's 
Multiple  Launch  Rocket  System  is  the  cornerstone  of  a 
growing  rocket  and  missile  business.  The  U.S.  Air  Force 
Space  Division's  Air-Launched  Anti-Satellite  Weapon  is 
another  major  ongoing  project.  Vought  is  involved  with  the 
U.S.  Navy's  Supersonic  Tactical  Missile  Project.  Work  on 
new  Boeing  757  and  767  programs  is  progressing.  It  is  a  long 
and  impressive  list. 

Overall,  Vought's  sales  in  1980  were  up  nearly  $100  mil- 
lion to  $652  million.  The  future  is  bright  with  a  backlog  of 
over  $1.5  billion. 

Other  issues  will  be  discussed 

This  is  one  of  a  series  discussing  issues  critical  to  the  LTV 
companies.  Responsible  spokespeople  with  distinct  views 
— usually  opposite— are  heard  from  in  each.  Current  public 
opinion  is  also  reported. 

What  are  your  views?  Let  them  be  known.  Write  your 
elected  officials.  If  you  own  stock  in  a  technology  company, 
write  the  chairman.  To  be  put  on  the  LTV  Issues  mailing  list 
write  me,  Paul  Thayer,  P.O.  Box  225003-2D,  Dallas,  TX 
75265. 

The  LTV  Companies 

Jones  &  Laughlin  Steel,  Continental  Emsco  Company, 
Vought  Corporation,  Kentron  International,  Lykes  Bros. 
Steamship  Co.,  Inc. 


LTV 


The  LTV  Corporation 

Dallas,  TX  75265 


Trends 


Turn  to  the  right 

The  Reagan  landslide  wrote  the  head- 
lines but  the  most  significant  political 
story  of  last  year  was  the  1980  census, 
in  the  judgment  of  Kenneth  Randall, 
president  of  the  Conference  Board, 
the  New  York-based  national  business 
group.  The  head  count  showed  him 
that  "a  widespread  realignment  of  po- 
litical loyalties  is  under  way."  The 
gains  in  the  West  and  the  South,  in 
his  view,  suggested  that  conservative 
economic  policies  could  rule  for  the 
1980s  and  beyond.  The  numbers,  he 
notes,  mean  that  the  South  and  West 
will  gain  17  seats  in  the  Congress  that 
convenes  in  1983,  all  of  them  at  the 
expense  of  the  East  and  Midwest. 
Looking  to  1984,  he  points  out  that 
the  three  fastest-growing  states — 
Florida,  Texas  and  California — will 
control  more  than  a  third  of  the  elec- 
toral votes  needed  to  win  the  next 
presidential  election.  Aside  from  ge- 
ography, Randall  also  sees  the  conser- 
vative groundswell  gaining  from  the 
swift  growth  of  the  over-65  part  of  the 
population,  a  traditionally  conserva- 
tive group.  By  1988  this  segment  is 
expected  to  climb  from  today's  25 
million  to  29  million. 

The  $8  million  man 

What  makes  a  supersalesman  run?  To 
find  out,  pollster  Louis  Harris  was 
asked  by  Chemical  Bank  to  study  the 
insurance  industry's  Million  Dollar 
Round  Table,  whose  members  now 
must  place  $1.6  million  a  year  to 
qualify  (and  will  have  to  hit  $1.9  mil- 
lion for  a  1982  seat).  Harris'  telephone 
troopers  talked  to  402  of  the  17,526 
members,  with  special  emphasis  on 
New  York  agents  and  the  elite  at  the 
"Top  of  the  Table"  (who  had  to  sell 
$8.25  million  to  make  this  year's  list). 
Along  with  the  vital  statistics — 40  to 
50  years  old,  at  least  a  bachelor's  de- 
gree, 15  to  20  years  in  business,  medi- 
an income  $50,000  to  $75,000— the 
poll  found  that  the  supersalesmen 
("men"  because  only  a  handful  are 
women)  ranked  self-confidence  as 
their  most  important  asset  and,  con- 
trary to  the  insurance  jokes,  aggres- 
siveness as  the  least  needed  trait.  The 
Round  Tablers  said  their  number  one 
determinant  in  how  much  time  to 
give  a  customer  was  the  likelihood  of 
the  buyer's  keeping  up  his  policies; 
last  on  this  list  was  the  expected  first- 
year  commission.  As  for  backup  help 
from  the  industry  itself,  the  agents 
put  continuing  education  on  new  in- 


surance products  in  first  place.  All 
those  catchy  insurance-company 
commercials  and  glossy  brochures  in 
the  mail,  the  Round  Tablers  said, 
were  of  relatively  little  help. 

Who  wants  the  young? 

Despite  Washington's  contentions, 
private  employers  will  not  pick  up 
many  of  the  300,000  unskilled  youths 
now  in  federal  job-training  programs, 
even  if  the  government  pays  all  or 
most  of  their  wages.  That  is  the  con- 
clusion of  a  new  study  by  the  Man- 
power Demonstration  Research 
Corp.,  a  seven-year-old,  privately  and 
federally  financed  New  York  group 
that  supervises  and  studies  such  aid 
plans.  Even  at  a  wage  well  below  the 
federal  $3.35-an-hour  minimum,  says 
the  group's  president,  William 
Grinker,  only  50,000  to  60,000  of 
these  workers  might  be  hired  and  the 


Women  at  war 


Young  men  in  New  York 

Who  will  put  them  on  the  payroll? 

total  would  probably  be  closer  to 
25,000.  His  findings  came  from  stud- 
ies in  1 7  cities  where  employers  were 
subsidized  to  hire  unskilled  youths.  A 
special  study  in  Baltimore  and  De- 
troit, for  example,  found  that  only 
18%  of  private  firms  hired  such  work- 
ers even  when  Uncle  Sam  picked  up 
the  whole  wage  tab  and  asked  for 
minimal  paperwork;  in  Detroit,  par- 
ticipation dropped  to  10%  when  em- 
ployers were  asked  to  reimburse  the 
program  for  25%  of  the  payroll.  (Near- 
ly 6,000  employers  did  take  part  but 
most  hired  only  two  or  three  persons.) 
The  research,  financed  by  two  Rocke- 
feller-backed groups  and  the  Depart- 
ment of  Labor,  did  show  that  private 
employment  for  the  young  was  a  good 
idea  but,  it  concluded,  "the  private 
sector  alone  cannot  be  the  answer  to 
problems  of  youth  employment,  at 
least  for  low-income,  minority 
youths." 


The  militant  National  Organizatio; 
for  Women  has  renewed  its  war  wit! 
the  insurance  business,  focusing  oi 
what  it  calls  unfair  pricing  that  ha 
men  and  women  paying  differen 
rates  for  the  same  policies.  The  lates 
round  was  fought  at  hearings  in  th 
House,  where  John  Dingell  (D-Mich 
has  a  bill  to  change  the  practice 
NOW's  argument  centers  on  the  actu 
arial  tables  used  to  set  rates.  Becausi 
the  numbers  show  women  livin 
longer  than  men,  they  pay  less  for  1  if 
insurance,  more  for  annuities;  be 
cause  they  are  statistically  safer  driv 
ers,  they  pay  less  for  auto  coverage 
Wiping  out  the  differences  couk 
mean  higher  rates  but  NOW  feels  th< 
price  is  worth  it  to  end  discriminal 
tion.  The  price  would  not  be  small 
The  American  Academy  of  Actuarie: 
told  Congress  that  if  those  tables  hac 
to  be  ignored,  women  would  pay  $36( 
million  a  year  more  for  life  insurance 
and  men  $360  million  less.  (The  in 
dustry  argues  it  must  cover  the  risks 
or  go  out  of  business.)  For  auto  poli- 
cies, the  actuaries  said  women  woulc 
shell  out  $700  million  more  (and  mer 
that  much  less).  The  business  argu- 
ment was  summed  up  at  the  hearings 
by  Barbara  Lautzenheiser,  a  senioi 
vice  president  of  Phoenix  Mutual: 
Dingell's  bill,  she  said,  "would  remove 
one  of  the  primary  pricing  tools  used! 
by  insurance  companies."  Dingell's- 
bill  got  nowhere  last  year  and,  given 
Congress'  1981  work  load,  it  will 
probably  fare  no  better  this  year.  But, 
in  politics,  who  knows? 
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The  vanishing  professor 

Demand  for  engineers  is  so  intense 
that  colleges  now  find  it  impossible  to 
hang  on  to  professors  or  to  hire  new 
ones.  Despite  the  clamor  from  indus- 
try for  technical  talent,  some  schools 
are  freezing  or  even  cutting  enroll- 
ment because  of  lack  of  faculty.  The 
country's  270  engineering  schools 
need  at  least  2,000  teachers,  says  W. 
Edward  Lear,  executive  director  of  the 
American  Society  for  Engineering 
Education.  The  root  of  the  problem  is 
money.  Lear,  formerly  dean  of  engi- 
neering at  the  University  of  Alabama, 
says  a  full  professor  making  $32,000 
can  easily  command  $50,000  in  indus- 
try, and  a  young  graduate  can  start  at 
$5,000  more  than  his  old  teachers. 
Even  those  willing  to  go  on  to  higher 
degrees  don't  last.  "I  just  lost  an  asso- 
ciate professor  to  Boeing,"  complains 
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Donald  Rathbone,  engineering  dean 
at  Kansas  State.  "I  was  paying  him 
$30,500.  Boeing  offered  $46,000." 
Symptomatic  of  the  classroom's  lack 
of  appeal  is  that  engineering  bache- 
lor's degrees  have  increased  54%  in 
the  last  five  years,  while  doctorates 
have  dropped  13%.  Corporations  lur- 
ing away  professors  with  those  lush 
salaries  are  well  aware  of  the  long- 
term  damage  this  threatens.  Eight  of 
the  biggest — AT&T,  Du  Pont,  Exxon, 
General  Electric,  General  Motors, 
General  Telephone,  IBM  and  Union 
Carbide — have  anted  up  a  pool  of 
$200,000  to  help  recruit  teaching  tal- 
ent. The  recruiter  (still  to  be  named) 
will  work  with  Lear  at  the  engineer- 
ing education  society. 

Portrait  of  a  home  buyer 

Last  year's  typical  first-time  home 
buyer  was  28.3  years  old  with  a  family 
of  2.4,  who  paid  a  median  price  of 
$61,450  with  an  average  down  pay- 
ment of  20.5%.  That  profile  was 
drawn  by  a  survey  made  in  1 1  cities 
by  the  Family  Housing  Bureau,  an  arm 
of  the  Chicago  Title  Insurance  Co. 
The  1980  repeat  buyer  shaped  up  as 
36.4  years  old  with  a  family  of  three, 
who  paid  a  median  price  of  $75,750 
with  32.7%  down.  The  major  differ- 
ence between  the  1980  buyers  and 
their  counterparts  in  a  1979  survey 
was  that  in  1979  the  first-time  home- 
steader paid  a  median  price  then  of 
$50,800,  while  the  repeat  buyer  laid 
out  $64,600. 

Woe  among  the  weavers 

U.S.  textile  manufacturers  are  back  at 
Washington's  wailing  wall  about  im- 
ports from  so-called  developing  na- 
tions. The  flow  of  textiles  from  these 
foreign  competitors  will  set  a  record 
this  year,  charges  Robert  Coleman, 
president  of  the  American  Textile 
Manufacturers  Institute.  Exporters 
like  South  Korea,  Taiwan,  Hong  Kong 
and  China,  he  argues,  will  ship  4.9 
billion  yards  to  the  U.S.  in  1981,  a 
12%  increase  over  last  year  and,  he 
points  out,  except  for  China,  that 
group  can  hardly  be  considered  less 
developed.  Coleman  would  like  to  see 
the  1977  textile  trade  agreement  re- 
written to  bring  it  more  in  line  with 
the  growth  of  the  American  market. 
Last  year's  trade  deficit  in  textiles  and 
clothing,  he  notes,  was  $4.1  billion, 
compared  with  $3.3  billion  in  1977. 


Put  Burns  between 
you  and  trouble. 


urns  Guards  were  at  the 
wedding,  controlling 
\_     traffic  and  parking, 
directing  guests,  and 
protecting  the  newlyweds' 
valuable  gifts.  Our  guards 
perform  a  wide  variety  of 
essential  protective  services 
in  shopping  malls,  banks, 
high-  rise  office  buildings, 
industrial  facilities,  airports, 
sports  arenas,  convention 
centers  and  nuclear 


1 


power  plants. 


Accident  or  arson? 
L  Burns  professional 
agents  perform  many 
investigations  services 
including  confirmation  of 
insurance  claims,  pre- 
employment  screening 
and  credit  checks,  as  well 
as  undercover  operations 
against  theft,  industrial 
espionage  and  m-plant 
narcotics  use  or  sale. 


Burns  Integrated 
Systems  designs, 
installs  and  maintains 
electronic  security 
systems.  Call  on  us  for 
custom-designed  access 
control,  intrusion,  fire, 
alarm,  audio-visual  or 
energy  management 
systems. 
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ndustrial  pilferage  alone  now  costs  business  over 
$12  billion  annually.  Burns  will  analyze  your  needs 
and  provide  a  custom  designed  combination 
of  investigations  services,  electronic  eguip- 
ment  and  uniformed 
guards  to  protect 
your  organization 
■j 1   and  its  assets. 


i  We  protect 
-  your  people, 
your  property, 
your  profits. 

©  1981,  Burns  International  Security  Services. 


POPP.  Don't  wait 
A  KbUal  i  trouble 
to  strike.  Send  for  our 
helpful  booklet, 
"Protecting  people, 
property  and  profits." 
Burns  International 
Security  Services,  Inc. 
P.O.  Box  10934,Chicago, 
Illinois  60610 
Mail  this  coupon  today. 
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Telephone  Area  Code  (  ) 


For  faster  action  call  toll  free-free  800-621-1776  Illinois  312-951-7692 
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The  success 
of  nine  companies 

starts  with 
the  nine  at  the  top 


Wm  Howard  Beasley  III  Lawrence  G  Blackmon  James  E  Chenault,  Jr. 

President  and  President  and  President  and 

Chief  Executive  Officer.  Chief  Executive  Officer.  Chief  Executive  Officer. 

Velsicol  Chemical  Corp  Microdot  Inc  Lone  Star  Steel  Co 


John  B  Holland  Thomas  P  Kemp  Richard  J  Newman 

Chairman  and  President  and  President  and 

Chief  Executive  Officer.  Chief  Executive  Officer.  Chief  Executive  Officer, 

Union  Underwear  Coca-Cola  Bottling  Co  The  Buckingham  Corp 

Company,  Inc.  of  Los  Angeles 


Peter  H  Noznesky  Otto  A  Payonzeck  Robert  C  Turrentine 

Chairman  and  President  and  President  and 

Chief  Executive  Officer,    Chief  Executive  Officer,  ,  Chief  Executive  Officer, 

General  Battery  Corp.      Universal  Manufacturing  Acme  Boot  Company,  Inc. 
Corp 


Especially  when  our 
goal  is  that  our  com- 
panies be  leaders  in  their 
industries  and  perform 
better  than  their  com- 
petitors, even  in  difficult 
years. 

This  requires  strong 
chief  executives.  With 
strong  management 
teams  to  back  them  up. 

Our  compound  annual 
growth  rate  of  20.6  per- 
cent in  earnings  per  share 
since  our  founding  in 
1968  is  proof  of  their 
excellent  performance. 
Over  the  same  period 


(1968-80),  the  earnings 
per  share  of  Standard  & 
Poor's  400  compounded 
at  8.3  percent. 

Experience  Makes 
the  Difference 

Our  chief  executives 
have  an  average  of  21 
years  experience  in  their 
respective  industries.  The 
type  of  industry  back- 
ground required  to  build 
our  companies,  take 
advantage  of  their  unique 
market  opportunities, 
and  keep  them  moving 
ahead. 

They  provide  the  leader- 
ship and  experience  we 
look  for  in  the  companies 
we  acquire.  In  fact,  one 
of  our  most  important 


acquisition  criteria  is  that 
a  company  be  well  run 
and  have  a  management 
that  is  willing  to  remain. 
We  believe  a  company's 
assets  include  the  quality 
of  its  management. 

We  also  believe  that 
strong  people  won't  stay 
where  they're  not  chal- 
lenged. Each  of  our  com- 
panies is  an  autonomous, 
independently  audited 
operation  with  a  median 
sales  volume  in  1980  of 
more  than  $260  million. 

We  give  each  of  our 
chief  executives  maxi- 
mum control  over  his 
company's  day-to-day 
operations.  He  determines 
his  company's  goals,  as 
well  as  the  strategies  and 
programs  required  to 
accomplish  them. 

In  turn,  our  chief 
executives  know  that 
Northwest  Industries'  first 
priority  is  sound  invest- 
ment in  its  nine  operating 
companies.  We  encour- 
age the  development 
of  high  return  capital  pro- 
posals from  our  compa- 
nies. Our  criteria  require 
that  these  investments, 
including  associated 
working  capital,  hold  the 
likelihood  of  an  aftertax 
discounted  cash  flow  rate 
of  return  of  more  than 
15  percent. 

Incentives  Foster 
Achievements 

Strong  financial  in- 
centives make  our  system 
work.  After  all,  it's  our 
companies  that  make  the 
dollars  for  our  stock- 
holders. The  compensa- 
tion for  each  of  our  chief 


executives  and  his  key 
officers  is  tied  to  their 
company's  performance, 
based  typically  on  profit- 
ability, working  capital 
control  and  return  on 
capital.  It's  the  kind  of 
arrangement  the  right 
people  thrive  on. 

We're  proud  of  the 
achievements  of  our  chief 
executives  and  their 
companies.  Our  system 
has  worked  for  us. 

Dividend  Continues 
to  Grow 

This  growth  has  allowed 
our  dividend  to  increase 
regularly  -  from  a  year- 
end  annual  rate  of  $.25 
in  1971  to  $2.68  in  1981. 
Meanwhile,  our  payout 
ratio  declined  from  54 
percent  to  approximately 
30  percent  expected  for 
this  year. 

Growth  like  this  can't 
happen  without  excellent 
management  at  each  of 
our  companies.  To  find 
out  more  about  our  sys- 
tem of  management  and 
its  results,  send  for  our 
annual  report  or  our  SEC 
Form  10-K.  Write  us 
at  6300  Sears  Tower, 
Chicago,  IL  60606. 


Northwest  Industries,"10 

c  Northwest  Industries,  Inc.,  1981 


Follow-Through 


Maui 
$500,000 
Coasta  Del  Sol 
$785,000 
Palm  Beach 
$900,000 

Malibu 
$1,400,000 

HILTON  HEAD,  SC 


$ 


?  ?  ?  ?  ? 


Today,  one  of  the  few  quality 
places  in  the  world  where  ocean- 
front  villas  are  still  available.. .Hilton 
Head  Island. ..an  exclusive  luxury 
resort,  a  cut  above  the  rest. ..a 
limited  number  of  completely  fur- 
nished oceanfront  residences  are 
available  in  the  Hilton  Head  Island 
Beach  &  Tennis  Resort  from 
$66,900,  90%  financing,  $6,700 
downpayment.  Inquire  today.  Soon, 
the  Hilton  Head  opportunity  may 
cost  as  much  as  the  rest. 

Call  collect  (803)  785-8666. 

360  payments  of  $803  48  APR  16.375%  (subject  to 
change.)  Not  valid  in  states  where  prohibited  by  law. 


CHANGE  OF  ADDRESS 

If  you  arc  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming. 
Enter  your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on 
this  form  and  check  the  subscription 
you  prefer.  □  1  year  $30  □  3  years  $60 
(the  equivalent  of  one  year  free).  Canadi- 
an orders,  add  $5  a  year.  Orders  for  other 
countries  add  $18  a  year. 

Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  N.Y.  10011 
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Manna  from  Mac  Arthur 


Poets,  professors,  physicists  and  sun- 
dry other  pundits  came  in  to  their 
own  last  month  when  the  $840  mil- 
lion MacArthur  Foundation  passed 
out  the  first  of  its  prize  awards  to  21 
"exceptionally  talented  individuals," 
no-strings  gifts  of  $24,000  to  $60,000 
annually  for  five  years.  Two  years  ago 
the  idea  of  handouts  such  as  these  was 
one  cause  of  the  "backbiting,  sniping 
and  threats  of  lawsuits"  that  Forbes 
(June  11,  1979)  saw  besetting  the  new 
foundation. 

The  infighting  pitted  J.  Roderick 
MacArthur,  son  of  insurance  billion- 
aire John  D.  MacArthur,  against  the 
rest  of  the  foundation's  board.  The 
elder  MacArthur  had  willed  his  Bank- 
ers Life  &  Casualty  Co.  to  the  founda- 
tion, to  spend  as  it  chose.  His  son 
wanted  to  use  the  hoard  in  the  style  of 
the  Medicis  to  encourage  the  higher 
things  in  life.  ("We'll  fund  Michelan- 
gelo," he  told  Forbes.)  The  other 
board  members,  old  associates  of  John 
MacArthur,  had  grave  reservations. 

In  mid- 1979,  however,  seven  out- 
siders were  added  to  the  board.  One  of 
them,  John  Corbally,  former  head  of 
the  University  of  Illinois  (and  still  a 
member  of  the  Urbana  faculty),  be- 
came president,  thus  breaking  one 
deadlock.  Asked  if  harmony  now 
rules,  he  says,  "By  all  means."  Cer- 
tainly the  foundation  has  put  its  mon- 


ey-giving act  together.  In  1978,  its 
first  year,  gifts  amounted  to  $50,000; 
the  following  year,  the  flow  swelled  to 
$3.5  million  and  in  1980  reached  $42 
million.  This  puts  it  on  target  with 
the  law's  requirement  that  founda- 
tions spend  the  equivalent  of  5%  of 
their  assets  each  year. 

The  breakdown  for  1980  also  shows 
that  while  Rod  MacArthur  would  get 
his  Michelangelos,  the  bulk  of  the 
money  would  aim  at  more  conven- 
tional goals.  Last  year  $8  million  went 
to  mental  health,  $9  million  to  $10 
million  in  "general  grants"  to  educa- 
tion, good  government  causes  and  the 
like,  $1.25  million  in  special  good- 
citizen-type  awards,  $1  million  to  res- 
cue Harper's  and,  biggest  of  all,  1.5 
miles  of  Palm  Beach  oceanfront  worth 
$18.3  million  as  a  public  park  memo- 
rializing the  late  John  MacArthur. 
(The  state  of  Florida  and  Palm  Beach 
County  paid  $23  million  for  another 
263  acres.) 

Rod  MacArthur  may  not  be  getting 
his  original  wish  of  spending  80%  of 
the  foundation's  resources  on  his 
prizewinners  but  he  is  closer  than  the 
figures  show.  When  he  first  talked  of 
that  80%,  Corbally  notes,  the  Bankers 
Life  stock  that  is  the  foundation's  sole 
asset  was  listed  at  only  about  $250 
million,  compared  with  today's  $840 
million.   "Our  aspirations  are  un- 


Onawing  by  Stevenson,  ©19&1  The  Sew  Yorker  Magazine,  trie 


"Here's  to  the  greatest  goddam  foundation  in  the  history  of  foundations- 
the  Mac  Arthur  Foundation,  or  whatever  the  hell  it's  called!" 
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In  pension  investing,  consistency  counts 


The  Bankers  Life  equity  fund 
outperformed  the 
Standard  &  Poor's  500  by 
69.91  since  1970. 


11  Year  Investment  Return 

Total  accumulation  on  December  31 , 1 980  of  $1 .00  invested  on  January  1  of  each  year  since  1 970. 


Standard  &  Poor's  500 


Hi  $20.93 


— 69.9%-*l 
GREATER! 


$27.87 


The  Bankers  Life  Separate  Account  A 


The  performance  of  The  Bankers  Life  of  Des  Moines 
Separate  Account  A  is  a  matter  of  record.  According 
to  both  RIPER,  and  AG.  Becker,  The  Bankers  Life 
equity  fund  has  been  one  of  the  most  successful  and 
consistent  over  the  past  decade. 
For  example,  $1.00  invested  each  year  since  1970 
in  the  Standard  &  Poors  500  would  have  grown  to 
$20.93  by  the  end  of  1980.  $1.00  a  year  in  our 
Separate  Account  A  would  have  grown  to  $27.87. 
This  performance  record  doesn't  guarantee  a  similar 
growth  in  the  years  ahead.  But  it  strongly  supports 
the  investment  policy  of  The  Bankers  Life  that  con- 
centrates on  long  term  value ...  where  it  should  be 
when  dealing  with  extended  employee  benefit 
obligations. 

|  THE 

BANKERS 
LIFE 

BANKERS  LIFE  COMPANY    DES  MOINES,  IOWA  50307 


Check  us  out  with  P.I.P.E.R.  and  Becker. . . 
and  you'll  want  to  get  to  know  us  better. 

If  consistency  is  what  you  want  for  your  pension  or 
profit  sharing  plan,  mail  the  coupon.  Or,  if  you  prefer 
more  immediate  action,  call  your  local  Group  Office 
of  The  Bankers  Life  listed  in  the  Yellow  Pages. 

*Source:  RI.PE.R.,  3/81 .  Market  value  plus  dividends. 

 , 

FB-71 

The  Bankers  Life,  Consumer  Services 

Des  Moines,  Iowa  50307 
I'd  like  to  know  more  about  Separate  Account  A. 
Our  plan  is        □  defined  benefit        □  defined  contribution 

Name  


Title. 


Company. 
Street  


City. 


.State. 


.Zip. 


This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an 
offer  to  buy  these  securities.  The  offer  is  made  only  by  the  Prospectus. 


New  Issue  /  June  24,  1981 


2,400,000  Shares 

Ryder  System,  Inc. 

Common  Stock 

($.75  par  value) 

Price  $34.75  Per  Share 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which  this 
announcement  is  circulated  only  from  such  of  the  undersigned 
as  may  legally  offer  these  securities  in  such  State. 


Salomon  Brothers 

Bache  Halsey  Stuart  Shields         The  First  Boston  Corporation         Bear,  Stearns  &  Co. 

Incorporated 

Blyth  Eastman  Paine  Webber      Dillon,  Read  &  Co.  Inc.       Donaldson,  Lufkin  &  Jenrette 

Incorporated  Securities  Corporation 

Drexel  Burnham  Lambert  Goldman,  Sachs  &  Co.  E.  F.  Hutton  &  Company  Inc. 

Incorporated 

Kidder,  Peabody  &  Co.  Lazard  Freres  &  Co.  Lehman  Brothers  Kuhn  Loeb 

Incorporated  Incorporated 

Merrill  Lynch  White  Weld  Capital  Markets  Group         L.  F.  Rothschild,  Unterberg.  Towbin 

Merrill  Lynch,  Pierce.  Fenner  &  Smith  Incorporated 

Shearson  Loeb  Rhoades  Inc.    Smith  Barney,  Harris  Upham  &  Co.    Warburg  Paribas  Becker 

Incorporated  A  G  Becker 

Wertheim  &  Co.,  Inc.  Dean  Witter  Reynolds  Inc.  Prescott,  Ball  &  Turben 

ABD  Securities  Corporation  Allen  &  Company  Atlantic  Capital 

Incorporated  Corporation 

Basle  Securities  Corporation  Alex.  Brown  &  Sons  Daiwa  Securities  America  Inc. 
F.  Eberstadt  &  Co.,  Inc.  A.  G.  Edwards  &  Sons,  Inc.  EuroPartners  Securities  Corporation 
Robert  Fleming  Greenshields  &  Co  Inc  Kleinwort,  Benson 

Incorporated  Incorporated 

Ladenburg,  Thalmann  &  Co.  Inc.  Cyrus  J.  Lawrence  McDonald  &  Company 

Incorporated 

Moseley,  Hallgarten,  Estabrook  &  Weeden  Inc.  New  Court  Securities  Corporation 

The  Nikko  Securities  Co.  Nomura  Securities  International,  Inc. 

International,  Inc. 

Oppenheimer  &  Co.,  Inc.  The  Robinson-Humphrey  Company,  Inc. 

Thomson  McKinnon  Securities  Inc.  Tucker,  Anthony  &  R.  L.  Day,  Inc. 

Wood  Gundy  Incorporated  Yamaichi  International  (America),  Inc. 


FollowThrough 

changed,"  he  says.  "Our  assets  have 
changed."  And  that,  Rod  MacArthur 
echoes,  says  it  all. 


How  alive?  How  well? 

With  a  $20  billion  bankroll  and  a  con- 
gressional mandate  to  produce  the 
equivalent  of  2  million  barrels  of  oil  a 
day  by  1992,  the  U.S.  synthetic  fuels 
program  a  year  ago  evoked  dreams  of 
a  man-made  energy  bonanza.  This 
spring  Forbes  (Mar.  30)  concluded 
that  despite  Reagan  budget-cutting, 
the  program  was  still  "very  much 
alive  and  well."  The  euphoria  may 
have  been  a  little  premature. 

First,  when  the  White  House  sent 
its  revisions  of  the  1981  Carter  budget 
to  Capitol  Hill,  funds  for  the  five  syn- 
thetic fuel  "demonstration  projects" 
were  not  in  it.  The  same  fate  awaited 
them  in  the  1982  Reagan  budget  Con- 
gress approved  in  May.  Last  month 
one  of  them,  a  U.S. -Japanese-West 
German  venture  in  West  Virginia  de- 
signed to  turn  6,000  tons  of  high-sul- 
fur coal  a  day  into  20,000  barrels  of  oil 
and  gas,  was  killed. 

One  of  the  five  demonstration 
plants,  this  one  set  for  Kentucky  and 
using  a  process  similar  to  the  West 
Virginia  project,  is  surviving,  but  only 
because  its  backers  have  scrounged 
$135  million  in  holdover  funds  to 
keep  it  alive.  International  Coal, 
which  has  Wheelabrator-Frye  and  Air 
Products  as  partners,  is  spending  $90 
million  on  this  $1.72  billion  project 
and  Kentucky,  $30  million.  Uncle 
Sam  is  supposed  to  pick  up  the  rest. 

The  real  danger  to  the  program,  a 
linchpin  in  any  anti-OPEC  strategy,  is 
the  American  tradition  of  crash  pro- 
grams in  times  of  crisis  that  are  for- 
gotten when  the  peril  passes.  The  U.S. 
embarked  on  a  synthetic  fuels  pro- 
gram in  1944,  for  instance,  in  the  heat 
of  World  War  n.  It  died  peacefully  in 
the  1950s,  swamped  by  a  flood  of  $2- 
a-barrel  Arab  oil. 

President  Reagan's  choice  to  head 
the  Synthetic  Fuels  Corp.,  Oklahoma 
businessman  Edward  Noble,  is  hardly 
a  rabid  booster.  He  said  at  his  Senate 
confirmation  hearings  that  he  would 
carry  out  the  congressional  mandate, 
but  also  expressed  doubts  about  trying 
a  broad  range  of  synthetic  fuel  tech- 
nology. Noble  ran  the  task  force  that 
studied  this  area  for  President-elect 
Reagan  and  the  word  is  that  it  wanted 
to  scrap  the  Synthetic  Fuels  Corp.  out 
of  hand. 


Our  special  money  market  fund  will 
help  get  the  IRS  out  of  your  pocket. 
It  offers  tax-free  income*  with  solid 
stability. 

□  Income  free  of  Federal  income 
taxes. 

□  $1.00  a  share  value.f 

□  Minimum  in  vestment  just  $1,000. 

□  Prompt  liquidity.  Atoll -free  phone 
call  gets  your  money  back. 


□  Free  checkwriting  over  $500. 

□  No  interest  penalty  for  early 
withdrawal.  No  sales cominission. 

□  Easy  to  change  investment 
strategy.  Switch  to  other 

T.  Rowe  Price  Funds  by  phone 

without  charge. 
Call  FREE  1-800-638-5660. 
In  Maryland  1-800-492-1976. 
In  Baltimore  547-2308. 


Enough  is  enough. 


T.RowePmceT\xExempt  A6 
MoneyFund 

A  No- Load  Fund 
T.  Rowe  Price  Marketing,  Inc. 
100  East  Pratt  Street.  Baltimore.  Maryland  21202 

Name  


Address  _ 
City  


.  State . 


_  Zip  _ 


For  more  complete  information,  including  man- 
agement fee  and  other  charges  and  expenses, 
obtain  a  prospectus.  Read  it  carefully  before  you 
invest  or  send  money.  Mncome  may  be  subject  to 
state  and  local  taxes.  tRounded  to  the  nearest  cent. 
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Readers  Say 


Tulsa. . . 

Weve 
Got 

Plenty 
of  Space 
to 

Putter 
Around. 

When  you're  a  site  selector,  space  is  a 
prime  consideration. 

Available  space  to  move  into,  space  to 
grow,  space  to  build  on. 

You'll  find  plenty  of  it  in  Tulsa.  Lots  of 
choices  in  suburbia,  or  in  the  heart  of  the 
business  district.  We're  a  growing  Sunbelt 
city  with  a  location  smack  dab  in  the  middle 
of  it  all. 

Site  selectors  are  impressed  by  our 
communications  network,  our  EDP 
capabilities,  our  dynamic  diversified 
economy,  and  our  wide  open  spaces. 

Look  to  Tulsa  when  you're  puttering 
around.  You'll  find  we've  got  a  lot  on  the  ball. 

For  more  information  on  office  space 
availabilities,  write  to  John  Degitz,  Economic 
Development  Division,  616  South  Boston, 
Tulsa,  Oklahoma  74119.  Or  call 
918/585-1201. 


1981  Economic  Development  Commission  of  Tulsa 


Another  debacle? 

Sir:  Based  on  over  30  years'  experi- 
ence as  an  owner  and  operator  of  a 
radio  station,  television  outlet  and  ca- 
ble company,  I  have  been  totally 
amazed  at  the  millions  and  millions 
being  poured  into  cable  television. 

As  you  pointed  out  (Fact  and  Com- 
ment, June  8),  the  simple  phone  wire, 
together  with  a  2-foot  dish  on  one's 
roof,  will  bring  into  each  home  all  the 
"software"  programming  that  anyone 
will  ever  want,  including  two-way 
communication. 

Could  we  be  witnessing  another  fi- 
nancial debacle  similar  to  the  great 
adventure  into  UHF  not  so  many 
years  ago? 

Your  article  on  Metromedia's  John 
¥A\\ge(June  8)  and  your  editorial  com- 
ment were  timely  and  refreshing. 
— Thomas  A.  Welstead 
Bal  Harbour,  Fla. 


Inflationary  taxes 

Sir:  I  continue  to  hear  that  tax  cuts 
will  be  inflationary.  As  a  small-busi- 
ness owner,  I  know  that  taxes  are 
added  to  the  prices  I  charge.  This  in- 
flates prices. 
— Richard  F  Baalmann 
St.  Louis,  Mo. 

Sir:  Wouldn't  the  need  or  justification 
for  a  lot  of  those  "perks"  (June  8) 
pretty  well  disappear  if  the  progres- 
sive income  tax  was  abolished  and 
replaced  by  a  straight  15%  (which 
would  raise  more  revenue  than  the 
current  system  does)?  Ever  higher 
taxes  just  lead  to  inflationary  de- 
mands for  higher  wages,  etc. 
— -J.S.  Vanderploeg 
Toronto,  Ont. 


Alliterate  observation 

Sir:  In  "Kuwait  Cops  It"  (Fact  and 
Comment,  May  25),  MSF  gives  us  ver- 
bosity, imprecision  and  mixed  meta- 
phors of  such  magnitude  as  to  make 
moribund  Maugham  micturate  in  his 
moccasins. 

— George  D.  Cannon  Jr. 
Ocean  Grove,  N.J. 


Adequate  safeguards 

Sir:  In  "Optional  misery"  (June  8), 
left  out  was  the  conclusion  of  a  state- 
ment of  mine  which  noted  specifical- 


ly that  sufficient  safeguards  are  al- 
ready in  place  in  the  form  of  existing  n 
exchange  and  federal  regulations. 

This  article  misses  the  very  basic  Sf 
point  of  futures  trading — i.e. ,  the  trans-  N, 
fer  of  risk  through  hedging  to  those  r. 
willing  and  able  to  accept  the  risk.  Fu-  1 
tures  markets  do  not  create  risk;  those  | 
who  do  not  hedge  are  risk  creators. 
— Robert  K.  Wilmouth 

President,  a 
Chicago  Board  of  Trade 
Chicago,  III. 


Other  sacred  cows 

Sir:  Re  "If  Only  Voting  Could  Make  It 
So"  (Fact  and  Comment,  June  22).  You 
could  substitute  for  Social  Security 
any  of  the  following  programs  and 
many  more:  cotton  subsidy,  sugar 
subsidy,  peanut  subsidy,  wheat  subsi- 
dy, auto  manufacturers'  subsidy  and 
highway  subsidy. 
— Robert  B.  Devine 
Buffalo,  NY. 


Easy  terms 

Sir:  Readers  might  not  feel  so  sorry 
for  the  small  millionaire  businessman 
(Taxing  Matters,  June  22)  if  they  knew 
that  no  estate  tax  on  the  business  has 
to  be  paid  for  five  years. 

Moreover  the  tax  payments  can 
then  be  spread  over  the  following  ten 
years  with  interest  at  the  giveaway 
rate  of  4%  per  annum. 
— Martin  A.  Gage 
Professor  of  Accounting, 
Widetier  College 
Chester,  Penna. 


Pray  tell 

Sir:  You  quoted  an  underwriter  of  the 
Mexico  Fund  (June  22)  as  saying,  "All 
we  can  do  is  support  the  market  and 
pray."  How  do  you  know  he  did  not 
mean  "prey"? 
—J.W.  Hart 
Newark,  Del. 


Space  reduction 

Sir:  The  whole  time  the  President  at 
that  White  House  luncheon  made 
your  heart  stir  with  pride,  patriotism, 
etc.,  over  Columbia's  extraordinary 
success  (Fact  and  Comment,  June  22), 
the  President's  men  were  pushing  for 
a  10%  cut  in  NASA's  budget;  a  reduc- 
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tion  of  870  in  NASA's  work  force;  an 
S  increase  of  2,000  personnel  in  the  Air 
Force's  Space  Division;  and  a  DOD 
Space  budget  50%  higher  than 
NASA's.  Ten  years  from  now,  it  will 
become  evident  that  Ronald  Reagan 
changed  the  theme  of  the  American 
space  effort  horn  Star  Trek  to  Star  Wars. 
— Gary  L.  Neely 
Diamond  Bar,  Calif. 


For  the  record 

Sir:  To  set  the  record  straight,  your 
story  (June  22)  "More  enterprising 
Brits"  erred  in  reference  to  Peter  de 
Savary.  Westinghouse  contracted  for 
specific  tasks  with  a  firm  of  which 
Mr.  de  Savary  is  a  director.  The  con- 
tract was  fully  and  very  satisfactorily 
performed,  and  was  not  "ended"  as 
you  reported.  Westinghouse  was,  and 
is,  completely  satisfied  with  Mr.  de 
Savary  and  his  firm  and  would  not 
hestitate  to  do  business  with  Mr.  de 
Savary  in  the  future. 
—J.W.  Phipps 
Vice  President,  Marketing, 
Westinghouse  Electric  Corp. 
Baltimore,  Md. 


taxed  already 

Sir:  Will  you  please  inform  the  econo- 
mists at  the  Brookings  think  tank 
who  want  to  tax  Social  Security  bene- 
fits (Trends,  June  8)  that  the  payments 
made  into  Social  Security  by  current 
recipients  were  taken  from  earned 
wages,  which  were  already  subject  to 
both  federal  and  state  income  tax. 
—Wyley  L.  Baxter 
Neuport  News,  Va. 


Some  need  it 

Sir:  Re  your  comment  on  the  "21" 
Club's  bill  addition  (June  22).  People 
need  all  the  hep  they  can  get  and  now 
"21"  heps  'em  and  yet  you  carry  on. 
— Robert  Pierce 
Sacramento,  Calif. 


No  cut 

Sir:  Ambassador  Group  did  not  cut  its 
dividend  in  1981  (Statistical  Spotlight, 
June  8).  Payment  was  changed  from 
semiannually  to  quarterly. 

— Steve  Michaels 
Neiv  York,  NY. 
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Asarco . . .  meeting  the  metal  needs  of  the  80's 


New  facilities  now  comprise  more  than  two-thirds  of  Asarco  s  modernized  plant  at  El  Paso,  Texas. 


with  this  modernized  copper  and  lead  plant. 

Asarco  s  policy  of  building  for  the  future  has 
resulted  in  new  and  modernized  metal-producing 
plants,  such  as  the  copper  and  lead  smelter  and  zinc 
fuming  complex  shown  above.  New  technology  has  also 
helped  improve  the  productivity  of  this  plant  and 
of  our  other  facilities  around  the  country. 

Asarco  s  copper  refinery  in  Amarillo,  Texas,  is  the 
most  modern  in  the  industry,  as  is  our  lead  smelter 
and  refinery  in  Glover,  Missouri. 

Asarco  does  more  than  process  ore  from  its  own  mines. 
Performing  this  service  for  other  mining  companies 
is  an  essential  part  of  our  business.  Today,  we  are 
the  world's  largest  custom  smelter  and  refiner  of 
nonferrous  metals.  The  metallurgical  sophistication 
of  our  plants  enables  us  to  handle  complex  ores  which 
cannot  be  processed  elsewhere  in  the  United  States 
and  to  recover  valuable  by-products  in  the  process. 

For  more  information  on  Asarco,  write  for  the  latest 
edition  of  our  Fact  Book.  Department  55,  ASARCO 
Incorporated,  120  Broadway,  New  York,  N.Y  10271. 

ASARCO 

Metals  &  Minerals 


Breakthroughs  Are  HardTb 
Come  By  Saxon  Announces 

Two. 


■ 

i 


Breakthrough  One. 

Most  office  copiers  that  collate  send 
the  paper  flying  through  a  maze  of  rollers, 
cams  and  teeth.  Complex.  Bulky.  Expensive. 

With  the  new  Saxon  SX  20S, 
instead  of  the  paper  hunting  for  the  right  bin, 
the  bin  moves  right  to  the  paper.  Eureka! 
The  paper  travels  less  so  it  hardly  ever  jams. 
And  the  entire  sorter  adds  only  5-1/2  inches 
to  the  length  of  the  copier. 

Breakthrough  Two. 

This  new  technology  is  so  simple,  the 
Saxon  SX  20S  is  the  lowest-priced  plain  paper 
copier/sorter  in  the  world.  $3,000  less 
than  its  nearest  competitor. 

And  just  look  at  what  it  does:  sorts, 
collates,  groups,  starts  in  6  seconds,  chooses 
paper  size  by  push-button. 

Copies  20  sheets  per  minute,  copies 
on  plain  paper,  on  colored  paper,  on 
transparencies,  on  labels,  remembers  copy 
count  if  interrupted,  remembers  bin 
sequence  if  interrupted. 

Copier/ sorters  have  made  your  life 
simpler.  Now  Saxon  makes  copier/sorters 
simpler. 

r-— — -------I 

ACT  NOW  -  GET  THE  SORTER  FREE 
WHEN  YOU  BUY  THE  COPIER.* 

Mail  this  coupon  today  or  call  this 
toll-free  number  now  - 1-800-526-7843. 
In  New  Jersey,  call  1-800-522-4503. 

Dear  Saxon:  I'd  like  a  free  demonstration  of  the 
SX20S  pronto  so  I  can  decide  in  time  to  take 
advantage  of  your  free  sorter  offer. 

Name   

Title  


Company 
Street   


City/State/Zip 
Phone  (  )_ 


'Ofler  expires  August  31, 1981,  through  Saxun  Branches 
and  participating  dealers 
Mail  to  Saxon  Business  Products 
13900  NW  57th  Court. Miami  Lakes.  Florida  33014 

Save  At  Least  $3000. 
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Saxon  SX  20S  Plain  Paper  Copier. 
World's  Lowest  Priced,  Most  Compact  Copier/Sorter. 

Saxon.  SX  20S  are  trademarks  of  Saxon  Industries.  Inc.  E  Saxon  Business  Products  1981 


"With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


THE  DOLLAR'S  REBOUNDING  VALUE 

is  more  a  reflection  of  how  seriously  foreigners  take  the  Reagan  fiscal 
intentions  than  a  recognition  of  any  major  substantive  changes  so  far. 

OUR  GROWING  COAL  EXPORTS  ARE  NOT  ENDANGERED 


by  the  recent  strike,  which  cut  mine  production  only  by 
half.  The  strike  track  record  in  the  other  major  coal- 
exporting  countries  is  no  better  than  our  own.  Actually  the 
strike  record  of  some  coal  importing  countries  is  strikingly 
worse  than  that  of  the  U.S. 

Our  coal  exports  are  climbing  because  the  cost  of 
mining,  training  to  ports  and  shipping  is  significantly  less 


than  importing  oil.  Coal  adds  another,  relatively  inex- 
haustible, energy  source  to  countries  that  have  found 
their  economies  near  totally  dependent  on  turmoil-ful 
OPECers. 

For  the  long  haul — one  might  even  say  the  short  haul, 
too — coal  is  where  it's  at.  Those  who  invest  in  getting  it  up 
and  out  will  sooner  as  well  as  later  have  a  return  in  spades. 


MORE  FOR  THE  MONET  MAKES  MORE  MONEY 

Famed  Mars  Inc.  reversed  the  ever-less-candy-at-ever-    and  saw  sales  jump  more  than  50% . 
bigger-price  syndrome  last  year.  It  increased  the  size  of  its       Isn't  that  a  sweet  happening!  Maybe,  for  companies 
Snickers,  Milky  Ways,  3  Musketeers  and  M&Ms  by  10%    other  than  candymakers,  here's  a  nugget  for  thought. 

DON  REGAN  BLOOMS,  BUT  DAVET  STOCKMAN'S  FADING 


only  in  press  visibility.  The  Treasury  Secretary's  gradual 
emergence  as  a  power  was  inevitable,  because  the  Presi- 
dent's Inner  Circle  is  quick  to  recognize  and  appreciate 
brains,  toughness — and  loyalty. 
The  Budget  Director  is  not  on  a  back  burner.  His  Scut- 


ting  savvy  is  essential  if  the  federal  deficit's  not  to  swamp 
the  Reagan  budget  boat. 

Both  these  men  have  a  vital  place  in  the  Administration 
sun — but  one  was  getting  a  bad  sunburn,  the  other  not 
enough  sun. 


APPRECIABLY  RAISING  JUDGES'  PAY 


is  one  economy  move  that  ought  to  be  included  in  the 
federal  budget  cut. 
That's  not  a  paradox. 

Losing  good  sitting  judges  and  not  being  able  to  get  the 
best  new  ones  cost  taxpayers  uncountable  losses. 

Long,  complicated,  constitutionally  consequential  cases 
get  hung  up,  drawn  out,  more  and  more  costly  when  judges 
drop  out  or  are  not  too  bright.  Justice  slowed  through 
ineptitude  and  interruption  on  the  bench,  clogged  calen- 


dars, vacancies  and  replacements  results  sometimes  in  the 
injustice  of  no  decision,  or  cases  delayed  beyond  the  point 
where  vital  witnesses  are  around  and  alive  to  insure  it. 

Good  lawyers  make  good  money  thwarting  justice  and 
end-playing  the  law,  as  well  as,  on  occasion,  insuring 
justice  and  implementing  the  law.  Able  justices  must  be 
able  to  make  a  decent  salary  specializing  in  the  latter. 

And  that's  true  not  only  for  federal  judges  but  should  be 
so  for  state,  county  and  city  Robe-ers  as  well. 


porrf<;  [in  y  ?n  loxi 
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"WORKAHOLISM — A  RAMPANT  MALADY" 


With  Pamela  Fiori  as  editor-in-chief,  Travel  &  Leisure  has  become  one 
of  the  most  lure-filled  magazines  in  the  country.  These  days  there's 
just  no  way  to  go  through  it  without,  wanting  to  go  see —  a  thought  not 
furthest  from  the  mind-  of  publisher  parent  American  Express. 
Dealing  with  the  "Urge  to  Escape .  .  .  and  the  downright  necessity," 
Arnold  Ehrlich,  in  a  preface  to  interviews  with  some  of  us,  writes: 


Pressured  executives  find  taking  time  off  from  the  job 
an  exercise  in  peril — who  will  run  the  office  without 
me?  Leisure  seems  to  connote  the  idea  of  pampered 
inertia,  something  only  the  very  rich  can  afford,  or  at 
best  a  prescription  ordered  by  the  doctor  lest  the  execu- 
tive-patient qualify  for  a  Type  A  cardiac  seizure.  There 
is  even  a  hint  of  disapproval,  a  Puritan  throwback,  in 
our  thought  of  getting  away.  And  in  that  attitude  lies 
what  many  executives  refuse  to  face  up  to — a  feeling, 
deeply  imbedded,  of  insecurity.  .  .  . 

A  curious  dichotomy  affects  many  of  these  execu- 
tives as  well.  Their  sense  of  self-preservation  convinces 
them  that  taking  time  off,  getting  away,  are  Good 
Things.  But  when  they  force  themselves  to  leave  the 
office  for  a  spell,  they  wish  they  were  back  at  the  grind; 
conversely,  driving  themselves  at  work,  they  yearn  to 
be  away,  far  away,  from  the  quotidian  pressures  of  the 
job.  Robert  Browning  captured  this  schizoid  attitude  in 
a  shrewd  quatrain: 

When  a  man's  busy,  why,  leisure 
Strikes  him  as  wonderful  pleasure; 
'Faith,  and  at  leisure  once  is  he! 
Straightway  he  wants  to  be  busy. 

In  a  series  of  interviews  with  top  business  executives, 
one  conclusion  unmistakably  emerged:  It  takes  consid- 
erable maturity  to  know  how  and  when  to  take  time  off. 

Ken  Roman,  president,  Ogilvy  &  Mather  (advertis- 
ing): As  vacation  time  approaches,  I  wonder  how  I  can 
get  away — the  ship's  going  to  go  down  without  me, 
right? — so  I  must  have  a  plan:  get  away  from  home, 
don't  bring  any  work  along,  go  away  for  more  than  one 
week,  and  read,  exercise  and  fish.  My  employees  lose 
points  with  me  if  they  give  up  their  vacation  time.  I 
urge  them  to  put  down  a  deposit — that  makes  it  a 
commitment.  I  tell  them,  "If  you  don't  take  a  vacation, 
you're  going  to  fall  flat  on  your  nose,  and  then  I'm  going 
to  have  to  do  your  work."  I've  never  called  any  employ- 
ee on  vacation,  and  I've  never  called  anyone  back  from 
one.  They  know  I'm  not  being  altruistic. 

Richard  E.  Snyder,  president  and  chief  executive  offi- 
cer, Simon  &  Schuster:  Our  joy  is  planting  an  English 
garden,  having  dogs,  raising  children  and  enjoying  our 


children's  friends.  It's  important  for  the  family  to  be 
together — to  have  a  sense  of  home  and  a  sense  of  the 
earth.  .  .  .  Even  though  I'm  a  workaholic,  I've  learned  to 
respect  leisure  time  and  I'm  encouraging  my  staff  to  take 
time  off.  The  pressures  in  business  today  are  too  extraor- 
dinary for  people  to  perform  an  effective  role  all  the  time. 
I  have  to  force  myself  to  take  time  off.  ...  I  learned  to 
exercise.  I  have  to  keep  my  body  in  shape.  I  need 
endurance.  I  need  the  psychological  relaxation  that 
comes  from  physical  fatigue.  I  feel  I  must  also  push  my 
people  into  some  kind  of  physical  activity.  .  .  .  Do  I  wish 
I  had  more  leisure  time  ?  Yes  and  no.  Increasingly,  I  find  it 
necessary  to  take  more  time  off  to  clear  my  head. 

Malcolm  Forbes:  The  whole  point  about  travel  and 
leisure  is  the  contrast.  It's  the  change  of  pace  that  it's  all 
about.  For  me,  working  is  a  total  pleasure,  sitting  down 
at  this  desk  every  morning  at  7:30,  working  till  six. 
Then  home  with  a  briefcase  full  of  reading. 

Any  businessman  who  says  he  can't  get  away  from  his 
desk  is  foolish,  and  also  inadequate.  It's  a  reflection  on 
his  executive  ability.  The  principal  job  of  the  chief 
executive  is  to  have  people  who  are  probably  better  than 
he  is  at  every  single  aspect  of  his  corporation's  work: 
somebody  who  is  a  crackerjack  in  marketing;  somebody 
who  can  really  give  him  counsel  on  acquisitions;  some- 
body who's  up  to  designing  a  good  factory.  The  guy  who 
says  he  can't  leave  his  desk  shouldn't  be  at  it. 

One  function  of  a  chief  executive  is  to  be  sure  that 
people  take  vacations.  Now,  that  doesn't  necessarily 
mean  trips.  For  me,  a  three-day  weekend  is  a  total  joy, 
going  to  bed  Sunday  night  knowing  that  the  Monday 
routine  is  broken.  A  change  of  pace  is  an  essential 
ingredient  for  a  full,  healthy  life  and  for  mental  develop- 
ment. I,  for  instance,  find  it  by  getting  on  a  motorcycle.  It 
requires  concentration,  but  it's  a  whole  new  set  of 
awarenesses. 

I  still  go  ballooning;  read  a  lot,  200  to  250  books  a 
year;  check  out  restaurants,  new  and  old  ones — not  as  a 
connoisseur,  but  because  a  good  meal,  a  good  place  to 
have  lunch  or  dinner,  is  hard  to  come  by. 

Time  is  the  single  most  precious  thing  we  all  have — 
you  don't  realize  it  till  you  begin  to  run  out  of  it. 
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ENTITLED 
"KICKING  THE  BUCKET" 

I  couldn't  resist  acquiring  this  "visual 
pun"  by  sculptor  Bob  Howell  so  that  it 
could  be  enjoyed  (or  otherwise)  by 
those  working  at  or  visiting  Forbes. 


A  TALL  TALE  PIC 


To  those  countless  ones  now 
moaningly  lawnmowing,  that 
dominating  mower  handle 
(right)  reflects  how  big  the  thing 
looms  these  weekends.  On  the 
other  hand,  the  desert  dry  back- 
ground reminds  one  that,  espe- 
cially where  water's  short  or 
drought's  been  long,  not  every- 
one has  a  lawn  to  mow. 


WHO  NEEDS  CHICKENS 

when  most  of  us  have  no  trouble  laying  so  many  eggs? 


To  top  off  this  photo's  conun- 
drums, this  seemingly  lush  green 
grass  is  actually  3M's  rugged,  en- 
during artificial  Astroturf . 

I'm  not  sure  what  the  moral 
or  the  message  is,  but  it's  ex- 
traordinary how  many  are  sug- 
gested by  this  Randy  Green  pic- 
ture. Anyone  left  who  says  pho- 
tography isn't  art? 


JACKASSES 

are  hard  to  disguise. 


UNDERSTANDING  THE  TAX  FIGHT 


By  M.S.  Forbes  Jr. 


The  heated  battle  over  the  Reagan 
tax-cut  plan  makes  Bruce  Bartlett's 
Reaganomics  (Arlington  House) 
timely  reading  indeed.  Here,  in  a 
well-researched,  straightforward 
manner,  are  the  history  and  the 
thinking  behind  this  Administra- 
tion's economics.  The  Reagan  ap- 
proach will  change  fundamentally — 
and  in  some  respects  already  is 
changing — the  political  and  eco- 
nomic landscape.  Investors  should 
understand  the  implications — put- 
ting money  in  paper  assets,  includ- 
ing bonds,  will  in  the  future  be  more 
profitable  than  "hedging"  in  gold, 
commodities,  art,  houses  and  Mick- 
ey Mouse  watches. 

The  author  knows  his  subject 
well:  As  Representative  Jack 
Kemp's  legislative  aide,  he  played  a 
key  role  in  the  formulation  of  the 
Kemp-Roth  bill,  which  is  the  heart 
of  Reaganomics. 

The  book  demolishes  the  myth 
that  the  Reagan  program  is  untest- 
ed, untried.  Bartlett  links  Reagan's 
tax  cuts  with  similar— and  success- 
ful— tax  cuts  of  the  1920s,  the  late 
1940s  and  the  early  1960s.  Especial- 


ly fascinating  is  the  book's  discus- 
sion of  how  the  Japanese  and  Ger- 
mans practiced  supply-side  eco- 
nomics long  before  that  phrase  ever 
became  part  of  our  vocabulary. 

One  delicious  example  of  the  po- 
tency of  supply-side  tax  cuts:  In  the 
late  1940s,  the  Republicans  passed  a 
version  of  Kemp-Roth  over  the  furi- 
ous opposition  of  Harry  Truman. 
The  boost  that  that  tax  reduction 
gave  the  economy  helped  the  Presi- 
dent pull  off  his  1948  upset. 

Also  pertinent  is  Bartlett's  discus- 
sion on  tax  cuts  and  government 
deficits;  by  stifling  incentive,  high 
taxes  weaken  the  economy,  causing 
bigger  deficits. 

Bartlett's  one  major  shortcoming 
is  his  failure  to  discuss  monetarism, 
which,  if  untempered,  could  bring 
considerable  grief. 

People  today  would  have  little 
quarrel  with  Bartlett's  points  about 
the  need  for  more  incentive,  a  re- 
minder of  just  how  much  economic 
thinking  has  changed. 

FOR  SUMMER  NIBBLING 

you  couldn't  do  better  than  browse 
through  Everybody's  Business,  The 
Irreverent    Guide    to  Corporate 


America  (Harper  Row),  edited  by 
Milton  Moskowitz,  Michael  Katz 
and  Robert  Levering.  Like  peanuts, 
it's  hard  to  stop  once  you  start. 

This  almanac  provides  fascinat- 
ing, well-researched  profiles  on  over 
300  American  companies,  from  Be- 
atrice Foods  ("the  best  disguised 
conglomerate  in  the  U.S.")  to  Wil- 
liam Wrigley  ("the  reliable  chomp 
champ:  a  company  with  some  rath- 
er backward  ideas  that  still  manages 
to  stay  out  in  front").  Each  com- 
pany's coverage  is  neatly  divided 
into  bite-sized  sections:  What  They 
Do,  History,  Brands,  Stock  Perfor- 
mance, Reputation,  etc. 

The  book  is  also  interspersed 
with  fascinating  sidelights  such  as 
how  Cadillac  got  its  fins  ("GM's 
chief  stylist  once  saw  fighter  planes 
with  twin  tailfins  and  was  struck 
with  inspiration.  He  slapped  fins 
onto  the  1948  Cadillac  .  .  ."),  as  well 
as  tidbits  of  information,  such  as 
the  fact  that  a  jumbo  jet  gets  only  28 
yards  per  gallon  of  gas. 

The  tone  is  sometimes  irreverent, 
but  the  material  is  first-rate,  com- 
prehensive. In  a  book  like  this, 
there  are  inevitably  errors  but  these 
shouldn't  detract  from  the  fun. 
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Other  Comments 

Often  comments  fyy  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mine/.  -MSI 


Laugh  To  Last 

Can  the  sick  laugh  away  physical 
ailments?  Doctors  studying  humor 
as  therapy  say  they  can.  The  very 
act  of  laughing  is  actually  good  exer- 
cise. In  an  average  laugh,  the  dia- 
phragm, thorax,  abdomen,  heart, 
lungs  and  possibly  even  the  liver  get 
a  brief  workout.  Laughing  can  clear 
foreign  matter  from  the  respiratory 
system  and  speed  up  circulation  and 
heart  rate.  If  the  laugh  is  especially 
vigorous — a  fall-on-the-floor  special — 
it  flexes  muscles  in  the  face,  arms 
and  legs.  Humor  also  relieves  bore- 
dom, tension,  guilt,  depression, 
headaches  and  backaches. 

A  recently  developed  hypothesis  is 
that  laughter  stimulates  the  brain  to 
produce  hormones  called  catechola- 
mines, such  as  epinephrine,  norepin- 
ephrine and  dopamine.  Those  hor- 
mones may  then  trigger  the  release  of 
endorphins,  natural  opiates  that  can 
reduce  pain  or  discomfort  from  arthri- 
tis, for  example,  or  chronic  allergy. 

— Science  Digest 

TV  Boycott  Cave-In 

The  Coalition  for  Better  Television 
will  soon  launch  a  national  boycott  of 
advertisers  who  support  programs 
that  the  organization  feels  are  the 
worst  offenders  against  public  morali- 
ty. ..  .  The  boycott  coalition  believes 
it  knows  which  way  the  big  entertain- 
ment corporations  that  control  most 
of  national  television  will  jump.  Its 
organizers  operate  on  the  premise 


that  what  really  moves  those  corpora- 
tions is  not  principle,  but  money. 
They  are  banking  everything  on  the 
assumption  that  the  networks  will  de- 
fend to  the  last  ditch  their  right  to 
make  a  guaranteed  return  of  20%  or 
so,  and  will  run  up  the  white  flag  very 
quickly  when  those  profits  are  threat- 
ened by  something  so  intangible  as 
real  principle. 

— Hodding  Carter  IE, 
Wall  Street  Journal 

Dangers  in  Art 

A  corporate  executive  strode  pur- 
posefully into  a  Manhattan  art  gal- 
lery not  long  ago  and  announced  that 
he  was  looking  for  something  to 
adorn  his  board  room.  He  quickly 
settled  on  a  group  of  slightly  abstract 
Japanese  prints  depicting  what  he 
took  to  be  apples.  It  was  only  after 
their  delivery  to  his  office  that  he 
discovered  he'd  been  looking  at  the 
prints  upside  down.  The  apples 
turned  out  to  be  distaff  derrieres,  and 
the  prints  are  now  hanging  in  the 
executive  washroom. 

— Michael  Norman, 
New  York  Times 

"Criminals  and  Victims" 

From  a  review  of  Philadelphia 
Judge  Lois  Forer's  book:  Her  solution 
to  the  disparities  of  sentencing  that 
offend  our  sense  of  justice  is  to  permit 
superior  courts  to  review  sentences 
on  appeal,  as  they  how  review  the 


7  wonder  if  people  had  to  walk  this  much  before 
the  age  of  jet  travel. 


legal  conduct  of  cases.  She  ex- 
plains .  .  .  the  advantages  of  restitu- 
tion— of  sentencing  criminals  to  re- 
pay their  victims — and  gives  an  ac- 
count of  the  workings  of  such 
programs  where  they  exist.  Judge 
Forer  never  avoids  hard  questions, 
whether  legal,  moral,  or  political,  and 
she  illuminates  them  all.  We  are  not 
likely  to  see  a  more  useful  work  than 
hers  in  this  generation. 

— The  New  Yorker 

Jean-ial  Red  Relations 

With  the  lifting  of  the  Soviet  grain 
embargo,  merchants  in  Albany  are 
stocking  up — on  jeans  for  the  Com- 
munist-bloc sailors  who  are  expected 
to  return  to  the  grain-shipping  port. 
Richard  Maimed,  who  owns  the  out- 
fitting store  Adirondack  Dan,  said 
that  before  the  ban,  Levis  sales  had 
reached  up  to  200  pairs  per  sailor  per 
trip.  The  State  Department  says  a  pair 
of  $16  American  blue  jeans  brings 
about  $300  on  the  black  market  in 
Moscow.  "With  a  profit  like  that,  it's 
better  than  drugs.  The  end  of  this 
embargo  will  really  move  the  pants," 
said  Maimed. 

— "Intelligencer,"  New  York 


Why  is  it  inflationary  if  the 
people  keep  their  own  mon- 
ey and  spend  it  the  way  they 
want  to,  and  it's  not  infla- 
tionary if  the  government 
takes  it  and  spends  it  the 
way  it  wants  to? 

—President  Ronald  Reagan 


Go  Go 

The  trip  you  can  enjoy  today  be- 
cause of  the  person  you  are,  may  be  a 
frustratingly  unhappy  one  tomorrow 
because  of  the  person  you  have  be- 
come in  the  meantime.  Go,  wherever 
you  have  always  wanted  to  go.  Go  as 
soon  as  you  can  for  as  far  as  you  can  for 
as  long  as  you  can. 

— Bob  and  Patti  Carpenter, 
Road  Rider 


Ouch 

I  feel  a  sort  of  furry  clutch  at  my  right 
leg,  and  peering  down,  find  that  it  is 
being  bitten  by  a  chow.  Oh  Goochy, 
you  naughty  thing,  says  its  owner, 
who  is  following  behind  with  a  brush 
and  shovel  for  clearing  up  its  excre- 
ment, you  don't  know  that  person. 

— Destinations,  by  Jan  Morris 
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Shhh... 

There  may  be  noise  and  nuisance 
just  outside  the  window  But,  inside,  you're  away 
from  it  all,  surrounded  only  by  peace  and  quiet. 
Settle  back.  You're  homeward  bound  in 


DISCOVER  A  WORLD  CALLED  LTD 

FORD  LTD 


FORD  DIVISION 


This  announcement  appears 
as  a  matter  of  record. 


The  merger  of  a  wholly  owned  subsidiary  of 

American  Express  Company 
& 

Shearson  Loeb  Rhoades  Inc. 

has  been  completed. 

The  undersigned  initiated  this  transaction  and 

assisted  in  the  negotiations  for  American  Express  Company 

and  Shearson  Loeb  Rhoades  Inc. 

July  1981 


SBJEWTS&  Company 


76  Beaver  St  Member 
New  York  NY     New  York 
10005  Stock 

Exchange 


What's  Ahead  for  Business 


HOW  DEFLATION  FEEDS  ON  ITSELF 


The  blue-collar 
jukeboxes 
are  playing 

a  different  tune 


Economics  101: 
The  boss  can't  pay 
out  more  than 
he  takes  in 


Why  wage  costs 
will  rise 
more  slowly 
than  wage  rates 


Is  the  slowing  of  inflation  for  real?  For  months  What's  Ahead  has 
been  saying:  Yes,  it's  for  real.  Oil,  which  propelled  us  into  double-digit 
inflation  in  the  first  place,  is  in  a  deflationary  phase  now  and  is  likely 
to  stay  there  in  the  immediate  future.  Food  prices — which  were 
supposed  to  rise  10%  to  12%  this  year — now  look  flat  for  1981. 

What  about  wages?  Aren't  regular  wage  increases  almost  built 
into  our  culture?  Hasn't  sagging  productivity  made  these  regular  wage 
rises  increasingly  inflationary?  Just  as  it  sounded  farfetched  a  year  ago 
to  predict  a  substantial  softening  of  oil  prices,  so  it  may  sound  far- 
fetched today  to  predict  a  substantial  slowing  of  wage  demands.  But 
that  is  just  what  we  see  ahead.  Gone  are  the  days  when  Take  This  fob 
and  Shove  It  was  a  popular  tune  on  jukeboxes  in  bars  where  blue-collar 
workers  congregate.  To  protect  jobs,  more  working  people  are  willing 
to  settle  for  less.  You  see  it  even  on  railroads  where  featherbedding  was 
almost  feudally  sacrosanct.  Publicly  supported  Conrail,  where  feather- 
bedding  was  endemic,  is  showing  the  way  since  the  Reagan  Adminis- 
tration has  threatened  to  close  down  much  of  the  system  and  sell  the 
rest.  Now  joint  labor-management  committees  are  looking  for  ways  to 
improve  productivity — i.e.  reduce  labor  costs.  Conrail's  Altoona, 
Penna.  shops  had  a  reputation  for  wretched  productivity.  The  attitude 
of  employees  has  changed.  Suggestions  from  the  rank  and  file  for  ways 
to  change  procedures  are  flooding  in. 

The  auto  crisis  has  given  working  America  a  brutal  lesson  in 
economics:  In  a  truly  competitive  business  an  employer  cannot  long 
incur  labor  costs  that  he  cannot  pass  on. 

Key  major  contracts  are  not  up  for  review  this  year.  In  1982,  however, 
watch  for  the  growth  of  individualization  of  agreements — on  a  factory- 
by-factory  basis  rather  than  industrywide.  Even  when  a  wage  agree- 
ment is  accepted  for  an  entire  company,  productivity  will  gain  at 
individual  factories  because  of  more  liberal  work  rules. 

From  the  individual  worker's  viewpoint,  work  rule  concessions  don't 
cost  anything — and  they  make  jobs  more  secure  by  improving  produc- 
tivity. Meanwhile,  the  workers  will  feel  less  belligerent  about  wage 
increases  when  they  sense  the  cost  of  living  is  rising  less  steeply.  Just 
as  inflation  feeds  on  itself,  so  does  deflation. 

Prospects  look  excellent  for  a  strong  economy  next  year.  The 
resulting  expansion  in  industrial  output  should  help  productivity.  In 
the  early  stages  of  an  expansion,  companies  tend  to  step  up  output 
faster  than  employment.  Aided  by  this  fact,  and  by  wage  and  work  rule 
concessions,  productivity  could  improve  by  2%  in  1982  against  a 
possible  8%  average  increase  in  wages;  thus  the  net  increase  in  labor 
costs  would  be  held  to  6% .  It's  too  early  to  be  positive,  but  that  could 
signal  a  further  decline  in  the  inflation  rate.  To  perhaps  6%  by  the  end 
of  1982  and  trending  down?  Barring  a  war  or  massive  crop  failure,  that 
looks  like  an  excellent  bet. 
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The  Forbes  Index 
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latest  14  months 


The  Forbes  Index  ( Components 


Stalled  on  the  way  up?  Minor  revi- 
sions show  that  the  Forbes  Index  was 
unchanged  from  March  to  April.  This 
is  the  first  time  it  has  failed  to  register 
a  month-to-month  gain  since  Septem- 
ber. Thus,  the  downturn  many  experts 
predict  could  be  getting  closer.  Pre- 
liminary figures  show  that  the  Index 
was  up  marginally  in  May,  but  when 
the  three  remaining  components  are 
available  that  could  disappear. 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 

composed  of  eight  equally  weighted  elements: 

Total  industrial  production 

New  claims  for  unemployment  compensation 

The  cost  of  services  relative  to  all  consumer  prices 

The  level  of  new  orders  for  durable  goods  compared  with 

manufacturers'  inventories 

Total  retail  sales 

New  housing  starts 

Personal  income 

The  change  in  the  amount  of  consumer  installment  debt 
outstanding 

To  measure  these  eight  elements,  Forbes  monitors  11 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  is  presented  at  right. 
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For  some  copiers,  you  really  do  need 
rollerskates:  Load  here.  Keyboard  there.  Dash  around 
to  pull  out  copies.  Run  back  for  the  originals. 

The  way  a  Kodak  copier  is  designed, 
you  get  a  lot  less  exercise,  but  a  lot  more  efficiency. 
Stand  right  in  front  of  the  copier.  Position  originals, 
give  instructions  and  pick  up  copies  (and  what 
great  copies  they  are— people  say  they're  the  best 
in  the  business).  You  can  even  make  two-sided,  col- 
lated and  stapled  sets.  Right  in  front. 

May  we  demonstrate? 

Write:  Eastman  Kodak  Company, 
CD1 411,  Rochester,  N  Y.  14650. 

Kodak  copiers . .  .you  don't  need 
roller  skates  to  run  them. 


Kodak  Ektaprint  150AF  copier-duplicator 


ting  sure  every  thin 


Lockheed  knows  how. 


Across  the  U.S.,  there  is  a  rising,  insistent  cry  for  more 
quality  in  products.  At  Lockheed,  advances  in  quality  are 
a  way  of  life.  When  a  fleet  ballistic  missile  is  launched,  as 
shown  above,  there  can  be  no  compromise  in  quality.  And 
that  applies  to  aircraft,  spacecraft,  and  a  host  of  other 
Lockheed  products  large  and  small.  The  examples  below 
cover  some  of  the  advances  in  quality  that  Lockheed  has 
made  recently  in  keeping  pace  with  scientific  progress. 

Giving  flaws  no  place  to  hide. 

The  cost  and  time-consumption  of  inspecting  products 
like  rocket  motors  and  gas  turbine  engines  can  be  staggering 


Gas  turbine  engine  under  Lockheed  X-ray  inspection. 

With  rocket  motors,  ifs  a  search  for  cracks,  voids,  flawed 
bonding,  or  other  critical  defects.  With  gas  turbine  engines, 
the  vital  subject  is  gas-seal  clearances,  because  these  affect 
fuel  efficiency.  The  engine  testing  is  done  at  the  develop- 
ment stages  and  the  gas  seals  redesigned  if  necessary. 


Until  recently,  such  testing  combined  X-ray  with  pho 
graphic  techniques.  With  rocket  motors,  however,  inspe 
by  this  photographic  imagery  method  required  several 
hundred  separate  pictures,  each  needing  incremental 
rotations  of  the  product,  exposure  times,  individual  film 
processing,  and  painstaking  review  of  every  picture. 

So  Lockheed  has  developed  a  real-time  X-ray  imagin; 
system  that  permits  uniform,  100%  inspection  (rather  th; 
sampling)  at  far  faster  speed  and  lower  cost  than  con- 
ventional X-ray  methods.  Users  of  the  Lockheed  system 
report  savings  of  up  to  50%  in  time  and  66%  in  X-ray 
materials  costs. 

Spotting  trouble  before  it 
becomes  a  problem. 

You're  looking  at  potential  trouble  in  the  photograph 
below.  Actually,  ifs  an  infrared  photograph  of  a  printed  c 
cuit  board.  The  magenta  coloring  at  top  left  identifies  an 
integrated  circuit  on  the  board  that  may  be  too  hot. 

Until  recently,  it  was  almost  impossible  to  verify  the  \\ 
mal  integrity  of  the  hundreds  or  even  thousands  of  PC  be 
that  go  into  a  modern  aircraft.  Now  Lockheed  has  devel 
a  unique  method  of  evaluating 
PC  boards  completely.  This 
new  approach  involves  thermal 
imaging.  It  is  a  non-contact, 
non-destructive  way  of  testing 
electronic  equipment. 

The  actual  test  of  a  PC  board | 
using  infrared  photography 
can  be  made  in  a  few  minutes. 


orks  the  first  time. 


;  a  "hot"  spot  is  detected,  early  steps  can  be  taken  to 
ct  it. 

ckheed's  thermal  survey  also  has  a  long-term  benefit, 
nfrared  photograph  provides  a  permanent  temperature 
d  that  may  be  compared  with  future  design  changes  in 
Z  board.  The  result:  far  higher  reliability  over  the  life  of 
assemblies. 

nd:  a  way  to  test  200,000  holes. 


jig  airlifter  or  jetliner  may  have  as  many  as  200,000 
in  its  airframe.  Mainly  rivet  and  fastener  holes,  they  all 
be  checked.  And  rechecked  after  the  aircraft  has  been 
vice.  It's  been  a  costly,  time-consuming  process. 
>w  Lockheed  has  developed  two  unique  systems  that 
)sts  and  time  enormously  while  increasing  reliability  of 
g.  One,  a  Capacitance  Hole  Probe  tests  newly  drilled 
.  A  probe  with  48  sensors  is  inserted  into  the  hole.  The 
fs  check  the  hole  on  six  different  layers,  and  a  corn- 
makes  a  written  record  of  the  test  -all  in  nine  seconds, 
erly,  it  took  several  minutes  to  test  a  hole  with  less 
•ility. 

ckheed  has  not  neglected  old  holes  either.  In  mainte- 
B  inspections,  a  computer-based  Eddy  Current  Scanner 


tests  an  old  hole  for  cracks  in  two  minutes.  The  recent 
manual  method  took  10  minutes  with  less  reliability.  The 
scanner  also  uses  a  sensor  probe  and  makes  a  computer 
record  of  the  findings. 

50,000  fuzes  a  month. 

Aircraft  and  spacecraft  roll 
down  assembly  lines  in  rela- 
tively small  numbers.  But 
Lockheed  also  is  involved  in 
mass  production  at  a  unique 
facility  in  Denville,  New  Jersey. 
There  Lockheed  produces 
50,000  fuzes  a  month  for  U.S. 
Army  shells.  It  already  has  man- 
ufactured more  than  1,000,000 
fuzes. 

Designed  by  Lockheed  under 
U.S.  Army  direction,  the  facility  could  produce  well  over 
100,000  fuzes  monthly.  It  is  highly  mechanized,  and  its  ex- 
tensive testing  program  is  automated.  Computerized  stations 
test  100%  of  all  electrical  components  as  they  arrive  at  the 
facility.  Then,  all  subassemblies  and  final  assemblies  are 
tested.  Lockheed  believes  this  may  be  the  most  rigorous 
testing  program  of  this  type  in  the  country.  Result:  highly 
reliable  fuzes,  produced  in  great  quantity  with  enhanced 
productivity. 

^^Lockheed 


Over  350,000  policyowners 

are  learning  that  Great  Southern  has 

the  insurance  buy  of  a  Lifetime. 


Four  of  them  might  know 
the  company  behind  it...NLT. 


  ■■.>■■■  - 

NLT  Corporation.  We're  insurance, 

broadcasting,  entertainment,  real  estate  develop- 
ment, data  processing,  lodging,  and  more. 

Great  Southern  Life  Insurance  Company  of  Houston  is 
part  of  it.  Great  Southern  just  introduced  one  of  the  most 
exciting  life  insurance  programs  the  industry  has  ever  seen ... 
Lifetime  Life.  Lifetime  Life  offers  Great  Southern's  clients 
total  flexibility  in  deciding  on  variable  amounts  of  coverage, 
cash  withdrawals,  skipping  premium  payments  while  earning 
interest  on  policy  funds  at  current  market  rates— and  lots 
more.  And,  it's  typical  of  the  kinds  of  innovations  consumers 
are  coming  to  expect  from  members  of  our  family. 

Great  Southern  is  an  important  and  exciting  part  of  NLT.  TWT  I 

A  corporation  made  up  of  interesting  people  doing  interesting  .*  I 

things.  And  always  doing  them  a  little  better  than  they're  m  ^  B  mm 

expected  to.  y  J 

You  never  heard  of  NLT?  Well. .  .keep  listening. 

.   ;  More  than  you'd  expect 


Forbes 


Universal  life  is  an  insurance  product  that  could  give  you  high 
tax-free  income.  But  industry  giants  are  not  eager  to  sell  it. 


Here's  the  policy, 
where's  the  profit? 


By  Thomas  O'Donnell 


IF  you  were  an  executive  in  a 
troubled  industry  and  suddenly 
discovered  a  product  that  would 
sell  like  hot  cakes,  you  would  push  it 
hard,  right? 

If  you  are  in  the  insurance  business, 
not  necessarily.  Consider  the  contro- 
versy over  a  new  type  of  policy  called 
universal  life. 

Not  surprisingly,  this  innovation 
isn't  the  brainchild  of  an  old-line  in- 
surance giant.  Instead,  universal  life 
was  launched  two  years  ago  in  Cali- 
fornia by  an  insurance  subsidiary  of 
E.F.  Hutton,  the  big  brokerage  firm. 
"It's  too  good  for  its  own  good,"  says 
Alan  Richards,  who  heads  Hutton 
Life.  "Major  companies  are  afraid  pol- 
icyholders will  cancel  existing  whole 
life  policies  in  favor  of  universal.  They 
worry  that  losses  could  run  into  the 
millions." 

That  might  sound  like  just  another 
insurance  man  hyping  his  product, 
but  this  much  is  undeniable:  Univer- 
sal life  is  a  very  good  deal  for  the 
consumer.  It  offers  a  combination  of 
pure  protection  term-type  insurance 
and  tax-free  investment  income. 
"Universal  is  better  than  conven- 
tional money  funds  for  individuals  in 
upper-income  brackets,"  says  Jacob 
Underhill,  president  of  New  York 
Life.  His  company,  however,  has  yet 


to  jump  on  the  bandwagon. 

Here's  how  a  typical  policy 
works.  Companies  require  that  a 
small  portion  of  the  first-year  pre- 
miums be  set  aside  to  buy  insur- 
ance. The  balance  goes  into  high- 
yield  paper.  The  income  on  this 
"savings"  component  is  tax-free — as 
with  conventional   insurance  poli- 


cies— but  rates  of  return  are  far  bet- 
ter. Universal  life  now  yields  rough- 
ly 11%,  or  more  than  twice  as 
much  as  many  whole  life  policies. 

A  drop  in  interest  rates,  of  course, 
makes  universal  life  relatively  less  at- 
tractive, but  it  has  other  advantages 
that  could  increase  with  aggressive 
marketing.  An  individual  can  add 


Alan  Richards  of  Hutton  Life 

"We  have  nothing  to  lose  and  everything  to  gain. 
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funds  to  his  savings  component  at 
will,  as  long  as  he  keeps  the  face 
amount  of  his  term  insurance  higher 
than  the  policy's  cash  value.  In  addi- 
tion, withdrawals  can  be  made  with 
no  tax  penalty.  By  comparison  that 
makes  whole  life's  "cheap"  policy 
loans  look  expensive. 

The  bad  news,  however,  is  that  if 
universal  really  gets  rolling,  its  effect 
on  the  insurance  industry  could  be 
traumatic.  The  big  mutuals  fear  they 
might  "cannibalize"  their  own  portfo- 
lios by  replacing  high-margin  whole 
life  policies  with  less  profitable  uni- 
versal life.  "It's  a  classic  case  of  mar- 
gin squeeze,"  says  one  analyst. 
"There  is  a  possibility  that  you  could 
see  some  major  companies  on  the 
brink  of  bankruptcy." 

Some  major  insurance  companies 
obviously  don't  want  this  to  happen. 
"They  are  lobbying  intensely  with  the 
IRS  to  have  the  tax  ruling  on  universal 
changed,"  says  Denis  Callaghan,  an 
analyst  at  Dean  Witter  Reynolds,  hi 
that  January  decision — stated  in  a  pri- 
vate letter  to  Hutton — the  IRS  decid- 
ed that  universal  is  an  insurance  rath- 
er than  an  investment  vehicle. 

"That  decision  really  opened  the 
floodgates,"  says  Richards,  a  51 -year- 
old  Englishman  who  sold  his  com- 
pany, tben  called  Life  Insurance  Co.  of 
California,  to  Hutton  in  1978.  Trans- 
america  Insurance,  Occidental  of 
North  Carolina,  First  Penn- Pacific 
and  Life  Insurance  Co.  of  Virginia 
have  already  joined  Hutton  in  the 
marketing  of  universal  life.  Another 
50  companies  are  reportedly  gearing 
up  to  offer  the  product,  and  scores 
more,  including  all  of  the  giants,  are 
studying  it.  Over  40  states  have  ap- 
proved a  version  of  the  policy. 

If  Richards  is  correct,  and  unless  the 
insurance  giants  move  fast,  the  win- 
ners would  be  those  smaller,  newer 
companies  already  in  the  game.  "We 
have  nothing  to  iose  and  everything 
to  gain,"  he  explains.  Their  aggres- 
siveness is  threatening  to  set  off  a 
free-for-all  within  the  industry.  In 
May,  for  example,  a  major  company, 
the  Hartford  Insurance  Group,  an- 
nounced that  it  would  offer  universal. 
Hartford  should  almost  certainly 
drain  some  whole  life  business  from 
other  companies. 

Here's  why:  In  recent  years  the  in- 
dustry has  been  battered  by  the  dras- 
tic decline  in  sales  of  whole  life. 
Young  adults,  unwilling  to  accept  the 
3%  to  4%  annual  returns  it  offers,  are 
buying  lower-cost  term  insurance  and 
investing  the  difference  on  their  own. 
Recently  sales  of  term  insurance  sur- 
passed those  of  life  for  the  first 
time.  And  universal  life  should  reduce 


the  demand  for  whole  life  still  more. 

The  biggest  losers  in  all  this  may  be 
individual  insurance  agents.  "The 
spread  of  universal  means  the  end  of 
the  agency  force  as  we  know  it,"  pre- 
dicts one  insurance  executive.  He 
adds  that  today's  army  of  250,000 
agents  could  shrink  dramatically.  The 
reason  is  that  agents  who  pocket  first- 
year  commissions  of  55%  or  more  on 
whole  life  sales  simply  won't  be  able 
to  survive  if  universal  eats  into  their 
market.  Commissions  on  universal 
are  quite  low.  In  fact,  they  are  only 
slightly  higher  than  commissions  on 
term  insurance. 

Indeed,  the  tax  benefits  of  univer- 
sal may  make  it  so  popular  that  it 
won't  require  the  personal  "sell"  nec- 
essary for  most  insurance  products. 
"This  is  something  that  stockbrokers 
who  are  used  to  high-volume,  low- 
commission  rates  may  be  much  more 
at  home  with,"  says  Underhill  of 
New  York  Life.  Indeed,  Prudential, 
which     recently     acquired  Bache 


Group,  is  thinking  about  joining  its 
customers'  insurance  payments  with 
a  cash  management  account  planned 
by  the  brokerage  firm. 

The  Bache  acquisition  could  pro- 
vide Prudential  with  a  mass  market- 
ing arm  for  universal,  and  simply  by 
setting  up  another  subsidiary,  the 
parent  mutual  also  could  capture  life 
insurance  tax  benefits.  "It  is  conceiv- 
able that  we  may  see  subsidiary  com- 
panies grow  to  enormous  size  as  the 
parent  mutuals  grow  smaller,"  says 
Underhill. 

It  is  no  wonder  that  so  many  life 
insurance  executives  are  a  bit  befud- 
dled. "These  guys  are  like  deer  with  a 
spotlight  on  them.  They  don't  know 
what  to  do,"  say  Denis  Callaghan  of 
Dean  Witter. 

But  doing  nothing  is  a  luxury  they 
may  soon  be  unable  to  afford.  Listen 
to  the  ever-optimistic  Richards: 
"Universal  life  will  probably  account 
for  90%  of  all  nonterm  life  insurance 
sales  by  1990."  ■ 


With  the  money  gone  out  of  refining  and 
marketing,  Wall  Street  is  now  giving  the 
big  oil  companies  a  warning  they  never 
thought  to  hear  from  friends:  Divest! 


Break  up 
big  oil? 


By  Carol  E.  Curtis 


It's  one  thing  when  a  scapegoat 
hunter  running  for  President  hol- 
lers, "Break  up  big  oil,"  as  Ted 
Kennedy  did  after  OPEC  started  driv- 
ing oil  prices  toward  the  moon.  It  may 
be  unpleasant,  but  it  passes. 

It's  quite  another  thing,  though, 
when  Wall  Street,  where  some  of  the 
industry's  best  friends  hang  out,  starts 
saying  it  too.  That's  more  than  un- 
pleasant; it  can  be  hazardous  to  a 
company's  survival. 

That  astonishing  message — break 
up  the  big  oils — comes  through  loud 
and  clear  in  the  prices  investors  are 
now  willing  to  pay  for  oil  stocks.  Most 
oil  stocks,  to  be  sure,  have  taken  a 
beating  over  the  last  year  or  so  as  rising 


crude  supplies  and  slackening  demand 
have  made  it  tougher  to  pass  along 
higher  costs  to  consumers.  But  ob- 
scured in  the  fall  have  been  some  sharp 
and,  to  the  big  companies,  insulting 
distinctions.  Punished  the  most,  as 
the  table  on  page  33  shows,  have  been 
the  fully  integrated  oil  companies, 
those  with  extensive  refining  and  mar- 
keting operations,  as  well  as  explora- 
tion and  production.  Far  less  hurt  have 
been  companies  concentrated  in  ex- 
ploration and  production  only. 

The  market  is  saying,  in  effect,  that 
refining  and  marketing  are  a  drag  on 
an  oil  company's  stock  price.  It's  say- 
ing that  a  lot  of  the  majors  would  be 
worth  more  in  pieces  than  integrated. 
Says  Kurt  Wulff,  an  oil  analyst  with 
Donaldson,  Lufkin  &  Jenrette,  "Inves- 
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tors  clearly  believe  that  concentrated 
companies  are  more  efficient." 

Wulff,  a  tall  (6  feet  2)  model  of  Wall 
Street  rectitude  (Harvard  M.B.A.,  reg- 
istered Republican),  has  compared  the 
stock  prices  of  integrated  and  nonin- 
tegrated  companies  with  the  "present 
vaiue"  of  their  oil  and  gas  properties — 
the  present  value  being  what  they 
would  fetch  if  they  were  sold  separate- 
ly, free  of  the  companies'  other  oper- 
ations. The  numbers  are  astonishing. 
For  ten  large  integrated  companies, 
Wulff  found  that  current  stock  prices 
averaged  less  than  one-third  of  their 
theoretical  present  value.  For  ten  ex- 
ploration companies,  he  found,  stock 
prices  average  almost  four-fifths  of 
their  present  value.  "The  more  diver- 
sified the  company,"  Wulff  notes, 
"the  bigger  the  discount." 

These  undervalued  companies  are 
sitting  ducks  for  cash-rich  outfits  on 
the  prowl.  Edgar  Bronfman,  for  one, 
chairman  of  Seagram  Co.  Ltd.,  ap- 
pears to  be  playing  the  assets-at-dis- 
count  game  like  a  virtuoso.  He  sold  oil 
and  gas  properties  to  the  Sun  Co.  for 
$2.3  billion  last  summer,  which  had 
been  purchased  by  Seagram  in  1963 
for  $266  million.  The  sale  price  to  Sun 
worked  out  to  about  $12  per  barrel. 
Bronfman  last  month  made  a  $2.5  bil- 
lion bid  for  41%  of  Conoco  stock. 
That  price  works  out  to  just  $6  per 
barrel  equivalent  for  a  41%  stake  in 
Conoco's  energy  properties.  Thus 
Conoco,  among  the  smaller  of  the  big 
integrated  outfits,  is  learning  the  hard 
way  what  can  happen  when  one's 
stock  is  selling  at  a  huge  discount 
from  its  underlying  value. 

What  is  happening  to  Conoco  can 
happen  to  others.  One  of  the  most  in- 
viting targets,  Wulff  reckons,  may  be 
Marathon  Oil,  a  small  integrated  com- 
pany currently  selling  at  a  big  discount. 
At  $60  a  share,  Marathon  is  going  for 
29%  of  its  theoretical  present  value.  In 
fact,  scuttlebutt  among  followers  of  oil 
stocks  is  that  someone  has  been  quiet- 
ly buying  Marathon  stock  in  400,000 
to  500,000  share  blocks.  The  buyer  is 
rumored  to  be  SEDCO,  a  Dallas-based 
drilling  company. 

To  defend  itself  against  takeover, 
Marathon  could  sell  off  its  overseas 
operations,  including  refining  and 
marketing  properties.  Wulff  thinks 
they  might  be  worth  $1.3  billion  to 
someone  who  isn't  wholly  disen- 
chanted with  that  end  of  the  business. 
The  proceeds  could  then  be  used,  say, 
to  repurchase  21  million  shares  of 
Marathon  stock  at  $60  per  share,  and 
thereby  reduce  the  total  outstanding 
by  more  than  one-third.  Wulff  thinks 
that,  unencumbered  by  refining  and 
marketing  assets,   the   stock  price 


Better  off  in  pieces? 


How  much  of  a  drag  refining  and  marketing  are  on 
integrated  companies'  stocks  is  shown  in  the  numbers 
below.  The  integrated  oils  are  selling  at  much  deeper 
discounts  from  the  value  of  their  oil  and  gas  properties 
than  nonintegrated  companies.  The  judgment  is  con- 
firmed in  the  higher  premiums  over  understated  book 
value  for  nonintegrated  companies. 
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would  climb  much  more  than  one- 
third,  perhaps  enough  to  fend  off  the 
likes  of  Seagram.  After  all,  if  Mara- 
thon had  one-third  less  common  out- 
standing, the  present  value  would  be 
$290  per  share.  Four-fifths  of  that— 
what  the  average  nonintegrated  oil  is 
fetching — is  $232  per  share. 

Failing  to  find  a  buyer,  Marathon 
could  simply  spin  off  its  refining  and 
marketing  operations  as  a  separate 
entity.  It  would  get  no  cash  that  way, 
but  it  would  still  have  good  hopes  ol 
closing  up  its  dangerous  discount. 

With  $8.7  billion  in  revenues,  Mara- 
thon is  the  smallest  of  the  widely  held 
U.S.  integrated  oils  and  would  thus  be 
more  likely  to  get  a  quick  lift  from 
divestiture.  And,  says  Wulff,  "If  small- 
er companies  are  successfully  restruc- 
tured, it's  not  a  much  bigger  step  to  go 
after  Gulf."  Gulf,  as  it  happens,  is 
selling  at  a  discount  only  slightly  less 
than  Marathon's. 

Predictably,  Marathon  is  not  keen 
for  the  idea.  Said  a  spokesman  last 
month:  "We  don't  believe  the  [dives- 
titure] approach  is  in  the  best  long- 
term  interests  of  our  shareholders." 
Nor  is  there  much  chance  that  the 
bigger  integrated  oils  will  take  the  di- 
vestiture step  on  their  own.  As  a  prac- 
tical matter,  salaries  at  the  top  are 


determined  largely  by  sheer  size.  Be- 
yond that,  with  Reagan  in  the  White 
House  and  Ted  Kennedy  sitting  in  a 
Republican  Senate,  Washington  isn't 
likely  to  force  them  to  do  it. 

Still,  the  idea  of  divestiture  has  the 
powerful  logic  of  the  market  going  for 
it.  At  least  one  of  the  larger  integrat- 
ed oil  companies,  in  fact,  is  voluntar- 
ily selling  off  some  relmeries.  Last 
November  Sun  sold  a  48,000-barrel-a- 
day  refinery  in  Oklahoma.  This  April 
it  put  a  60,000-barrel-a-day  facility  in 
Corpus  Christi  on  the  block.  Sun 
makes  no  bones  about  the  reason. 
Most  of  Sun's  52%  drop  in  earnings 
in  this  year's  first  quarter  was  due  to 
poor  performance  in  refining  and 
marketing. 

Most  integrated  companie  s  are  still 
choosing  to  mothball  their  refineries 
and  wait  out  the  down  market  rather 
than  sell  them.  But  Seagram's  bid  for 
Conoco  is  a  dramatic  example  of  the 
danger  in  such  a  strategy.  "The  best 
defense  against  moves  like  that  is  to 
get  your  stock  price  up  on  your  own 
by  restructuring,"  Wulff  says.  "The 
most  secure  companies  can  still  do 
what  they  want.  But  the  less  secure 
will  be  under  growing  pressure  to  di- 
vest. If  they  don't  do  it  on  their  own, 
someone  will  do  it  for  them."  ■ 
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Business  is  flowing  north  and  south  across 
the  Canadian  border  A  Canadian  banker 
is  gleeful  and  annoyed. 

Would  good 
fences  make 
good  neighbors? 


By  Larry  Marion 


Chairman  Richard  M.  Thom- 
son of  $32  billion  (assets)  To- 
ronto-Dominion Bank  realizes 
both  the  ironies  and  the  opportunities 
in  the  recent  spate  of  Canadian  take- 
overs of  U.S. -owned  assets.  "If  we 
spend  billions  to  buy  back  Canadian 
assets,"  he  says,  "we'll  either  have  a 
weak  dollar  or  be  forced  to  sell  other 
assets."  Sure  enough,  as  money  has 
flowed  south  since  October,  the  Cana- 
dian dollar  has  declined  from  86  U.S. 
cents  to  83. 

But  Thomson  also  finds  the  take- 
over wave  to  be  good  business.  His 
bank — Canada's  fifth  larg- 
est— has  been  involved  in 
more  of  the  deals  than  any 
other.  T-D  has  lent  more 
than  $1  billion  (U.S.)  to 
help  finance  such  deals  as 
Dome  Petroleum's  $1.6 
billion  offer  for  20%  of 
Conoco,  Nu-West  Group's 
purchase  of  8%  of  Cities 
Service,  Rogers  Cablesys- 
tems  buy-up  of  51%  of 
UA-Columbia  and  First 
City  Financial's  purchase 
of  Bache  stock  before  Pru- 
dential bought  the  broker- 
age company.  There  will 
be  more  takeovers,  Thom- 
son predicts. 

Toronto-Dominion  was 
the  bank  cited  in  testimo- 
ny before  Congress  by 
Cities  Service  Executive 
Vice  President  Philip  W. 
Wood,  who  spoke  of 
"pliant  bankers"  taking 
unfair  advantage  of  Cana- 
dian banking  regulations 
to  finance  "Calgary  pi- 
rates." Unhampered  by 
the  50%  leverage  limit  in 


the  States,  some  Canadian  companies 
were  borrowing  100%  of  the  cash 
needed  for  their  American  stock  pur- 
chases. Wood  suggested  the  Federal 
Reserve  force  Canadians  to  follow 
U.S.  banking  regulations. 

Thomson,  48,  an  engineer  with  an 
M.B.A.  from  Harvard,  sneers  at  the 
suggestion:  "How  is  the  Federal  Re- 
serve going  to  enforce  such  regula- 
tions? Extraterritorially?" 

It's  not  that  Thomson  is  anti- 
American.  Far  from  it.  He  is  expand- 
ing T-D's  lending  in  the  U.S.  at  a 
furious  pace — direct  loans  are  up  30% 
in  the  last  nine  months.  The  buildup 
is  in  pursuit  of  profits:  While  only 


Toronto-Dominion  Bank's  Chairman  Richard  Thomson 
Thinking  like  a  North  American. 


7.3%  of  the  bank's  total  assets  were  in 
the  States,  they  generated  about  9% 
of  its  $152  million  in  profits  last  year. 
"We  are  not  a  Canadian  bank," 
Thomson  says.  "We  are  a  North 
American  bank."  T-D  has  one  subsid- 
iary operating  in  California  and  re- 
cently opened  offices  in  Atlanta  and 
Pittsburgh. 

While  he's  moving  south,  foreign 
banks  are  expanding  their  operations 
in  his  backyard.  Citibank  and  Conti- 
nental Illinois,  already  in  limited  oper- 
ation in  Canada  and  furiously  seeking 
a  share  of  the  mineral  development 
action,  have  been  ordered  to  join  the 
national  banking  system.  That  means 
they  will  have  to  deposit  noninterest- 
bearing  reserves  with  the  Bank  of 
Canada  and  lose  their  100-basis-point 
advantage  when  pricing  loans,  gloats 
Thomson. 

Then,  too,  Canadian  authorities 
dropped  interest  limits  back  in  1967. 
Thomson's  bank  has  been  paying 
market  interest — lately  15.5% — on 
checking  accounts  for  years.  Ameri- 
can banks  have  been  floundering  in 
the  new  interest  rate  climate  south  of 
the  border.  They  could  take  pointers 
from  T-D  on  how  to  cope  with  a  free- 
market  environment.  "We  review  the 
Bank  Act  each  decade,"  remarks 
Thomson.  "It  keeps  Canadian  bank- 
ing current  on  the  realities."  But  in 
their  latest  review  of  banking  regula- 
tions, the  Canadians  limited  the  total 
assets  of  local  foreign  bank  subsidiar- 
ies to  8%  of  Canadian  and 
foreign  assets — a  move 
that  could  hobble  foreign 
expansion  plans.  Citibank 
is  complaining. 

Thomson,  who  likes  his 
local  privilege  as  well  as 
the  next  businessman,  is 
unsympathetic.  "Ameri- 
cans have  a  lot  of  advan- 
tages in  this  country,"  he 
says.  "They  own  about 
half  of  our  manufacturing 
companies."  But  if  the  as- 
set level  of  American 
banks  is  constrained, 
Forbes  asks  Thomson, 
who  will  provide  the  cap- 
ital to  develop  Canadian 
resources?  "They  are  not 
bringing  in  capital,"  he  re- 
sponds impatiently.  "The 
foreign  banks  have  raised 
their  money  here."  From 
some  of  Toronto-Domin- 
ion's actual  or  potential 
customers,  no  doubt. 
Good  fences  may  not 
make  good  neighbors,  but 
open-border  competition 
doesn't  seem  to,  either.  ■ 
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You  don 't  need  a  new  game  to  attract  suck- 
ers; Dennis  Greenman  made  out  hand- 
somely with  a  switch  on  an  ancient  scam. 


The  April  Fool's 
Day  massacre 


By  Jonathan  Greenberg 

Until  Apr.  1,  Dennis  Green- 
man,  35,  was  widely  regarded 
in  Florida  as  a  genius.  Since 
Apr.  1,  Greenman  has  been  in  seclu- 
sion in  his  quiet  $150,000  home  in 
South  Miami,  Fla.,  under  investiga- 
tion by  the  FBI,  the  SEC  and  a  court- 
appointed  receiver. 

Florida  investors  in  his  onetime 
high-flying  "short-term  trading  port- 
folio," 400  of  them,  were  in  awe  of 
Greenman's  ability  to  produce  "re- 
turns" of  85%  on  their  money.  Now 
they  are  wondering  where  their  mon- 
ey went. 

The  court  receiver  is  Hugo  L.  Black 
Jr.,  son  of  the  late  U.S.  Supreme  Court 
Justice.  Black  is  looking  for  a  missing 
$10  million  and  has  two  well-known 
names  on  Wall  Street — Paine  Webber 
and  A.G.  Becker — more  than  a  little 
worried.  At  the  very  least,  they  will 
come  out  of  this  highly  embarrassed. 

Dennis  Greenman's  pitch  apparent- 
ly dazzled  even  these  staid  old  broker- 
age houses.  He  would  track  stock  and 
bond  trades  on  exchanges  around  the 
world  and  identify  every  situation 
where  the  same  security  trades  higher 
in  one  place  than  another.  He  would 
wire  a  monstrous  data  processor  to 
the  world's  exchanges  and  identify  ev- 
ery arbitrage  window,  however  tiny 
and  however  transient,  in  time  to 
cash  in  on  it.  This,  allegedly  said 
Greenman,  was  the  purpose  of  his 
Short  Term  Trading  Program, 
equipped  with  a  mighty  computer  and 
run  by  an  inner  circle  of  New  York 
traders  called  the  Committee  of  Ten. 

Sounds  great,  doesn't  it?  Those  400 
Florida  investors  thought  so  until 
April  Fool's  Day,  when  federal  agents 
shut  down  Greenman's  offices.  Says 
one  investigator,  Greenman  was  run- 
ning the  oldest  investment  scam  in 


Receiver  Hugo  Black  Jr. 
Tracking  down  $10  million. 

the  world,  a  pyramid  game.  "It's  kind 
of  a  play  on  the  old  Ponzi  scheme,"  he 
explains.  "The  word  spreads  that 
someone  got  back  huge  profits  while 
everybody  was  putting  money  in  fast- 
er than  it  could  be  withdrawn."  Most 
investors,  in  fact,  never  took  their 
profits.  They  were  content  with 
monthly  statements — on  A.G.  Becker 
or  Paine  Webber  stationery  showing 
their  investment  multiplying  miracu- 
lously. To  discourage  their  withdraw- 
als, Greenman  allegedly  let  it  be 
known  that,  once  an  investor  took  his 
principal  out,  he  would  not  be  allowed 
back  into  the  fund.  Greenman  was 
using  a  computer  all  right,  says  Black, 
but  not  to  track  the  world's  security 
markets  as  much  as  to  track  dozens  of 
fictitious  accounts  used  to  document 
his  clients'  statements. 

If  Greenman  was  no  ordinary  swin- 
dler, neither  were  his  victims  ordi- 
nary investors.  They  included  a  bank 
president,  the  ex-controller  of  the 
state  of  Florida,  a  fundamentalist 
Christian  college  and  the  Boy  Scouts 
of  America.  Altogether,  they  put  $53 
million  into  the  fund.  Greenman  re- 
ported it  had  grown  to  $91  million  in 


two  years.  But  when  federal  investiga- 
tors checked  the  books,  there  were  no 
profits  and  only  a  $19  million  portfo- 
lio— largely  in  oil  stocks.  Factoring  in 
early  payouts  and  commissions,  the 
total  accounted  for  comes  to  about 
$43  million. 

Only  one  person,  perhaps,  knows 
what  happened  to  that  missing  $10 
million  of  the  $53  million  originally 
invested— Dennis  Greenman,  and  he 
is  not  talking.  He  has  been  absent 
from  court  during  the  hearings  for  a 
preliminary  injunction,  pleading  the 
Fifth  Amendment.  When  a  Forbes  re- 
porter drove  to  his  home  and  knocked 
on  the  door  one  night  last  month, 
Greenman  appeared  shirtless,  and 
grunted  "No  comment"  through  a 
nearby  window. 

Dennis  Greenman  moved  to  Florida 
from  New  York  City  in  1977  to  go  to 
work  as  a  broker  at  Merrill  Lynch's 
Jacksonville  offices.  Overweight  and 
rumpled — "the  opposite  of  a  flashy 
dresser,"  recalls  a  former  client — he 
obviously  knew  a  lot  about  comput- 
ers. His  technical  training  began  at 
the  elite  Bronx  High  School  of  Science 
in  the  1960s  and  later  he  studied  sci- 
ence and  computers  in  college.  In 
1978,  aged  32,  he  set  up  a  "special 
arbitrage  fund"  at  ML's  Jacksonville 
offices,  but  within  months  he 
switched  to  Paine  Webber  in  Miami. 

If  not  a  polished  man,  Greenman 
radiated  sincerity  and  brains.  By  the 
time  he  moved  to  Paine  Webber  in 
September  1978  he  had  attracted  a 
devoted  following.  Investors  soon 
started  getting  monthly  computerized 
Paine  Webber  statements,  which 
showed  annualized  returns  of  75%, 
85%  and  even  higher.  How  could  any- 
thing be  wrong?  There  was  Green- 
man's obvious  brilliance — how  could 
a  rumpled  character  like  Greenman  be 
a  con  man? — and  there  was  Paine 
Webber's  reputation.  Further,  it  could 
hardly  be  a  pyramid  scheme,  they 
thought,  because  by  1980  Greenman 
wasn't  even  soliciting  new  clients.  He 
told  investors  his  fund  was  "closed." 
Of  course,  there  was  still  one  way  to 
get  a  piece  of  the  action:  Join  a  limited 
partnership  with  one  of  his  original 
clients,  now  known  as  "general  part- 
ners," who  would  get  up  to  50%  of  the 
partnership's  profits. 

That  did  not  daunt  those  limited 
partners  who  flocked  to  Greenman's 
fund  by  the  hundreds.  Then,  quite 
suddenly,  in  May  1980  after  becoming 
one  of  Paine  Webber's  top-yielding 
brokers,  Greenman  told  clients  he 
was  moving  his  fund  to  A.G.  Becker,  a 
more  efficient  clearinghouse.  Actual- 
ly, he  was  at  one  remove  from  Becker, 
which  does  not  have  a  Miami  office. 
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Greenman's  new  affiliate  was  a  tiny 
broker,  Barclay  Financial  Corp.,  for 
which  Becker  was  the  clearinghouse. 

Greenman's  investors  claim  that 
they  wrote  out  their  checks  to  Becker, 
which  authorized  Greenman  to  set  up 
a  bank  account  in  the  Becker  name 
and  cash  the  checks  at  a  Miami  bank. 

Barclay  allowed  Greenman  virtual 
autonomy.  He  and  his  staff  worked 
from  their  own  office  in  Dadeland  Pla- 
za, a  few  miles  from  Greenman's 
home.  Business  was  sensational. 
From  May  1980  to  March  1981  Bar- 
clay collected  $4.43  million  in  com- 
missions generated  by  Greenman — 
98%  of  its  revenues.  Greenman's 
share  came  to  $2.62  million. 

One  of  Greenman's  most  important 
general  partners  was  a  fundamentalist 
Christian  attorney  from  Atlanta 
named  Lynwood  Maddox.  Maddox  let 
Atlanta's  Christian  community  in  on 
his  good  thing;  he  and  his  friends  in- 
vested $16  million  in  partnerships — 
$2  million  of  it  Maddox'  money. 

It  was  sheerest  accident  that  Green- 
man was  uncovered.  One  of  his  first 
investors  was  a  Tampa  businessman 
named  Allen  Wolfson.  Enchanted 
with  reports  from  Greenman,  in  May 
1980  Wolfson  arranged  an  $8.5  mil- 
lion loan  from  Tampa's  Metropolitan 
Bank  &  Trust  Co.  to  set  up  another 


Greenman  limited  partnership. 

Unfortunately  for  Greenman,  Wolf- 
son was  being  investigated  by  the 
Tampa  FBI  and  the  Justice  Depart- 
ment's Organized  Crime  Strike  Force. 
They  noticed  that  the  20%  bank  loan 
had  been  inflated  by  an  agreement  to 
pay  $100,000  per  month  for  an  option 
on  the  bank's  building,  allegedly  a  de- 
vice to  disguise  a  bloated  interest  rate 
of  34% .  Wolfson,  it  turned  out,  had  a 
dubious  history;  he  had  been  convict- 
ed by  a  Tampa  jury  of  bank  fraud  in 
1978.  (A  year  after  he  began  restitu- 
tion, the  conviction  was  set  aside.) 
That  apparently  had  not  deterred  the 
bank  from  approving  the  loan.  Metro- 
politan Bank  Corp.  President  Donald 
Regar  had  invested  $100,000  in 
Greenman's  fund  himself. 

The  FBI,  the  Justice  Department 
and  the  SEC  started  looking  over 
Wolfson's  investment.  By  March 
1981  Greenman  got  nervous.  He 
threw  the  Tampa  investors  out  of  the 
fund,  paying  them  and  a  few  others 
the  $19  million  they  had  on  account. 
But  it  was  too  late.  On  Apr.  1  the  Feds 
froze  Greenman's  fund  and  had  him 
enjoined  from  spending  any  money  or 
moving  into  the  million-dollar  home 
he  had  recently  purchased.  A  federal 
judge  named  Black  as  a  receiver. 

When  Black  started  digging,  he 


came  up  with  some  interesting  revela- 
tions. For  one  thing,  the  broker's 
books  on  Greenman's  fund  were  dif- 
ferent from  Greenman's.  Greenman 
showed  assets  of  $91  million,  while 
Becker's  records  showed  only  $20 
million.  Adding  in  the  $19  million 
Tampa  payout  and  commissions, 
there  was  still  $10  million  missing, 
Black  says.  It  is  conceivable  that 
Greenman  lost  (or  even  made)  some 
money  in  his  extensive  options  trad- 
ing. But  that  is  only  conjecture. 

How  could  Greenman  persuade  his 
clients  the  fund  had  $91  million  when 
Becker  showed  it  at  $20  million? 
Easy.  Greenman  obtained  "replicas" 
of  blank  A.G.  Becker  account  forms, 
Black  contends,  and  ran  them  through 
his  own  small  computer,  sending  to 
his  clients  inflated  balances  on  state- 
ments bearing  fabricated  account 
numbers.  Greenman  didn't  miss  a 
trick.  He  knew  the  Becker  firm  would 
send  out  genuine  statements  but  saw 
to  it  that  these  were  sent  to  a  dozen 
post  office  boxes  he  controlled.  He 
apparently  would  intercept  the  genu- 
ine statements  and  replace  them  with 
phony  ones  made  out  on  what  ap- 
peared to  be  genuine  Becker  forms. 

What  about  Paine  Webber?  Did  it 
discover  what  Greenman  was  up  to 
and  quietly  kick  him  out  back  in  May 
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One  of  Dennis  Greenman's  "statements"  sent  out  last  fall 

This  computerized  statement — a  perfect  replica — contradicts  actual  Becker  records.  The  customer  thought  his 
$4.59  million  investment  (shown  as  U.S.  Treasury  notes  plus  closing  balance)  had  earned  $328,000  (shown  as 
"capital  distribution  reinvested")  in  28  days— an  annual  return  of  over  85%.  He  was  wrong. 
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1980?  "Paine  Webber  swept  it  under 
the  rug,"  Black  says  flatly.  "It's  about 
as  dumb  as  what  Nixon  did."  He  has 
filed  claims  against  both  Becker  and 
Paine  Webber,  charging  them  with 
failing  to  exercise  due  diligence. 

Both  firms  deny  it.  "Our  own  inves- 
tigation indicated  that  our  firm 
should  have  no  liability,"  says  a  Paine 
Webber  spokesman.  A.G.  Becker? 
"There  is  no  way  that  we  could  have 
known  what  he  was  doing,"  says 
Becker  Vice  President  Suzanne  Peder- 
son.  "We  had  a  responsibility  to  ex- 
ecute and  clear  trades  for  Barclay  and 
we  did  that.  Barclay  was  our  custom- 
er— not  Greenman." 

These  arguments  don't  sit  well 
with  the  investors.  "My  funds  went 
to  Becker,  came  from  Becker,  and 
were  to  be  accounted  for  by  Becker," 
says  Don  MacLean,  a  former  Jack- 
sonville city  councilman  who,  with 
friends,  invested  $6.7  million: 
"Becker  contracted  for  profit  to  pro- 
vide the  financial  responsibility  and 
they  got  it." 

Of  course,  the  investors  could  have 
discovered  they  were  being  taken  for 
a  ride  by  calling  Becker  to  verify  their 
account  numbers  and  mailing  ad- 
dresses. This  never  seems  to  have  oc- 
curred to  them.  Still,  says  Tom  Tew, 
attorney  for  a  number  of  the  inves- 
tors, "Becker's  internal  control  should 
have  noticed  the  fictional  account 
numbers  on  the  checks." 

What  was  the  purpose  of  all  this 
double  bookkeeping?  Black  says  his 
records  show  that  between  December 
1980  and  April  8  of  this  year  Green- 
man  withdrew  $4.5  million  from  his 
Becker  accounts.  Black  is  certain  that 
Greenman  has  the  money,  and  he 
wants  it  all  back. 

Greenman  is  not  talking,  and  his 
lawyer,  Miami  attorney  Robert  Paul, 
is  not  saying  much.  Greenman  is  co- 
operating in  good  faith,  says  Paul;  he 
is  not  currently  under  indictment  and 
could  leave  the  country  at  any  time. 
"But  he  has  chosen  to  stay  and 
straighten  this  out."  Paul  suggests 
that  some  of  the  blame  belongs  on  the 
shoulders  of  the  general  partners. 
"There  were  400  investors  in  the  pro- 
gram and  Greenman  only  knew  40  of 
them.  I  think  there's  a  pervasive  greed 
among  these  investors  that  is  hard  to 
be  sympathetic  with." 

And  Allen  Wolfson,  the  investor 
with  the  checkered  past  who  first 
brought  the  police  to  Greenman's 
trail?  Wolfson  got  out  whole  when 
Greenman  paid  him  off.  But  talk 
about  double  jeopardy!  Wolfson  put 
$500,000  of  the  money  in  an  unrelat- 
ed computerized  commodities  trad- 
ing scheme  called  the  Chilcott  Fu- 


tures Fund,  which  promised  returns 
as  high  as  100%.  Still  following  Wolf- 
son's  trail,  the  FBI  raided  Chilcott 
June  15  and  found  that,  while  it  was 
reporting  assets  of  close  to  $100  mil- 
lion, it  actually  had  only  $6.3  million 
on  account,  with  untallied  additional 
millions  in  oil,  gas  and  mining  in- 


vestments. FBI  Special  Agent  Alfred 
Scudieri  hints  that  yet  another  fund 
might  be  closed  down  soon.  "Our 
first  reaction  to  Greenman  was  that 
this  whole  thing  was  unusual,"  he 
said.  "Now  our  opinion  is  changing. 
We're  probably  only  scratching  the 
surface."  ■ 


Some  270  million  live  in  what  are  called 
the  "least-developed  countries."  Their  fu- 
ture looks  worse  than  the  present. 


Poorest  of 
the  poor 


By  Desiree  French 


Here  are  the  30  poorest  na- 
tions on  earth:  20  are  in  Africa, 
the  others  scattered  along  the 
ragged  edge  of  the  world  from  Yemen 
to  Haiti.  Some  270  million  live  in 
these  30  nations,  with  not  much  of  a 
present  and  less  of  a  future. 

Life  has  not  been  getting  better  in 
the  30.  Their  economies  depend  on 
the  food  they  grow — 83%  of  the  labor 


force  work  the  land.  Worse,  agricul- 
tural production  per  capita  has  de- 
creased in  the  past  two  decades.  In 
some  cases  total  food  production — 
not  just  per  capita  output — has  actual- 
ly fallen.  In  Ethiopia,  for  example,  to- 
tal food  production  dropped  16.5%  be- 
tween 1974  and  1979. 

The  Brandt  Commission  report,  set 
up  at  the  suggestion  of  then-World 
Bank  President  Robert  McNamara, 
makes  the  point  better  than  Forbes 


A  sugar  cutter  in  Haiti 

Will  help  from  outside  be  even  harder  to  come  by? 
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could:  "Each  of  them  has  a  slim  mar- 
gin between  subsistence  and  disaster; 
and  they  are  all  circumscribed  by  their 
ecology  and  their  dependence  on  in- 
ternational market  forces  beyond 
their  control." 

All  these  countries  "exist  in  a  frag- 
ile tropical  environment  which  has 
been  upset  by  the  growing  pressure  of 
people.  Without  irrigation  and  water 
management,  they  are  afflicted  by 
droughts,  floods,  soil  erosion  and 
creeping  deserts,  which  reduce  the 
long-term  fertility  of  the  land.  Disas- 
ters such  as  drought  intensify  the  mal- 
nutrition and  ill-health  of  the  people, 
and  endemic  diseases  undermine 
their  vitality.  Their  poverty,  harsh  cli- 
mate and  isolation  all  make  it  harder 
to  explore  their  resources,  especially 
minerals.  The  sun,  which  might  be  a 
valuable  source  of  cheap  energy,  is 
presently  a  curse,  sapping  their  vigor 
while  they  are  forced  to  use  relatively 


expensive  conventional  forms  of  ener- 
gy. They  have  to  cut  down  their  for- 
ests, degrading  the  environment,  in 
order  to  survive." 

The  economics  of  these  least-devel- 
oped countries,  as  measured  by  their 
Gross  Domestic  Product  (GDP);  over 
a  19-year  period  have  grown  at  an 
average  annual  rate  of  just  0.7%  com- 
pared with'  2.9%  for  what  are  called 
the  developing  countries  as  a  group. 
And,  education  is  not  a  resource.  The 
literacy  rate  is  20%  or  less  for  those 
over  15. 

Man-made  disasters  compound 
their  troubles:  Soviet  invasion  in  Af- 
ghanistan, civil  war  and  Libyan  inter- 
vention in  Chad,  Idi  Amin's  heritage 
in  Uganda,  assassination  in  Bangla- 
desh, war  and  revolt  in  Ethiopia  and 
Somalia,  coups,  corruption  and  chaos. 

"The  situation  grew  worse  in  the 
1970s  when  the  price  of  food,  fuel  and 
manufactured  imports  needed  for  de- 


velopment increased  sharply  while 
the  purchasing  power  of  their  export 
earnings,  often  derived  from  a  narrow 
base  of  one  or  two  commodities,  re- 
mained stagnant  or  even  declined," 
says  a  U.N.  newsletter. 

The  poor  30  are  not  major  consum- 
ers of  energy — an  annual  average  53 
kilograms  of  coal  per  capita  com- 
pared, for  example,  with  6,362  kilo- 
grams in  the  industrialized  West.  But 
the  prospect  of  climbing  oil  prices 
long  term  will  make  progress  difficult. 

Also,  the  world's  charity-develop- 
ment aid,  subsidized  loans,  grants  and 
the  like  may  be  harder  to  come  by  in 
the  future  as  the  richer  nations  feel 
themselves  squeezed. 

Population  pressure  continues  with 
average  annual  growth  3  to  4  times 
that  in  the  industrialized  nations. 

The  U.N.  will  hold  a  conference  on 
the  30  poorest  in  September.  It  will  be 
held  in  Paris,  of  course.  ■ 


Basic  indicators  for  least  developed  countries 
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'World  Bank  estimates  of  GNP  per  capita  in  1978. 

Source:  L'.VCTAD  secretariat  based  on  data  from  the  C  M  statistical  office 
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The  Canon  NP-400F  delivers 
40  crisp,  letter-size  copies  a  minute. 
Making  it  the  fastest  desktop  copier 
in  its  class.  And  with  a  first  copy 
speed  of  just  5.5  seconds,  even  your 
first  copy  comes  out  fast! 


Need  a  large  drawing  brought 
down  to  a  more  convenient  filing  size7 
Or  a  computer  printout  reduced 
to  letter  size?  The  Canon  NP-400F 
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In  addition  to  general  office  use, 
it's  a  boon  to  architects,  law  firms, 
even  schools.  Now  you  can  enlarge 
map  sections,  detailed  drawings  or 
make  fine  print  more  readable. 
The  Canon  NP-400F  makes  it  as  simple 
as  copying  an  ordinary  original. 


Canon  makes  it  very  simple  for 
you  with  its  Document  Feeder. 
No  more  raising  the  cover  or  positioning 
the  original.  Just  slip  in  the  original  and 
the  Canon  NP-400F  does  the  rest. 
Speeds  up  the  work  flow. 
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From  statement  up  to  ledger  size. 
A  real  efficiency  booster  for  high  volume 
performance. 
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NL  Industries  has  been  turning  lead  into 
oil  (services).  The  alchemy  is  done,  the 
sorcerer  is  happy,  but  what  of  the  oil  glut? 


Life  without 
Dutch  Boy 


By  Paul  B.  Brown 


W'hen  Ray  C.  Adam,  61, 
joined  the  old  National  Lead 
Co.  as  chief  operating  officer 
in  1972,  the  company  had  79  major 
divisions  and  subsidiaries  that  pro- 
duced goods  ranging  from  castor  oil  to 
zirconium  compounds.  About  the 
only  thing  the  conglomerate  did  not 
make  was  money.  In  1971,  income 
was  just  $22.8  million  on  sales  of  $925 
million,  with  a  return  on  equity  of 
5.5%.  One  of  Adam's  first  moves  was 
to  hand  out  a  button  to  the  senior  staff 
that  read:  "Get  the  lead  out." 

Today  there  are  26  fewer  divisions, 
5,000  fewer  employees,  and  the  com- 
pany is  more  than  7  times  as  profit- 
able. NL  Industries  now  concentrates 
in  three  areas — metals,  chemicals 
and,  most  significantly  (59%  of  sales, 
73%  of  earnings),  petroleum  services 
and  equipment,  which  include  drilling 
fluids,  pressure  controls  and  tool  rent- 


als. Net  income  last  year  was  $168 
million  on  sales  of  $2.1  billion  and 
return  on  equity  was  20% .  NL  execu- 
tives now  sport  a  button  that  reads: 
"Got  the  lead  out." 

Adam,  chairman  since  1974,  came 
to  NL  from  Mobil  Oil,  where,  a 
chemical  engineer  by  training,  he  had 
run  both  long-range  planning  and  the 
huge  chemical  division.  At  NL  he 
pondered  deeply  before  deciding  that 
petroleum  services  was  the  way  to 
take  the  then-drifting  conglomerate. 

"First,  it  was  clearly  the  strongest 
growth  possibility  this  company 
had,"  he  says.  "Many  of  our  products 
were  quite  mature,  and  in  many  cases 
we  were  dealing  with  nonproprietary 
materials  like  lead.  It  did  not  take  a 
mental  giant  to  see  the  potential  for 
growth  of  our  petroleum  activity." 

The  problem  was  undiversifying 
NL,  which  began  90  years  ago  as  the 
amalgam  of  25  makers  of  white  lead, 
the  pigment  that,  mixed  with  linseed 


NL  Industries'  Adam 

"It  did  not  take  a  mental  giant  to  see  the  potential. 


oil,   makes  colored  paint  possible. 

"We  had  to  cash  in  some  chips  (like 
the  lead  units]  in  order  to  play  the 
growth  game  that  we  sensed  we  could 
play,"  Adam  says.  "The  company  had 
quite  a  disparate  array  of  involve- 
ments, having  emerged  as  a  conglom- 
erate during  the  1950s  and  early 
1960s.  We  felt  we  should  redeploy 
those  assets  into  petroleum  services. 
Our  problem  was  to  exit  those  busi- 
nesses in  an  orderly  fashion  so  we 
would  not  lose  large  chunks  of  our 
hide  as  we  transformed  ourselves." 

The  process  took  eight  years  and 
involved  selling  off  some  38  different 
divisions — including  Dutch  Boy 
paints,  NL's  most  famous  product — 
for  a  total  of  $300  million.  That 
amount  corresponds,  almost  to  the 
penny,  to  what  NL  paid  for  12  differ- 
ent petroleum-services  companies — 
including  the  Rucker  Co.,  a  drilling 
equipment  supplier — it  bought  during 
that  period.  It  was  one  of  the  most 
successful  asset-redeployment  pro- 
grams on  record.  With  one  glaring 
exception,  the  disposal  of  an  extreme- 
ly unsuccessful  venture  into  the  mag- 
nesium field  (Forbes,  Dec.  1,  1971), 
the  transition  went  smoothly,  and  NL 
became  a  force  in  petroleum  services. 

Adam  says  the  restructuring  is  just 
about  complete.  One  possible  excep- 
tion, he  hints,  is  that  NL  may  sell  its 
automotive  parts  division  soon.  That 
unit,  including  NL  Doehler-Jarvis 
Castings,  now  accounts  for  about 
10%  of  the  company's  sales. 

He  has  pledged  to  spend  between 
$1  billion  and  $1.5  billion  over  the 
next  five  years,  perhaps  85%  of  it  on 
petroleum  services.  With  long-term 
debt  at  about  a  third  of  total  capital, 
Adam  hopes  to  finance  this  growth 
internally,  but  the  company  has  not 
ruled  out  long-term  debt  or  equity 
financing.  Adam  also  does  not  rule 
out  future  acquisitions  like  Sperry- 
Sun,  a  directional  drilling  and  ser- 
vices company  bought  earlier  this 
year  for  $252  million.  It  was  NL's 
largest  purchase  to  date  and,  at  25 
times  earnings,  by  far  its  costliest. 

Is  there  a  danger  that  NL  may  be- 
come overcommitted  to  oil?  While 
the  earnings  projections  of  oil  services 
companies  continue  to  rise,  the  prices 
of  oil  stocks  have  declined  in  the  face 
of  the  widely  reported  oil  glut.  Adam 
says  such  fears  are  unfounded. 

"The  investor  has  become  unset- 
tled, but  you  can  see  the  folly  of  this 
when  you  consider  the  recent  talk 
about  another  Arab  oil  boycott," 
Adam  explains. 

"We  have  a  great  need  as  a  country 
to  become  more  independent,"  he 
contmues.  "That's  driving  us  to  con- 
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Find  out  how  Qeech  can  deliver  more  than  an 
airplane  to  solve  your  company's  travel  problems. 


It's  getting  harder 
and  harder  to  go  fewer  and  fewer 
places  on  the  airlines. 

And  company  cars  show  you 
more  road  than  results. 

Business  travel  is  a  bigger  prob- 
lem today  than  ever  before.  But 
there  is  a  solution. 

Your  own  Beechcraft  can  solve 
your  travel  problems  practically  and 
profitably.  You  plan  your  travel 
around 
business, 
not  vice 
versa. 

You  fly 
direct  to  all 
the  destina- 
tions the  air- 
lines serve 
plus  literally 
thousands  that  they  don't. 

And  your  most  valuable 
resource,  qualified  management,  can 
be  there,  when  and  where  you  need 
them. 

The  benefits  are  obvious.  But 
even  more  than  solving  travel  prob- 
lems, Beech  delivers  an  organization 

The  Pressurized  Beechcraft  Duke  carries  six  in 
cabin  class  comfort  and  quiet  at  over  280  mph. 


dedicated  to  simplifying  airplane 
ownership  and  operation. 

It  all  starts  with  your  free 
Management  Guide.  It's  loaded  with 
information  to  help  you  make  a 
decision  about  a  Beechcraft.  A  book 
of  facts.  A  Capital  Recovery  Guide 
to  show  you  the  net  capital  cost  of 
ownership.  And  much  more. 

It  extends  through  the  network 
of  Beechcraft  Aviation  Centers, 
staffed  with  aviation  professionals. 
They'll  provide  anything  you  need, 
from  an  airplane,  to  a  qualified  pilot, 
to  complete  maintenance  support. 

But  the  ultimate  simplicity  of 
ownership  comes  from  the  incompa- 
rable quality  of  a  Beechcraft.  Quality 
that  translates  into  reliable  opera- 
tion, fuel  efficiency,  lasting  value 
and  a  ready  resale  market. 

Want  to  find  out  more?  It's 
simple. 


The  Beechcraft  Baron  58  carries  six  up  to 
1200  miles  at  over  230  miles  an  hour. 


Send  for  your  free  1981  kit. 

Write  us  on  your 

company  letterhead, 

and  we'll  send  you 

everything  you  need 

to  make  an  initial 

decision  on  the  profitable  use  of  a 

Beechcraft  in  your  company.  Write  to: 

Beech  Aircraft  Corporation, 

Dept.  KA,  Wichita,  Kansas  67201. 

If  you'd  rather  call,  call  collect  and  ask 

for  DelChitwood,  316-681-8219. 
I  _J 

♦9  Member  General  Aviation  Manufacturers  Association 


Be  there  in  a  Beechcraft. 


tinue  the  search  for  oil.  But  more  than 
that,  the  financial  incentives  are  very, 
very  good,  even  if  the  price  of  petro- 
leum continues  to  be  where  it  is  today 
in  absolute  terms. 

"With  the  trend  in  the  industry 
toward  deeper  wells  and  operating  in 
higher-temperature,  higher-pressure 
environments,  we  have  become  high- 
ly oriented  in  that  direction,"  he  says. 


"So  we  will  have  even  stronger 
growth  than  the  average  industry 
member.  We  are  ideally  positioned  in 
a  sector  that  will  derive  growth  during 
the  Eighties  in  the  range  of  10%  to 
15%  a  year  in  absolute  terms." 

For  his  efforts  Ray  Adam  has  .been 
handsomely  rewarded.  With  contin- 
gency arrangements  and  other  bene- 
fits added  to  his  $375,000  annual  sala- 


ry, he  made  more  than  $3  million  last 
year  and  was  the  eighth-highest-paid 
executive  in  the  U.S.,  according  to 
Forbes'  annual  survey  of  chief  execu- 
tive salaries  (June  8).  In  Adam's  case, 
at  least,  it's  hard  to  argue  that  the 
payoff  wasn't  well  deserved  for  help- 
ing to  create  something  like  $2  billion 
in  additional  market  value  for  his 
shareholders.  ■ 


Lately  the  Japanese  have  been  teaching  us 
that  it  pays  to  sacrifice  short-term  profits 
for  the  long  term.  But  Square  D's  Mitchell 
Kartalia  knew  that  over  40  years  ago. 

"We  know  where 
we  want  to  go" 


By  Jean  A.  Briggs 


Mitch  Kartalia  was 

years  old  he  had  a  job — 


W'hen 
20  years  old  ne  nad  a 
seven  hours  a  day,  99  cents  an 
hour.  He  was  hot  stuff,  for  that  was 
big  money  in  1934.  "But  when  I  asked 
.for  a  raise,"  he  recalls,  "my  supervisor 
told  me  I'd  never  get  one  if  I  worked 
there  the  rest  of  my  life.  He  said  I 
should  go  to  school." 

Kartalia,  the  son  of  Serbian  immi- 
grants, gave  up  his  high-paying  job, 
which  involved  cleaning  coal  with  a 
water-sand,  specific-gravity  process, 
and  became  a  co-op  engineering  stu- 
dent at  the  University  of  Cincinnati. 
That  meant  he  went  to  school  for 
eight  to  ten  weeks,  then  worked  for 
eight  to  ten  weeks.  He  sacrificed 
short-term  gains — his  steady  job — for 
more  promising  long-term  goals. 

Kartalia  didn't  have  to  learn  that 
lesson  twice.  He  has  been  applying  it 
regularly  ever  since,  notably  at  Square 
D  Co.,  where  he  has  been  chairman 
since  1968. 

Square  D  makes  gadgets  for  distrib- 
uting and  controlling  electricity — 
switches,  circuit  breakers,  control 
panels,  motor  starters  and  such.  It 
sold  $998.9  million  worth  of  them  last 
year  and  earned  $83  million,  or  $3.41 
per  share.  Its  1980  book  value  was 
$  1 4.39  per  share,  and  it  earned  a  hand- 
some 22%  on  equity.  That's  not  out  of 


character.  For  the  past  decade,  it  has 
returned  around  20%,  and  debt  never 
exceeded  22%  of  total  capital. 

Of  course,  Square  D  is  in  a  healthy 
industry.  It  competes  with  the  likes  of 
General  Electric,  Westinghouse  and, 
to  a  small  extent,  Emerson  Electric,  as 
well  as  with  such  recent  takeover  tar- 
gets as  Crouse-Hinds  and  Reliance 


Electric.  The  entire  group  has  recently 
done  well  peddling  products  that  help 
industry  improve  productivity  and 
save  on  electric  bills.  The  median  re- 
turn on  equity  for  the  group  for  the 
past  five  years  has  been  20%,  accord- 
ing to  the  Forbes  Annual  Report  on 
American  Industry  (Jan.  5).  But 
Square  D  returned  an  average  24.4% . 

Its  earnings  have  not  grown  as  fast 
as  some  of  its  competitors' — an  aver- 
age 12.6%  for  the  past  five  years,  vs. 
18.8%  for  Crouse-Hinds  and  14.3% 
for  Emerson  Electric,  for  example — 
but,  says  analyst  Robert  Quasman  of 
Goldman,  Sachs,  "The  company  has 
been  more  consistently  profitable 
than  most  in  the  industry." 

Still,  there  are  some  who  carp.  Says 
Kidder,  Peabody's  H.P.  Smith, 
"Square  D  might  have  had  better  prof- 
it margins."  For  example,  he  suggests, 
suppose  that  Kartalia  hadn't  made  a 
spate  of  acquisitions  over  the  past  de- 
cade; suppose  he  hadn't  expanded  the 
company's  overseas  operations.  Sup- 
pose, too,  he  wasn't  currently  moving 
the  company  into  electronics.  Square 
D  would  be  returning  even  more  mon- 
ey to  shareholders. 


Square  D  Chairman  Mitchell  P.  Kartalia 

"We  could,  have  been  dead  if  we  hadn't  moved. 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  any  of  these  Securities. 

The  offer  is  made  only  by  the  Prospectus. 


18,150,000  Shares 
American  Telephone  and  Telegraph  Company 

Common  Shares 


Price  $57  a  Share 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  from  only  such  of  the 
undersigned  as  may  legally  offer  these  Securities  in  compliance 
with  the  securities  laws  of  such  State. 


MORGAN  STANLEY  &  CO. 

Incorporated 

GOLDMAN,  SACHS  &  CO. 

E.  F.  HUTTON  &  COMPANY  INC. 
KIDDER,  PEABODY  &  CO. 

Incorporated 

MERRILL  LYNCH  WHITE  WELD  CAPITAL  MARKETS  GROUP 

Merrill  Lynch,  Pierce,  Fenner  <fc  Smith  Incorporated 

DEAN  WITTER  REYNOLDS  INC. 
BACHE  HALSEY  STUART  SHIELDS  THE  FIRST  BOSTON  CORPORATION 

Incorporated 

BEAR,  STEARNS  &  CO.        BL  YTH  EASTMAN  PAINE  WEBBER        DILLON,  READ  &  CO.  INC. 

Incorporated 

DONALDSON,  LUFKIN  &  JENRETTE  DREXEL  BURNHAM  LAMBERT 

Securities  Corporation  incorporated 

LAZARD  F  RE  RES  &  CO.  LEHMA  N  BROTHERS  KUHN  LOEB 

incorporated 

L.  F.  ROTHSCHILD,  UNTERBERG,  TOW  BIN  SALOMON  BROTHERS 

SHEARSON  LOEB  RHOADES  INC.  SMITH  BARNEY,  HARRIS  UPHAM  &  CO. 

Incorporated 

WARBURG  PARIS  AS  BECKER  WERTHEIM  &  CO.,  INC. 

Incorporated 

June  11,1981 


^  the  most 
advanced  copier 
in  die  world. 

l.Push  a  button. 


V; 


Introducing  the  incredible  Xerox  8200  copier. 
Just  drop  a  stack  of  originals  (even  different  weights)  into  the 
automatic  document  handler.  Then. . . 
Push  a  button. 

And  the  8200  will  give  you  up  to  70  copies  per  minute.  Not  just  any 
copies.  But  XL-10  quality  copies.  With  blacker  blacks,  whiter  whites  and 
sharper  details  than  you've  ever  seen  before. 

Push  a  button. 

And  it  will  reduce  your  copies  98%,  74%  or  65%. 
Push  a  button. 

And  it  will  automatically  change  from  letter  to  legal  size  paper. 
Want  to  make  2-sided  copies— even  from  2-sided  originals?  You 
guessed  it.  You  just  push  a  button,  and  the  machine  will  show  you  how. 
And  now  for  the  best  part. 
Push  a  button. 

And  the  8200  will  deliver  sets  exactly  the  way  you  want  them: 
Uncollated.  Collated.  Or  collated  and  stapled.  Because  it  completes  one 
set  at  a  time,  you  can  take  out  the  first  sets  without  waiting  for  the  rest. 

Once  you  have  all  your  2-sided  XL-10  quality  copies  reduced, 
collated  and  neatly  stapled,  how  do  you 
clear  the  8200  for  the  next  person? 

You  don't  need  to  push  a  button. 
You  simply  walk  away.  And  in  30  seconds 
the  machine  will  be  ready  for  the  next  job. 

The  Xerox  8200.  It  does  just  about 
anything  you'd  ever  want  a  copier  to  do.      TheXerox  8200  copier 

All  it  needs,  now  and  then,  is  a  little      VT  4„  T  with  the 
sk  XL-10  Imaging  Process. 

To  get  more  information  about  this  very  versatile  machine,  push 
these  buttons  on  your  telephone:  1-800-648-5600  *  And  ask  for 
operator  656. 

XEROX 


In  Nevada,  call  1-800-992-5710,  operacor  656. 


XEROX®  and  8200  arc  trademarks  of  XEROX  CORPORATION. 


Kartalia  readily  agrees  that  that  is 
true — that  the  old  products  have  bet- 
ter profit  margins  than  the  new.  But, 
says  he,  "We  have  to  think  about  the 
long  term.  We  could  have  been  dead  if 
we  hadn't  moved  into  some  of  these 
areas."  Just  as  he  could  still  be  making 
the  modern-day  equivalent  of  99  cents 
an  hour  if  he  hadn't  gone  to  school. 

"We're  not  trying  to  be  a  conglom- 
erate," he  says.  "We  know  where  we 
want  to  go."  The  acquisitions  round 
out  the  product  line,  open  up  new 
marketing  areas  or  prevent  obsoles- 
cence. Take  the  1975  purchase  of  Sor- 
gel  Transformer  Co.,  for  example.  "At 
one  time,"  Kartalia  explains,  "utilities 
provided  transformers  for  buildings. 
They  ceased  to  do  that,  so  the  trans- 
former manufacturers  started  selling 
directly  to  electrical  contractors. 
Where  they  also  sold  distribution 
equipment,  as  we  do,  they  immedi- 
ately put  the  transformer  in  the  same 
enclosure  with  the  distribution  equip- 
ment. We  had  to  have  transformers  to 
compete." 

Other  domestic  acquisitions,  he 
says,  provided  more  products  for 
Square  D's  distributors  to  sell.  "That 
improves  their  position  and  reduces 
our  costs."  The  distributors,  all  inde- 
pendent businesses,  are  a  key  to 
Square  D's  success.  The  company 
does  all  it  can  to  assure  their  success. 
"We're  mutually  loyal,"  says  Kartalia. 

Square  D's  move  overseas  had  a 
slightly  different  rationale.  The  big- 
gest unsaturated  market  for  electrical 
distribution  and  control  equipment  is 
the  developing  Third  World.  The 
question,  Kartalia  explains,  is  wheth- 
er various  new  nations  will  decide  to 
use  electrical  equipment  made  accord- 
ing to  U.S.  or  NEMA  (National  Electri- 
cal Manufacturers'  Association)  stan- 
dards or  according  to  European  or  IEC 
(Industrial  Electrical  Commission) 
standards.  "The  discussions  at 
NEMA-IEC  meetings  are  like  the  U.N. 
with  every  country  having  one  vote." 

Square  D  didn't  want  to  be  in  the 
position  of  having  only  equipment 
built  to  NEMA  standards  should  the 
decision  go  the  other  way.  So  after  a 
long  search  it  bought  Starkstrom  of 
West  Germany,  which  has  a  full  range 
of  products  built  to  IEC  standards. 
Square  D  also  has  facilities  in  Mexico, 
Costa  Rica,  Ecuador,  Australia,  Italy, 
Spain,  England  and  Canada. 

Now,  electronics.  Last  summer  it 
bought,  Yates  Industries,  which  has 
about  50%  of  the  world  market  for 
copper  foil,  used  in  making  printed 
circuit  boards.  Square  D  paid  $108 
million  in  cash  and  replenished  its 
coffers  with  a  1 .16-million-share 
stock  offering.  In  January  it  bought 


General  Semiconductor,  a  well-posi- 
tioned maker  of  electronic  compo- 
nents, for  1.4  million  shares  of  stock, 
or  a  pricey  23  times  earnings.  What's 
an  outfit  like  Square  D  doing  in  elec- 
tronics? Kartalia's  answer:  "The  gad- 
gets we  make  are  electromechanical 
but  there  are  many  electronic  equiv- 
alents. The  simplest  example  is  a  lim- 
it switch.  It  has  an  arm  and  is  actu- 
ated by  something  moving.  But  there 
is  also  the  proximity  limit  switch 
with  no  arm.  Both  units  do  the  same 
thing.  Both  are  sold  through  distribu- 
tors. We  can't  afford  to  have  only  one. 

"What  we  have  built  for  a  long  time 
are  electronic  end  products  for  indus- 
trial and  commercial  use.  Now  we 
have  some  of  the  components  that  go 
into  those  end  products."  In  other 
words,  he  is  integrating  backwards.  "I 
don't  think  we'll  reach  a  stage  of  try- 
ing to  compete  with  Motorola  or  Intel 
though  it  may  be  important  to  know 
some  of  their  applications." 

Over  and  over  again,  then,  under 
Kartalia's  leadership  Square  D  share- 
holders have  had  to  give  up  a  few 
pennies  in  short-term  earnings  in  the 
interests  of  the  long  term.  They  prob- 


ably aren't  complaining  too  much 
about  Kartalia's  latest  moves,  howev- 
er, because  the  market  responded  fa- 
vorably. Square  D  shares  have  moved 
up  43%  in  a  year,  from  23  to  33. 

For  all  his  interest  in  the  long  term, 
however,  there's  one  area  Kartalia 
seems  to  have  neglected.  He  is  now 
67.  His  contract  calls  on  him  to  con- 
tinue at  the  helm,  assuming  he  is  able, 
through  December  1985,  when  he  will 
be  71.  What  then?  Kartalia  explains 
that  tragedy — the  untimely  deaths  of 
two  key  vice  presidents — interfered 
with  the  succession  plans' he  had  laid 
and  the  board  asked  him  to  stay  on. 
He  declines  to  be  specific  about  new 
succession  plans,  instead  reciting 
such  cliche's  as  "the  company  pro- 
motes from  within"  or  "it  often  gets 
good  people  through  acquisitions."  He 
admits,  "My  own  retirement  plan- 
ning hasn't  been  as  good  as  my  busi- 
ness planning,"  and  adds,  "I  only  re- 
gret that  I  don't  have  another  ten 
years." 

All  of  which  leaves  shareholders  to 
hope  the  next  generation  of  manage- 
ment will  be  able  to  carry  out  those 
beautiful  long-term  plans.  ■ 


A  couple  in  the  suburbs  of  Washington 
used  ingenuity  to  sell  their  house.  The  omi- 
nous point  is  that  they  had  to. 


Game  of  chance 


By  Beth  Brophy 


CARILYN  AND  JOHN  REDMAN 
were  in  a  fix.  Their  five-bed- 
room house  in  Fairfax,  Va.  had 
been  on  the  market  for  five  months  at 
an  asking  price  of  $1 15,000  without  a 
single  realistic  offer.  The  family  had 
to  sell  because  John,  a  patent  examin- 
er, had  taken  a  new  job  in  Ft.  Mon- 
mouth, N.J.  and  the  Redmans — with 
four  children,  aged  16  months  to  7 
years — couldn't  afford  to  carry  two 
mortgages. 

They  weren't  eager  to  take  a  big  cut 
in  the  price  of  the  house  they  had 


purchased  five  years  earlier  for 
$62,500  when  it  was  in  terrible  shape. 
They  had  put  money  and  hard  work 
into  making  it  an  attractive  residence 
in  one  of  America's  wealthier  sub- 
urbs, "40  minutes  from  downtown 
Washington,  D.C.  But  since  January 
their  real  estate  agent  had  brought 
them  only  one  prospect,  who  wanted 
to  put  up  a  $1,500  deposit,  rent  the 
house  for  three  months  and  go  to  set- 
tlement with  only  $1,200  in  cash. 

That  was  when  John  heard  from  a 
colleague  at  the  U.S.  Patent  Office 
about  a  man  in  Illinois  who  had  raffled 
off  his  house.  The  Redmans  got  on  the 
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n.ie  Redman  family  of  Fairfax,  Va.  and  the  house  they  are  raffling  off 
A  symbol  of  sellers'  desperation. 


telephone  to  the  Internal  Revenue 
Service,  to  Fairfax  County  and  to  as- 
sorted lawyers.  The  raffle,  they 
learned,  had  to  be  held  by  a  nonprofit 
organization. 

So  in  July  the  Redmans,  in  effect, 
sold  their  house  to  the  Annandale 
(Va.)  Boys  Club  for  $1 13,000.  The  club 
then  commenced  a  sale  of  up  to  2,000 
raffle  tickets  at  $100  each,  for  a  total 
of  $200,000.  "It's  the  fundraising  an- 
swer, there  are  no  ifs  about  it,"  says 
Paul  Kelly,  executive  director  of  the 
Annandale  Boys  Club.  "We'll  make 
$85,000  in  gross  profits.  We  pay  1/2  of 
1%  of  the  $200,000  [$1,000]  to  the 
county  and  keep  the  rest."  County 
officials  are  examining  the  deal — and 
the  Redmans  and  the  Boys  Club  are 
working  on  minor  contract  changes — 
to  make  sure  it  accords  with  Virginia 
lottery  laws.  The  club  has  sold  more 
than  1,000  of  the  tickets  and  has  set  a 
drawing  for  Sept.  5.  The  club  did  no 
advertising  but  news  stories  spurred 
sales — so  much  that  the  club  installed 
an  electronically  recorded  message 
telling  folks  where  to  send  the  checks. 

"The  entire  country  has  called," 
says  Carilyn,  Redman.  "The  phone 
rings  off  the  hook  from  7  a.m.  to  1 1 
p.m.  every  night.  We've  heard  from 
hundreds  of  people — in  California, 
Texas,  Michigan,  Arizona,  Kentucky, 
Nebraska.  About  70%  of  the  callers 
want  to  buy  a  chance,  30%  want  to 
learn  how  to  raffle  off  their  own 
houses." 

Who's  buying  the  tickets?  Several 
of  the  Redmans'  neighbors.  Doctors, 
dentists,  lawyers  and  college  students. 
"A  woman  in  New  Jersey  expecting 
her  fifth  child  called  and  told  me  she 
couldn't  afford  to  move  out  of  her 


three-bedroom  house  but  it  was  worth 
the  $100  chance,"  says  Carilyn. 

For  the  Redmans  it  is  an  especially 
attractive  deal.  They  will  get  a  check 
from  the  Boys  Club  for  nearly  the  full 


asking  price  and  they  won't  have  to 
pay  a  real  estate  agent's  6%  commis- 
sion— a  $6,780  saving  in  this  case. 
The  winner  will  have  to  pay  a  tax  on 
the  windfall,  but  will  be  able  to  do  that 
handily  with  a  small  mortgage. 

Are  the  Redmans  starting  a  trend? 
"I  certainly  hope  not,"  cries  Washing- 
ton real  estate  broker  Peter  Miller. 
Miller  thinks  there  is  a  natural  limit 
to  novelty:  "People  will  purchase  raf- 
fle tickets  once  or  twice  and  that's  it." 
John  Redman  agrees.  "We're  selling 
out  fast  because  it's  a  new  idea,"  he 
says,  "but  an  area  can't  support  more 
than  one  raffle  a  year." 

But  Miller  perceives  a  far  more  seri- 
ous and  chilling  point  behind  the  Red- 
mans' plight  and  their  solution:  "It's 
emblematic  of  problems  sellers  are 
having  in  the  marketplace  and  also  of 
desperation,"  he  says.  "Many  people 
possess  the  illusion  of  equity.  They 
tell  you  their  house  is  worth  $200,000, 
but  the  reality  is  they  can't  sell  it.  Not 
at  $175,000  or  $185,000,  but  not  at 
all."  It  sounds  like  the  final  whistle  in 
the  great  game  of  "profiting"  in 
houses  that  so  fascinated  the  Ameri- 
can middle  class  in  the  last  decade.  ■ 


Second  mortgages  are  being  called  the 
answer  to  a  homeowner's  prayer.  By 
whom?  By  lenders  looking  for  collateral. 


Nothing  to  lose 
but  your  house 


By  Michael  Kolbenschlag 

A house  is  to  live  in,  not  to  lev- 
erage. Keep  that  in  mind  when 
\  your  bank,  finance  company 
or  savings  and  loan  association  urges 
you  to  take  a  second  mortgage  to  pay 
for  the  kids'  college  educations,  to 
consolidate  your  debts  or  to  take  that 
long-postponed  vacation  to  Hawaii. 

Financial  institutions  are  pushing 
second  mortgages  because  they  see 
them  as  a  way  to  lend  to  the  consum- 
er profitably  yet  safely  following  the 
liberalization  of  federal  bankruptcy 
regulations.  Seconds — loans  against 


the  equity  a  homeowner  has  accumu- 
lated in  his  house — now  total  nearly 
$40  billion  or  some  3%  of  the  $1.3 
trillion  in  consumer  debt.  And  they 
are  the  fastest  growing  form  of  con- 
sumer lending. 

Two  major  New  York  banks,  Manu- 
facturers Hanover  Trust  and  Chemi- 
cal Bank,  are  pushing  seconds  follow- 
ing a  recent  relaxation  in  New  York 
State  usury  laws  and  prohibitions 
against  second  mortgage  loans.  "The 
homeowner  is  by  his  very  nature  a 
good  risk,"  says  Wilbert  Primosch, 
vice  president  for  consumer  banking 
at  Chemical,  which  has  $2.2  billion  in 
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consumer  loans.  "All  the  banks  are 
going  to  be  doing  this." 

In  California,  where  banks  have 
been  lending  on  second  mortgages  for 
years,  Crocker  Bank  has  come  up 
with  a  new  wrinkle:  a  $50,000  revolv- 
ing credit  line  secured  by  a  second 
mortgage  on  the  house.  Bank  of 
America  plans  to  introduce  a  similar 
credit  line  within  six  months.  Securi- 
ty Pacific  Bank  has  an  expanding 
agreement  with  Century  21  offering 
the  big  realty  broker's  clients  in  28 
states  a  second  mortgage  for  every 
purpose,  from  helping  with  the  down 
payment  on  the  house,  to  landscaping 
or  furnishing  it,  to  a  quick  vacation 
after  the  fatigue  of  moving  in. 

The  beleaguered  savings  and  loan 
industry  is  looking  to  seconds  as  a 
way  to  lend  short  term — three  to  five 
years  typically — at  a  high  rate  of  inter- 
est: 17%  to  21%.  The  nation's  largest, 
Los  Angeles-based  Home  Savings  & 
Loan,  says  seconds  account  for  58% 
of  consumer  loans  since  January. 
Great  Western  Savings  &  Loan,  the 
second  largest,  reports  comparable  ac- 
tivity even  though  Chairman  fames 
Montgomery  has  called  seconds  a 
"ticking  time  bomb." 

Second  mortgages  now  comprise 
45%  of  the  consumer  lending  by  fi- 
nance companies.  Four  years  ago  sec- 
onds were  20%  of  that  debt. 

Mortgage  Guarantee  Insurance 
Corp.  (MGIC),  the  nation's  largest  pri- 
vate mortgage  insurer,  has  made  a  pri- 
vate placement  of  the  first  $16  million 
pool  of  second-mortgage  passthrough 
certificates.  "We  see  a  lot  of  poten- 
tial," says  James  Gear,  marketing  di- 
rector for  MGIC's  passthrough  subsid- 
iary, "as  the  second-mortgage  product 
and  the  market  develops." 

The  financial  institutions  are  mes- 
merized by  the  theoretically  huge  eq- 
uities in  a  lot  of  homes,  following  the 
rapid  rise  in  house  prices  over  the  last 
decade.  Says  Chairman  Finn  Cas- 
persen  of  Beneficial  Corp.,  "There's  a 
huge  equity  out  there,  and  we're  going 
after  it.  At  the  end  of  1980,  seconds 
represented  34%  of  our  total  consum- 
er portfolio  of  $4  billion.  In  the  near 
future  that  could  be  85%." 

Banks  will  typically  lend  75%  to 
80%  of  the  appraised  value  of  a  house 
(minus  the  first  mortgages),  consider- 
ing 20%  to  25%  to  be  a  safe  margin. 
"Nobody  expects  real  estate  prices  to 
fall,"  says  Charles  Schenck,  head  of 
installment  lending  for  Manufacturers 
Hanover,  summing  up  the  lenders' 
simple  faith  in  the  safety  of  second 
mortgages.  Even  though  the  first 
mortgage  holder's  rights  remain  se- 
cure, the  second  mortgager  can  fore- 
close, forcing  a  sale.  But  few  lenders 


seem  to  be  asking  what  happens  if 
house  prices  fall  under  the  stress  of 
such  foreclosure  sales. 

Many  lenders  agree  that  50%  of  sec- 
ond-mortgage borrowings  currently 
are  for  debt  consolidation,  meaning 
that  a  debtor  already  seriously  in  hock 
is  now  pledging  his  house  to  try  to 
stay  afloat.  If  he  cannot,  a  forced  sale 
or  foreclosure  follows  swiftly. 

So  far,  news  from  the  foreclosure 
front  is  mixed  nationally  but  is  alarm- 
ing in  California.  The  Federal  Home 
Loan  Bank  Board  last  month  began 
keeping  track  of  S&L  second-mort- 
gage dealing  and  it  reports  that  fore- 
closures in  1980  were  nowhere  near 
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Advertisement  offering  second  mortgages 
Favorable  light  on  pyramiding  debt. 

the  rate  of  the  early  1970s  or  mid- 
1960s.  But  delinquency  notices  re- 
corded by  the  Mortgage  Bankers  As- 
sociation of  America,  more  repre- 
sentative of  second- mortgage  financ- 
ing, were  at  a  historic  high  of  5.31% 
for  the  first  quarter  of  1981. 

In  California,  which  leads  the  na- 
tion with  over  $2  billion  in  new 
second  mortgages  made  each  year, 
the  home  foreclosure  rate  in  prime 
residential  areas  is  exploding.  In  Or- 
ange County  the  recorder's  office  re- 
ports 6,600  foreclosure  notices  for 
the  first  five  months  of  1981,  more 
than  two-thirds  of  the  total  for  all 
of  1980.  In  both  San  Diego  and  Los 
Angeles  counties,  where  no  official 
count  is  kept,  lenders  and  trustees 
say  foreclosures  have  doubled  over 
the  last  year. 

Why  are  foreclosures  rising  so  fast? 
"I  have  little  doubt  that  second  mort- 
gages are  behind  the  foreclosures," 
says  Herschel  Elkins,  California's  se- 


nior assistant  attorney  general.  "We 
are  advising  people  that  their  last  re- 
sort should  be  a  second  trust  deed. 
There  is  great  pressure  on  people  who 
are  short  of  money  to  borrow  on  their 
homes.  But  the  people  don't  realize 
that  if  they  have  a  problem  they  could 
lose  their  homes.  And  in  today's  envi- 
ronment there's  hardly  a  chance  of 
buying  another." 

Common  in  California,  second 
trust  deeds  allow  foreclosure  proceed- 
ings to  be  completed  in  four  months, 
compared  with  a  year  or  more  for 
second  mortgages. 

What  happens  to  all  that  equity  in 
a  foreclosure  sale?  The  house  at  1541 
West  Toscanini  Drive  in  Los  Angeles 
is  a  chilling,  but  not  unusual  exam- 
ple: Appraised  at  $200,000,  the  house 
carried  a  $104,000  first  mortgage  and 
a  $20,000  second  on  which  the  own- 
ers had  defaulted.  The  California 
First  Bank,  holder  of  the  second 
mortgage,  foreclosed. 

At  the  foreclosure  sale,  held  in  May 
at  the  Los  Angeles  County  Court- 
house, the  bidding  started  at  $24,950. 
That's  right,  $24,950.  So  much  for  the 
appraised  value.  The  winning  bidder 
paid  $26,450  cash. 

At  that,  the  bank  got  out  clean.  The 
$26,450  wiped  out  the  second  mort- 
gage and  associated  fees.  The  buyer 
assumed  the  original  first  mortgage 
and  paid  arrears  on  it.  The  loser  was 
the  original  homeowner  who  got  into 
debt  over  his  head.  But  as  foreclosures 
rise,  and  the  "cash"  prices  for  dis- 
tress-sale houses  fall,  financial  institu- 
tions too  could  be  left  holding  real 
estate  on  which  the  rock-solid  "equi- 
ty" has  melted  away. 

Both  lenders  and  borrowers  of  sec- 
ond mortgages  lack  historical  mem- 
ory. The  last  great  binge  of  second 
mortgages  was  during  the  1920s.  The 
lenders,  mostly  retired  farmers,  were 
eager  to  lend  to  consumers  willing  to 
pay  high  interest.  But  the  great  De- 
pression hit,  house  prices  fell  22%  on 
average  and  borrowers  and  lenders  be- 
came losers. 

In  the  1980s  boom,  lenders  are  say- 
ing that  it  is  almost  the  homeowner's 
duty  to  borrow  against  the  equity  in 
his  house.  "Why  should  people  have 
to  move  to  tap  the  equity  of  their 
homes?"  asks  Joyce  Healy,  vice  presi- 
dent of  Manufacturers  Hanover. 
"This  is  a  way  of  saving  money  rather 
than  leveraging  your  future."  That's 
an  optimistic  way  to  describe  what  in 
colder  terms  looks  like  a  pyramiding 
of  debt  by  borrowers  and  an  attempt 
by  lenders  to  keep  the  national  credit 
bubble  afloat  by  throwing  a  lifeline 
around  the  last  remaining  object 
above  water.  ■ 
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American  know-how 
is  alive  and  well  at 
Rockwell  International 

Seconds  before  "Columbia,"  the  world's  first 
reusable  spaceship,  touched  down  in  California, 
Houston  Control  radioed:  "Prepare  for  exhilaration!" 

America  was  ready.  Ready  to  assume  the 
world's  leadership  role  in  space  technology  once 
again.  Ready  for  the  exhilaration  of  a  pride  in 
accomplishment  that  makes  a  nation  stand  tall. 

And  we  were  ready:  Rockwell  International. 
Our  Space  Division  is  prime  contractor  to 
NASA  for  the  Shuttle  orbiter  —  the  most  complex 
flying  machine  ever  built.  Our  Rocketdyne  Division 
builds  the  main  engines  —  the  first  reusable  engines  to 
go  into  space.  And  we  assist  NASA  in  the  integration 
of  the  entire  Space  Transportation  System  — 
coordinating  the  efforts  of  50,000  people  in  many 
companies  advancing  the  frontiers  of  many 
technologies. 

Our  achievements  in  space  and  aircraft 
development  demonstrate  the  high  technology  you'll 
find  in  the  businesses  of  Rockwell  International. 

We've  made  it  our  policy  to  work  at  the 
leading  edge  of  technology.  In  our  four  major  business 
areas  —  Aerospace,  Electronics,  Automotive  and 
General  Industries  —  we  create  technologies  in 
everything  from  supersonic  aircraft  and  million-mile 
truck  axles  to  sophisticated  offset  printing  presses, 
business  telecommunication  systems  for  the  office  of 
the  future  and  electronic  products  and  systems  for 
major  strategic  programs. 

More  than  that,  we've  developed  systems  to 
manage  these  technologies  that  are  as  advanced  as  the 
technologies  themselves. 

We've  put  the  right  engineering  and 
manufacturing  teams  together  with  the  right 
management,  and  then  added  a  dose  of  something 
unique  to  this  country:  good  old  American  know-how. 
It's  alive  and  well  at  Rockwell  International. 


Rockwell  International 

...where  science  gets  down  to  business 


Automotive  /Aerospace 
Electronics /General  Industries 


Is  the  Heart-Aid  a  glittering  prize  or  a  trap 
for  cost-conscious  little  Emerson  Radio? 


A  dangerous 
dream? 


The  Up-And-Comers 


By  Thomas  Baker 

Pay  a  visit  to  the  Emerson  Radio 
Corp.  showroom  in  Secaucus,  N.J.  and 
you  have  to  shade  your  eyes  against 
the  glare  of  brushed  chrome  and  dial 
lights.  There  are  three  walls  packed 
floor  to  ceiling  with  compact  stereos, 
clock  radios  and  portable  tape  record- 
ers, even  the  gargantuan  type  some- 
times called  "urban  music  units." 

But  the  product  that  most  interests 
Emerson  President  Steve  Lane,  45, 
isn't  in  the  showroom,  nor  is  it  in  the 
warehouse  or  the  adjoining  headquar- 
ters. Reluctantly  posing  for  a  few  pic- 


tures in  front  of  his  radios,  Lane  says: 
"I  really  wish  I  had  the  Heart- Aid." 

Heart-Aid,  Lane  hopes,  will  move 
his  company  from  its  current  dog-eat- 
dog  business  to  one  that  is  both  glam- 
orous and  profitable.  But  he's  also  tak- 
ing some  mighty  big  chances. 

The  Heart-Aid — a  portable  emer- 
gency electric  shock  tool  for  heart  at- 
tack victims — isn't  even  being  deliv- 
ered to  customers  at  the  moment,  al- 
though Emerson  acquired  its 
floundering  manufacturer  in  1979. 
Nevertheless,  Steve  Lane  says:  "It 
makes  everything  else  quite  dull." 

Emerson's  performance  to  date  has 


been  anything  but  dull.  Sales,  which 
reached  $87  million  last  year,  have 
been  growing  at  the  rate  of  21%  a 
year  since  fiscal  1977.  Return  on 
equity  reached  a  five-year  average  of 
22%.  Even  more  impressive:  Emer- 
son produced  those  results  in  a  busi- 
ness where  dozens  of  its  U.S.  com- 
petitors were  either  shrinking  or 
abandoning  the  market  to  the  Japa- 
nese. How?  "I  think  most  of  the 
profits  we've  made  have  been  be- 
cause of  controlling  overhead  and 
purchasing,"  Steve  Lane  remarks 
modestly.  "Our  travel  and  entertain- 
ment is  the  lowest  in  the  industry. 
We  take  customers  to  breakfast  rath- 
er than  lunch.  We  run  the  company 
the  way  you're  supposed  to." 

Emerson  was  forced  to  operate  just 
that  way  from  the  outset.  In  1947 
Lane's  father,  Melvin,  started  up  a 
firm  called  Major  Electronics  special- 
izing in  children's  phonographs — the 
kind  that  sported  Popeye  on  the  in- 
side of  the  lid.  Turning  out  25,000  or 
so  a  year  with  six  workers  at  40  cents 
an  hour  in  the  Bush  Terminal  area  of 
Brooklyn,  the  Lanes  peddled  them  at 
$10  wholesale  to  hundreds  of  mom- 
and-pop  radio  stores  on  the  East 
Coast.  Steve  Lane  and  his  brother 
William  tagged  along  on  the  sales  and 
collection  calls  and  did  after-school 
stints  on  the  assembly  line. 

After  college  Steve  Lane  spent  a 
year  and  a  half  as  a  Wall  Street  trader, 
unsure  whether  Major  could  support 
more  than  one  family  in  an  industry 
with  dozens  of  small  competitors.  "I 
liked  Wall  Street,"  he  says,  "but  I  felt  I 
wanted  something  stable,  something 
secure."  It  was  back  to  Major. 

By  watching  costs  like  a  hawk,  the 
Lanes  managed  to  build  Major  to  $5 
million  a  year  by  1971 — in  part  be- 
cause so  many  of  their  small  competi- 
tors fell  by  the  wayside.  But  then  the 
product  itself  began  to  go  sour.  Inex- 
pensive Japanese  radios  and  stereos 
hit  the  discount  stores,  which  natural- 
ly found  it  simpler  to  order  a  whole 
line  from  a  single  producer.  Major, 
with  only  its  phonographs  to  show, 
was  left  in  the  cold. 

To  survive,  Major  had  to  go  into 
imports.  But  Steve  Lane  was  reluc- 
tant. "I  truly  believe  that  we  were  the 
last  company  in  the  U.S.  to  start 
buying  overseas  parts.  My  father  felt 
very  strongly  about  it.  We  were 
buying  speakers  from  a  little  place  'in 
upstate  New  York  that  we  had  bought 
from  for  15  years,  and  my  competitors 
were  buying  from  Korea  at  half  the 
price."  But  facts  were  facts.  In  1970 
the  Lanes  went  to  Hong  Kong  and 
Taiwan,  but  soon  realized  that  they 
had  nowhere  near  enough  cash  to 
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EMERY  DELIVERED 


A  19,000  POUND  CRANE 

WITHOUT  AN 
OUNCE  OF  TROUBLE. 


While  some  air  freight  companies 
have  weight  and  size  limitations, 
there's  no  limit  to  what  you  can  ship 
with  Emery. 

Take,  for  example,  what  hap- 
pened last  year  in  a  remote  coal  min- 
ing town  in  Pennsylvania.  A  major 
generator  shorted  out.  And  replacing 
it  required  a  nineteen-thousand 
pound  crane,  that  was  more  than  three 
thousand  miles  away. 

So  they  called  Emery.  And  not 
only  did  we  pick  up  the  crane  and  drive 
it  out  to  the  airport,  we  had  a  plane 
waiting  for  it  when  it  got  there.  So  by 


morning,  the  mine  was  out  of  the  dark 
and  back  in  the  black. 

.  Actually,  moving  any  problem 
shipment  is  no  problem  at  all  for  Emery. 

While  we  use  our  own  planes  to 
service  major  U.S.  cities,  we  also 
reserve  space  on  key  flights  of  practi- 
cally every  airline  that  carries  freight. 

So  Call  us.  After  all,  why  use  an 
air  freight  company  with  a  weight  limit, 
when  at  Emery  the  sky's  the  limit? 


EMERl 


AT  THE  RIGHT  PLACE,  AT  THE  RIGHT  TIME. 


arc  nia 


The  Up-And-Comers 

bring  in  a  full  line  of  merchandise.  So 
Major  went  public  in  1971,  raised 
$800,000  and  bought  a  failing  West 
Coast  importer  with  a  line  of  low- 
budget  radios.  With  electronics  stocks 
sky-high,  Major  went  to  the  market 
again  in  1972  for  $3  million. 

Just  as  good  times  began  to  roll, 
disaster  struck.  The  recession  of  1974 
hit  the  electronics  business  in  early 
1973.  It  was  then  that  Steve  Lane 
made  what  he  calls  "the  best  decision 
we  ever  made."  He  bought  the  name 
Emerson,  once  famous  in  radios,  and 
soon  found  out  that  names  really  mat- 
tered. He  renamed  his  company  Em- 
erson in  1977.  "I  remember  selling 
phonographs  that  I'd  made  for  Emer- 
son," Lane  recalls.  "I  made  the  exact 
same  phonograph  under  the  Major 
brand.  We  sold  it  for  $10,  and  Emer- 
son got  $12.  I  used  to  go  to  customers 
and  say,  'Believe  me,  everything  is  the 
same.'  And  the  retailer  would  tell  me 
the  name  was  worth  $2.  So  now  we 
had  the  name  for  2lA  cents!"  Lane 
had  agreed  to  pay  the  name's  propri- 
etor, National  Union  Electric  Corp. — 
now  part  of  Sweden's  Electrolux — a 
small  percentage  of  sales.  By  1985, 
when  Emerson  will  own  its  portion  of 
the  name  outright,  that  tab  will  have 
added  up  to  $3.8  million.  A  bargain,  as 
it  turned  out. 

Yet  the  recession  dragged  on  for 
over  a  year.  Steve  and  Bill  Lane  were 
about  to  send  out  pink  slips  to  all  the 
people  they  hired  in  1973  when  Gen- 
eral Electric  called  it  quits  in  the  pho- 
nograph business.  "All  of  a  sudden  the 
stores  started  calling  us,  the  catalog 
showrooms  especially,"  says  Steve. 
"They  were  very  brand-name  con- 
scious, and  we  were  the  only  brand 
name  left  in  the  phonograph  business. 
From  that  point  on,  everything  went 
straight  up."  Why?  Lane's  reborn  Em- 
erson was  aimed  at  what  he  calls 
"Middle  America" — people  with  a  tin 
ear  for  state-of-the-art  sound,  but  for 
whom  the  name  Emerson  still  appar- 
ently conjures  up  decades-old  Ameri- 
can knowhow. 

The  phonographs  are  gone  now, 
dropped  last  year  when  labor  costs 
finally  made  them  unprofitable.  The 
products  now  graced  by  the  grand  old 
American  name,  Emerson,  come  pri- 
marily from  Taiwan  and  Korea.  De- 
sign? Research  and  development? 
Lane  simply  looks  at  the  latest  from 
Sony  and  Panasonic,  then  has  his  50- 
person  overseas  staff  work  up  a  slickly 
designed  Emerson  knockoff  to  sell  for, 
say,  20%  less — priced  safely  below  the 
all-powerful  big  names,  but  safely 


above  the  more  suspect  brand  X. 

That  strategy  often  seems  conser- 
vative in  a  business  where  you  have  to 
make  quick  decisions.  When  Lane's 
people  saw  Sony's  Walkman,  the  por- 
table tape  player  with  headphones, 
they  decided  to  make  50,000  cjicap 
copies  to  rush  to  market.  "We  saw  it, 
and  immediately  decided  to  go  into 
it,"  says  Lane.  "But  in  a  period  of 
about  four  days  we  discovered  that 
there  were  21  other  people  coming 
out  with  a  Walkman,  so  we  called 
overseas  and  found  out  we  were  only 
locked  in  on  around  eight  or  ten  thou- 
sand. We  said:  'Stop  the  rest!'  And  in 
January  at  the  trade  show  everyone 
and  his  brother  had  a  Walkman."  Em- 
erson unloaded  most  of  those  10,000 
Walkman  knockoffs — at  a  profit — in 
Chile  and  England  and  walked  away 
from  the  fracas. 

Steve  Lane  was  in  New  York  work- 


"Emerson  Radio  has  been 
my  life.  Twenty  years  of 
walking  around  and  literal- 
ly turning  off  lights  in  the 
bathroom.  Then  I  look,  at 
the  potential  here.  You've 
got  a  product  where  the 
profits  are  basically  auto- 
matic. This  is  what  I  want- 
ed all  along." 

ing  on  an  Emerson  TV  commercial  in 
1979  when  he  bumped  into  a  medical 
salesman  preparing  a  sales  film.  The 
product  was  the  Heart-Aid. 

"I  fell  in  love  with  it,"  Lane  smiles. 
"I  brought  it  back  here  and  looked  at 
it.  Everyone  liked  it.  We  called  in  a 
few  cardiologists,  and  they  all  looked 
at  it  and  said  the  same  thing:  'We 
can't  believe  we've  never  heard  of  it. 
If  it  does  what  you  say  it  does,  it's  the 
greatest  thing  in  the  world.'  " 

The  Heart-Aid  sales  film  Steve  likes 
to  show  is  dramatic.  A  heart  attack 
victim  falls  to  the  floor.  CPR  (cardio- 
pulmonary resuscitation)  is  adminis- 
tered and  the  ambulance  is  called — 
but,  intones  the  film,  a  patient  needs 
an  electric  shock  if  his  heart  is  f  ibrillat- 
ing  (beating  wildly).  That  has  to  wait 
for  the  ambulance  or  the  hospital,  and 
in  the  film  this  help  is,  of  course,  too 
late.  The  Heart-Aid  is  a  beige  plastic 
box  about  the  size  of  one  of  Emerson's 
big  urban  portable  radios.  A  pad  goes 
over  the  victim's  chest,  and  a  plastic 
mouthpiece  into  the  mouth.  If  the  ma- 
chine determines  that  a  shock  is  need- 
ed, its  electronics  calculate  the 
amount.  In  the  film  the  victim  is  jolt- 
ed, then  begins  to  stir  and  breathe. 

"Here  is  a  product  that's  going  to 


sell  for  many  thousands  of  dollars," 
Steve  Lane  says,  "and  we  won't  have 
to  worry  about  nickels  and  dimes 
making  it.  Sometimes  you'fe  forced 
to  make  shortcuts  in  your  life.  Here  is 
a  product  that  you  can  truly  build  the 
way  it  should  be  built." 

He  pauses.  "Emerson  Radio  has 
been  my  life.  Twenty  years  of  walking 
around  and  literally  turning  off  lights 
in  the  bathroom.  Then  I  look  at  the 
potential  here.  You're  watching  pen- 
nies in  one  area,  and  you've  got  an- 
other where  the  profits  are  basically 
automatic — your  products  are  patent- 
ed and  proprietary.  This  is  what  I 
wanted  all  along." 

Lane  flew  to  Portland,  Ore.  and 
found  the  Heart-Aid's  manufacturer, 
Cardiac  Resuscitator  Corp.  It  was 
near  bankruptcy,  with  around  100 
units  in  service  but  major  credibility 
problems.  CRC's  board  was,  in  fact, 
about  to  sell  out  to  Walter  Kidde  & 
Co.  Lane,  in  a  frenetic  selling  job,  flew 
coast  to  coast  four  times  and  bested 
Kidde's  bid  by  offering  some  of  CRC's 
investors  a  chance  to  keep  a  stake  in 
the  company.  For  its  80%  interest, 
Emerson  gave  CRC  $270,000  and 
promised  $230,000  in  loans.  The 
loans  have  now  amounted  to  $  1 .2  mil- 
lion. Lane  tried  unsuccessfully  to  sell 
the  $6,795  units.  Then  he  pulled  them 
off  the  market  for  redesign,  put  to- 
gether a  medical  advisory  board  and  is 
angling  for  medical  journal  writeups. 
Just  as  in  1973,  the  hot  new-issues 
market  is  coming  to  his  rescue:  This 
month  CRC  will  issue  $4  million  in 
new  stock  that  will  reduce  Emerson's 
stake  to  70% — but  will  also  pay  off 
those  loans. 

Steve  Lane's  hopes  are  undimmed. 
He  has  fallen  in  love  with  the  new 
business.  He  has  anted  up  another 
$1.5  million  for  a  25%  share  in  a  sec- 
ond venture:  a  tomographic  scanner, 
in  effect  a  high-speed  CT  scanner  for 
sophisticated  X-ray-like  diagnosis. 
With  GE's  and  Siemens'  scanners  sell- 
ing for  around  $800,000  apiece  and 
companies  like  Pfizer  and  Johnson  & 
Johnson  losing  millions  at  it,  why 
would  Lane  even  think  of  such  a  busi- 
ness? "Our  scanner  will  obsolete  ev- 
erything on  the  market  today,"  he 
claims.  His  enthusiasm  is  so  conta- 
gious that  Emerson's  auditors  have 
resigned  the  account  in  order  to  in- 
vest in  the  scanner  deal. 

With  brother  William  overseeing 
the  audio  business,  Steve  pores  over 
medical  journals  and  laments  the  cost 
of  laboratory  monkeys,  $1,000  a  head. 
"I  think  about  Xerox  and  Polaroid," 
he  says,  "and  I  look  at  our  two  prod- 
ucts and  I  say  they  may  do  that  for 
us — if  they  work."  ■ 
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When  he's  ready  to 
take  over  your  business 
will  your  business 
be  ready  for  him? 


After  years  of  hard  work  and  long 
hours  you've  made  your  business  a 
success.  But  what  about  the  future? 
Will  your  son  or  daughter  be  able  to 
carry  on  your  dreams? 

They  will  —  if  you  talk  to  The 
Specialists  at  The  Quiet  Company 
today.  Northwestern  Mutual  Life. 

Specialists  because  the  only  thing 
we  insure  is  the  only  thing  that  truly 
matters.  Your  life.  For  the  life  of  your 
business. 

For  over  100  years  The  North- 
western has  helped  business  own- 
ers like  you  prepare  for  the  fu 
ture  through  comprehensive 
insurance  protection  plans. 
Chances  are  your  local 


Northwestern  General  Agency  and  its 
associates  have  been  in  business 
longer  than  you.  And  will  be  in  busi- 
ness for  years  to  come.  The 
Northwestern  Agent  you'll  talk  with  is 
an  experienced,  knowledgeable 
business  person.  We  pride  ourself  on 
having  the  most  professional  agents  in 
the  industry.  All  dedicated  to  provid- 
ing you  with  the  best  life  insurance 
value  around. 

All  because  we  specialize.  In  your 
life.  For  the  life  of  your  business.  To 
find  out  how  our  specialization 
can  work  for  your  business 
needs  and  help  you  plan  for 
the  future  all  you  have  to 
do  is  . . . 


Ask  a  Quiet  Company  specialist. 


NORTHWESTERN  MUTUAL  LIFE 

For  business. .  .the  number  one  specialist  in  individual  life  insurance. 


This  plane  flies  three  times  faster 

^  than  a  bullet. 


ALLEGHENY  INTERNATIONAL 

SPECIAL  SKILLS  FOR  SPECIAL  NEEDS. 


The  U.S.  Air  Force  SR-71  is  the 
world's  fastest,  highest-flying 
Droduction  plane. Its  made  almost 
entirely  of  titanium— an  excep- 
tionally strong,  lightweight 

I  and  heat-resistant 

|  metal  that  allows 
it  to  travel  at  speeds^ 

jj  in  excess  of  Mach 

ij  and  at  altitudes 
over  80,000  feet. 

This  pressure  vessel,  used 
in  aircraft  systems,  contains 
fire  suppressing  gas  that  can 

snuff  out  a  fire  in  seconds. 

It  took  the  special  skills  of 
|  Allegheny  International  to  meet 
■  the  special  needs  of  this  remark- 
able plane.  Our  experience  in  the 
if  development  and  manufacture  of 
■titanium  and  other  special  metals 
was  essential  in  the  development 
I  of  the  SR-71.  The  metals  we  make 
are  also  needed  for  critical 
elements  in  jet  engines, 
spacecraft  and  missiles. 


Providing  special  metals  is  one 
way  Allegheny  International  is 
meeting  the  special  needs  of 
aerospace  and  defense.We're 
also  one  of  the  leading  sup- 
pliers  of  fire  suppression 
1  systems  for  use  in  civilian 

and  military  aircraft, 
J  NATO  armored  vehicles 
Kr>  and  ships  of  virtually  every 
description.  These  sys- 
tems react  fast— some  within 
milliseconds— to  save  lives  and 
protect  property. 
At  Allegheny  Inter- 
national, we're  also 
using  our  special 
skills  in  electronics 
to  develop 
sophisticated 
components 
for  satellites 
and  other  spacecraft.  In  fact, 
more  than  300  electronic 
components,  all  manufactured 
by  Allegheny  International,  were 
used  in  the  Space  Shuttle. 


We  believe  that  matching  special 
skills  to  meet  special  needs  is  the 
means  for  our  future  growth. 
And,  at  Allegheny  International, 
we're  applying  our  special  skills 
in  growth  markets  the  world 
over- in  \  consumer  products, 
health    m  care, food  pro- 
transportation, 
what  makes 
International  so 
you'd  like  to 


cessmg, 
That's 
Allegheny 
special.  If 
know  more 
Internationa 


More  than  300 
electronic 
components 
were  produced 
by  Allegheny 
International 
for  use  in  the 
Space  Shuttle 
program. 


about  Allegheny 
write  to  us  at 
Box  456  L,  Two 
Oliver  Plaza, 
Pittsburgh, 
PA  15230 


V  heard  a  lot  last  year  about  the  reindus- 
tnalization  of  America.  Here's  one  of  the 
first  companies  to  benefit. 

Sunrise, 
sunset . . . 


By  William  Harris 

P.  resident  William  M.  Fen- 
^  ning's  Cleveland  Wrecking 
Co.,  the  nation's  oldest  and  larg- 
est demolition  outfit,  has  destroyed 
such  landmarks  as  the  1928  Art  Deco 
Richfield  Building  in  Los  Angeles,  the 
original  New  York  Metropolitan  Op- 
era House  and  the  famed  Breakers  Ho- 


tel in  Atlantic  City.  But  with  the 
trend  to  historical  preservation,  there 
are  fewer  such  jobs  these  days. 

Cleveland  Wrecking  also  took  down 
St.  Louis'  57-acre,  30-building  Pruitt- 
Igoe  housing  complex,  symbol  of 
1950s-style  urban  renewal  that  fell  out 
of  favor  in  the  1970s,  further  reducing 
opportunities  for  demolition  work. 

So  how  is  stocky,  fast-talking  Bill 


Fenning  doing?  Just  fine.  The  much 
ballyhooed  passion  for  "reindustrial- 
lzation"  is  giving  his  $40  million 
(sales),  privately  held  company  a  lot  of 
work  removing  parts  of  aging  plants 
and  tearing  out  obsolete  assembly 
lines.  Also,  the  very  trend  to  historical 
preservation  means  that  more  build- 
ings are  being  gutted  and  remodeled, 
allowing  Fenning — a  master  estima- 
tor of  a  building's  contents — to  boost 
Cleveland's  earnings  through  a  new 
and  fashionable  salvage  business:  sell- 
ing the  paneled  doors,  stained-glass 
windows,  marble  and  carved  molding 
to  posh  restaurants  and  other  busi- 
nesses dependent  on  decor. 

Fenning,  60,  has  been  30  years  with 
Cleveland  Wrecking — a  Los  Angeles- 
based  company  with  seven  regional 
offices — none  in  Cleveland — and  its 
president  for  the  last  seven.  He  has 
tripled  revenues  in  those  seven  years, 
brought  pretax  earnings  to  an  estimat- 
ed $4  million  a  year  and  taken  Cleve- 
land— named  for  the  hometown  of  its 
1905  founders — to  the  top  of  this  frag- 
mented industry  of  2,500  companies 
and  about  $1  billion  in  total  revenues. 

"This  business  appeals  to  the  little 
boy  in  a  lot  of  people,"  says  Fenning, 
observing  how  adults  stop  to  watch 
the  "headache"  ball  demolish  a  wall. 
But  the  profits  lie  in  picking  up  the 
pieces.  "The  salvage  factor  can  make 
or  break  a  job,"  says  Fenning.  "He 
who  finds  a  home  for  material  com- 
ing out  is  he  who  makes  a  buck." 
Virtually  every  building  material — 
steel,  lumber,  copper  piping — has  re- 
sale value.  Fenning  recalls  Cleveland 
paying  $2.5  million  salvage  for  three 
refineries,  charging  $1  million  more 
to  tear  them  down  and  then  reselling 
some  of  the  equipment  for  $6.5  mil- 
lion, netting  $3  million  on  the  job. 

But  he  must  watch  the  scrap  mar- 
kets carefully.  If  he  predicts  scrap 
prices  wrong,  Fenning — who  owns 
47%  of  Cleveland,  and  runs  it  with 
two  partners,  both  cousins — can  lose 
his  shirt.  He  points  across  his  desk  to 
two  mounted  bits  of  railroad  track 
he's  using  as  bookends.  "They're  rails 
from  the  old  elevated  train  in  Boston, 
and  we  lost  a  fortune  on  that  job," 
Fenning  recalls.  "Steel  scrap  was  go- 
ing for  $80  a  ton  when  we  got  the  job, 
but  by  the  time  we  got  the  damn 
thing  down,  scrap  was  at  $45.  Those 
bookends  cost  me  $600,000." 

Fenning,  who  holds  a  business  de- 
gree from  the  University  of  Southern 
California,  got  into  wrecking  when  he 
married  the  daughter  of  a  Cleveland 
founder — later  buying  a  dominant 
share  from  the  heirs  of  other  founders. 
He  runs  the  business  with  a  boister- 
ous combination  of  bawdry  and  hus- 


Cleveland  Wrecking's  Bill  Fenning 

Demolition  looks  Wee  fun,  but  salvage  can  make  or  break. 
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EVERYONE  TALKS  ABOUT 
LOW  RENTAL  PUCES. 
RTZ  GUAMNIEESTHEM. 


Hertz  drops  all  mileage  charges. 
You  can  save  as  much  as  33%  on 
your  rental -and  we'll  guarantee 
the  price  before  you  go! 

Now  you  can  rent  any  Hertz 
car,  anywhere,  anytime,  round- trip 
or  one-way  without  paying 
a  penny  extra  for  the  miles  you 
\y\9^  drive? 

WeVe  also  instituted 
Guaranteed  Pricing.  A  policy 
that  tells  you  up  front  what 
your  rental  charges  will  be. 

Just  tell  the  person  at 
the  Hertz  counter  how  many 
days  you  intend  to  keep  the  car,  what 
location  you'll  return  it  to,  and  whether 
or  not  you  want  options  such  as 
Collision  Damage  Waiver  and  Personal 
Accident  Insurance. 

We'll  tell  you  your  rental  charges  at 
the  time  you  go.  And,  if  you  request, 
we'll  guarantee  it  in  writing.  With  a 
Hertz  Guaranteed  Pricing  tag  that 
we'll  give  you  when  you  rent  your  car. 
So  why  rent  from  companies 
that  only  talk  about  their  prices? 
Come  to  Hertz.  Where  you'll  get  a  good 
car,  a  good  price  and  all  the 
advantages  of 
renting  from  #1. 
We  guarantee  it.  » 

WHERE  WINNERS  RENT 

HERTZ  FEATURES  THE  EXCITING  FORD  ESCORT 

•Guaranteed  Pricing  available  at  all  Hertz  corporate  and  participating  liceasee  locations  in 
the  U.S.  Drop-off  charges  apply  on  some  one-way  rentals.  Refueling  charges  and  state  and 
local  taxes  are  not  included.  hbeg  us  pat  off©  hertz  system  inc  i9et 


tie:  handing  out  tee-shirts  that  say  "It 
takes  balls  to  wreck  a  building"  and 
displaying  the  glass  door  pane  from 
Governor  Ronald  Reagan's  office  in 
his  private  bathroom;  but  also  chasing 
down  announcements  of  corporate 
expansion  and  retooling.  L.L.  Schwall, 
formerly  with  Cleveland  and  now 


head  of  a  competing  firm  named  In- 
virex  Demolition,  says,  "Fenningbids 
on  jobs  we  never  hear  about." 

His  biggest  problem,  says  Fenning,  is 
finding- -and  keeping — enough  super- 
visors. A  lot  of  Cleveland's  best  men 
have  left  to  start  their  own  demolition 
companies.  It  often  takes  little  capital 


to  finance  a  good  start  in  wrecking. 

Still,  Fenning  is  enjoying  a  good 
year.  Commercial  construction  is  up, 
which  means  that  the  commercial  de- 
struction that  precedes  it  is  growing, 
too.  And  somebody  somewhere  al- 
ways seems  to  find  a  use  for  others' 
obsolete  equipment.  ■ 


"If  you  can  keep  your  head  when  all  about 
you  are  losing  theirs. . . ,"  wrote  Kipling. 
Denny's  new  boss  did. 

Doing  better 
by  doing  less 


By  Kathleen  K.  Wiegner 

WPhen  in  doubt,  don't  panic. 
President  Vem  O.  Curtis  took 
over  the  top  job  at  Denny's 
Inc.  in  June  1980— -at  the  end  of  a 
fiscal  year  when  the  restaurant  chain 
suffered  a  33%  drop  in  earnings,  its 
first  decline  since  1971.  Last  month 
Curtis  closed  out  Denny's  fiscal  1981 
with  revenues  up  some  18%,  to  $845 
million,  and  earnings  up  over  55%,  to 
around  $26.5  million.  In  May  he  took 
advantage  of  the  fact  that  Denny's 
stock  price  has  nearly  doubled  in  a 
year  to  sell  1  million  shares  and  raise 
$28.5  million. 

In  bringing  Denny's — which  owns 
or  franchises  837  coffee  shop  restau- 
rants and  885  Winchell's  Donut 
Houses — quickly  back  to  health,  Cur- 
tis avoided  the  temptation  to  do  too 
much.  He  closed  100  unprofitable 
Winchell's  donut  shops,  part  of  his 
predecessor  Chairman  Verne  Win- 
chell's overexpansion,  and  will  shut- 
ter 20  more  by  year-end.  But  he  did 
not  heed  advice  from  financial  ana- 
lysts to  scrap  the  donut  business  en- 
tirely. With  its  lossmakers  closed,  the 
Winchell's  operation  is  capable  of  pro- 
viding Denny's  with  $10  million  in 
pretax  earnings  this  fiscal  year  and  it 
contains  valuable  real  estate  and 
leases.  Almost  all  the  Denny's  and 
Winchell's  are  company-owned. 

In  late  1980  Curtis  brought  in  Nor- 
man Habermann  from  Collins  Foods 
International,  a  major  Kentucky  Fried 


Denny's  Vern  Curtis 


JVo  distracting  concepts. 


Chicken  franchiser,  as  chief  operating 
officer.  There  was  some  thought  that 
Denny's  might  start  a  chain  of  chicken 
takeout  shops.  But  Habermann  left  the 
company  in  April.  "Another  concept 
would  distract  us  right  now,"  says  47- 
year-old,  Idaho-born  Curtis,  an  accoun- 
tant who  has  worked  for  Denny's  since 
1968.  "People  at  McDonald's  probably 
should  have  considered  other  concepts, 
but  they  haven't.  Maybe  that's  why 
they're  so  successful." 

Denny's  competes  with  McDon- 
ald's in  the  sense  that  both  are  after  a 
share  of  the  basic  eating-out  dollar. 
But  Denny's  niche  in  the  business  is 
among  the  sit-down  coffee  shop  res- 
taurants, which  typically  feature  a 
menu  of  over  100  items.  In  that  busi- 
ness Denny's — compared  with  such 


outfits  as  the  Howard  Johnson  divi- 
sion of  Imperial  Group  Ltd.,  Sambo's, 
the  Friendly  Ice  Cream  shops  and  Per- 
kins' Cake  &  Steak — is  in  top  place. 

Growth  of  25%  during  the  early 
1970s  has  slowed  recently  to  under 
20%  per  year  for  most  restaurant 
chains.  And  several  of  Denny's  direct 
competitors  are  running  into  trouble. 
Sambo's  has  lost  money  for  the  last 
two  years,  and  Perkins',  operated  by 
Holiday  Inns,  suffered  a  sharp  decline 
in  profits  last  year.  So  Curtis  chose  to 
sacrifice  a  quick  recovery  in  Denny's 
profit  margin  in  order  to  build  market 
share  with  $1.99  breakfast  specials 
and  an  advertising  budget  up  94%,  to 
$14  million  this  year. 

Even  though  the  rise  in  food  costs 
has  slowed,  Curtis  recognizes  that 
trends  supporting  the  growth  of  the 
eating-out  industry — women  moving 
into  the  work  force,  for  example — 
have  leveled  off.  "Now  I  think  we'll 
see  more  intense  competition  and 
more  concentration,"  he  says,  mean- 
ing some  chains  will  go  to  the  wall. 

To  ensure  that  Denny's  will  be  one 
of  the  survivors,  Curtis — a  Mormon 
who  took  two  years  after  graduation 
from  the  University  of  Utah  to  do 
missionary  work — is  husbanding  cash 
by  opening  only  40  new  Denny's  this 
year,  compared  with  70  a  year  during 
the  Seventies.  He  also  has  beefed  up 
the  bonus  program  for  managers  in 
Denny's  California-based,  40-state 
operation. 

His  emphasis  will  be  on  important, 
but  decidedly  unflashy,  detail.  Curtis 
has  been  tailoring  Denny's  standard 
menus  slightly  for  regional  prefer- 
ences— more  salads  in  California, 
chicken-fried  steak  in  Texas  and  meat 
loaf  and  mashed  potatoes  as  winter  spe- 
cials in  the  Northeast.  He  is  replacing 
some  of  Denny's  garish  fast-food  decor 
with  wood  paneling  and  softer  lights, 
but  not  getting  so  fancy  as  to  frighten 
off  the  budget-conscious  customers. 

"We  opened  one  unit  that  was  so 
upscale  people  thought  it  was  a  dinner 
house  and  didn't  show  up  for  break- 
fast or  lunch,"  says  Curtis.  Although 
Denny's  is  open  24  hours  a  day,  the 
breakfast  and  lunch  crowd  still  ac- 
count for  55%  of  Denny's  business. 
Vern  Curtis  doesn't  overlook  details 
like  that.  ■ 
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Our  flowers  blossom  at3Q000 feet. 


Amidst  the  rich  murals  of  authentic 

temple  art  and  the  spacious  seating 
^  j/ttjj^^  of  our  new  Business  Class, 
|l   you  will  discover  a 

thousand-year  tradition  of 
|  beauty  and  grace. 

Always  in  full  bloom 
on  our  Royal  Orchid  Service 
to  Tokyo,  Bangkok  and  32  cities 
in  27  countries. 


ITS  BASED  ON  THE 
PROPOSITION  THAT  GOOD 
IDEAS  SHOULDN'T  HAVE  TO 
GO  BEGGING  FOR  MONEY. 


The  trouble  with  many  good  ideas  is  that  they're  a  bit 
unconventional. 

Which  can  put  them  at  the  mercy  of  investment  people 
who  may  be  rather  conventional  in  their  thinking. 

No  wonder  Atari  Inc.  had  some  difficulty  getting  financ- 
ing back  in  1974.  It  had  an  idea  that  took  real  vision  to  see. 

At  General  Electric  Credit  Corporation,  we  have  that 
kind  of  vision.  We  backed  Atari  because  we  knew  the  electron- 
ics business  and  exactly  where  it  was  going.  It  seems  we  were 
right.  Today  Atari  is  a  major  force  in  home  and  coin-operated 
video  games  and  personal  computers. 

Over  the  last  50  years,  we've  made  it  our  business  to 
know  all  there  is  to  know  about  an  industry.  Perhaps  that's  why 
we've  become  a  leader  in  not  only  consumer  and  real-estate 
financing  but  commercial  leasing  as  well. 

Having  this  solid  base  of  knowledge  allows  us  to  be 
more  flexible  in  our  thinking. 

Rather  than  following  a  rigid  debt-to-equity  formula, 
we  weigh  all  the  assets  of  a  company— its  thinking,  its  imagi- 
nation, its  determination. 

This  year,  we'll  have  over  9  billion  dollars  in  earning 
assets.  And  8500  enterprising  people  who  don't  believe  in 
turning  their  backs  on  ideas  that  can  make  a  fortune. 


General 
Electric 
Credit 

CORPORATION 


WE  BRING  GOOD  THINGS  TO  LIFE. 


Dominating  the  cereal  market  brings  Kel- 
logg spectacular  profits.  But  if  the  com- 
pany wants  to  keep  growing,  it  may  have 
to  earn  less  from  some  other  business. 


Beyond  the 
breakfast  table 


of  the  market — worth  over  $50  million 
in  sales — and  preventing  further  share 
erosion.  LaMothe  says  using  whole 
grains  in  Nutri-Grain  shows  a  techno- 
logical breakthrough,  but  from  a  flavor 
standpoint,  there  is  nothing  special 
about  the  new  brand.  The  rye  flavor 
resembles  General  Mills'  Wheaties, 
which  has  a  2%  market  share,  and  the 
corn  version  smacks  of  Quaker  Corn 
Bran,  which  holds  an  almost  1% 
share.  Nutri-Grain  may  not  eat  into 
the  sales  of  Kellogg's  other  products, 
but  it  also  seems  a  long  shot  to  find  a 


By  Jeff  Blyskal 


AH,  to  be  William  LaMothe. 
For  the  past  two  years,  he  has 
b  run  Kellogg  Co. — the  folks 
from  Battle  Creek,  Mich,  who  domi- 
nate the  breakfast-cereal  business. 
Kellogg's  40%  market  share  is  almost 
twice  that  of  General  Mills,  its  near- 
est competitor.  With  a  five-year  re- 
turn on  equity  of  nearly  30%,  La- 
Mothe's  company  is  the  standout  of 
the  food-processing  industry. 

But  all  is  not  well  at  the  home  of 
Tony  the  Tiger.  Margins — still 
an  enviable  8.6% — are  slipping. 
More  important,  though  rev- 
enues should  approach  $2.5  bil- 
lion this  year,  Kellogg's  market 
share  is  declining,  down  as 
much  as  three  percentage  points 
from  1977.  The  problem?  At  a 
time  when  the  competition  is 
charging  fast,  Kellogg's  new 
products  have  come  too  slowly. 

What  does  LaMothe  intend  to 
do?  A  Brooklyn  native  who  has 
a  slight  Midwest  accent  after  31 
years  at  Kellogg,  he  pulls  out 
four  rather  plain  boxes  of  a  new 
line  and  stacks  them  on  his 
desk.  It's  Nutri-Grain,  a  vita- 
min-enriched flake  cereal  that 
comes  in  whole  grain  barley, 
corn,  rye  and  wheat  flavors. 
"We're  pretty  confident,"  says 
LaMothe,  "that  when  we  get 
these  and  other  entries  on  the 
market,  we'll  recover  any  share 
we  have  slipped." 

He  isn't  speaking  lightly.  What 
with  R&D,  startup  costs  and  a 
promotion  blitz,  Kellogg  is  tak- 
ing a  $50  million  gamble  on  Nu- 
tri-Grain. Last  year's  introduc- 
tion of  Honey  &  Nut  Com  Flakes 
and  Raisins,  Rice  &  Rye  paid  off 
well  enough,  gaining  roughly  2% 


Kellogg's  LaMothe,  with  Tony 
Cereal  wont  be  gr-r-r-reat forever. 


major  market  niche  of  its  own. 

Part  of  Kellogg's  problem  is  that  de- 
mographics are  moving  away  from  a// 
cereal  makers.  The  largest  population 
segment  is  now  20-to-50-year-olds, 
but  they  eat  the  least  cereal  per  capita. 
So  market  growth  has  shrunk  from  a 
1974  high  of  9%  to  just  about  3% 
today.  Even  though  its  product- intro- 
ductions in  the  U.S.  have  a  70%  suc- 
cess ratio,  Kellogg  may  get  caught  in  a 
brand  war  at  the  breakfast  table. 

Kellogg  isn't  about  to  pull  back — but 
when  the  54-year-old  LaMothe  looks 
ahead  for  growth  options,  he  sees 
them  elsewhere.  In  1969,  when  Kel- 
logg began  to  diversify — by  buying 
Canada's  Salada  Foods— 95%  of  Kel- 
logg's revenues  came  from  cereal. 
Since  then,  with  the  acquisition  of 
Mrs.  Smith's  Pie  Co.,  Fearn  Interna- 
tional, Pure  Packed  Foods  and  the  Le 
Shake  brand  of  drinkable  yogurt,  cere- 
al's contribution  to  total  sales  has 
dropped  to  about  70%.  LaMothe  pro- 
jects/to will  shrink  to  60%  by  1990. 
"We  want  to  make  our  whole  oper- 
ation grow  faster,"  he  explains. 

Kellogg,  of  course,  has  never  really 
had  trouble  financing  its  growth  from 
within.  It  has  a  mammoth  $230  mil- 
lion cash  flow  and  just  $83  million  of 
debt  to  $744  million  in  equity.  But 
aside  from  expansion  overseas — al- 
ready the  source  of  nearly  40%  of 
sales — Kellogg  is  hard  pressed  to 
locate  food  companies  with  the 
attractive  returns  it  has  grown 
accustomed  to.  So  LaMothe  is 
shopping  elsewhere.  "We'd  feel 
comfortable  with  something 
consumer-related,"  he  explains, 
such  as  pharmaceuticals  or  cos- 
metics. Kellogg  did  make  an  un- 
successful pass  at  Crayola  Cray- 
on-maker Binney  &  Smith  in 
1980.  But  now  LaMothe  may  be 
eyeing  a  far  more  significant 
move.  "A  half-billion-dollar  ac- 
quisition doesn't  scare  us.  And 
there's  no  philosophy  against 
taking  on  debt— for  the  right  op- 
portunity," he  says. 

Bill  LaMothe,  of  course,  is 
merely  moving  Kellogg  on  a  fa- 
miliar course.  With  nearly  half  of 
the  firm's  stock  held  by  the  W.K. 
Kellogg  Foundation  Trust,  La- 
Mothe has  had  the  freedom  to 
pursue  a  cautious  acquisition 
program  with  little  worry  of  be- 
coming a  takeover  target  him- 
self. But  today,  with  rising  infla- 
tion and  low  growth  in  its  basic 
business,  the  company  can't  af- 
ford to  move  slowly.  LaMothe's 
predecessors  set  the  stage  for 
real  diversification.  He  must  see 
the  play  through.  ■ 
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ADDED  VALUE 


The  principal  purpose  of  reinsurance  is  to  indemnify  the 
reinsured  company.  This  is  all  some  reinsurers  can  offer. 

General  Re,  because  of  its  size,  history  and  direction,  is 
uniquely  positioned  to  provide  added  value. 

Claims,  actuarial,  tax  planning,  rehabilitation,  data 
processing  and  investment  are  among  the  wide  range  of 
services  General  Re  offers  its  clients. 


©1981  General  Reinsurance  Corporation.  600  Steamboat  Road.  Greenwich.  Connecticut  06830  (203)  622-4000 


Re 


America's  Largest  Reinsurer 


Canada's  energy  policy  has  foreign  investors  on  the  run.  But  it's 
only  one  campaign  in  a  broader  strategy  that  has  more  in  com- 
mon with  our  Civil  War  than  any  ideological  lurch  to  the  Left. 


One  nation 
divisible 


Ah,  for  the  days  when  Canada 
simply  meant  mining,  Mount- 
ies  and  Margaret  Trudeau.  Since 
last  October,  however,  the  news 
from  up  north  has  had  a  starker 
slant.  That's  when  the  new  Lib- 
eral government  announced  its 
controversial  National  Energy 
Program,  a  drive  for  more  do- 
mestic ownership.  Outsiders 
see  such  "Canadianization"  as 
socialism  of  the  more-ominous- 
than-creeping  category,  and  it  trig- 
gered a  welter  of  billion-dollar  deals 
involving  energy  companies  in  both 
the  U.S.  and  Canada. 

American  investors — from  corpora- 
tions like  Exxon  and  General  Motors 
to  thousands  of  individual  sharehold- 
ers— have  some  $65  billion  at  risk  in  a 
resource-rich  neighbor,  and  on  the 
surface,  at  least,  danger  signals 
abound.  Internal  bickering  over  ener- 
gy prices  is  so  intense  that  oil  produc- 
ers out  west  in  Alberta  are  cutting 
output,  forcing  consumers  in  the  East 
to  buy  high-priced  imports.  The  de- 
bate over  Quebec's  future  cooled  after 
last  year's  independence  referendum 
but  it  is  beginning  to  warm  up  again 
after  the  surprise  reelection  of  Rene' 
Le'vesque. 

As  if  to  buy  public  support  the  fed- 
eral government  has  a  $14  billion  an- 


Provincial  premiers  debate  new  constitu- 
tion; Prime  Minister  Trudeau 
If  this  looks  like  a  meeting  at  the 
UJN.,  it's  part  of  Canada's  problem. 

nual  deficit.  On  a  per  capita  basis, 
that's  more  than  twice  the  U.S.  figure. 
It  helps  explain  why  the  Canadian 
dollar  can  be  bought  for  just  83  U.S. 
pennies,  close  to  its  alltime  low. 

Hardly  surprising  then  that  business- 
men north  of  the  border  seem  to  be 
bailing  out.  In  recent  months  more 
than  one-third  of  the  drilling  rigs  in 
Alberta  have  left  the  province,  many 
heading  for  Colorado  or  Texas.  Bras- 
can,  controlled  by  the  Toronto  branch 
of  the  Bronfman  clan,  bought  into  Scott 
paper  and  is  eyeing  more  U.S.  acquisi- 
tions. Meanwhile,  cable  millionaire 
Ted  Rogers  spent  over  $150  million  to 
take  over  UA-Columbia. 


But  that's  only  one  side  of  the 
story.  The  Vancouver  Stock  Ex- 
change, a  bastion  of  penny-a- 
share  speculators,  is  doing  a 
land-office  business.  South  of 
Ottawa,  high-technology  firms 
are  sprouting  so  fast  that  locals 
dub  the  area  "Silicon  Valley 
North."  And  in  Montreal, 
which  seemed  irreparably 
scarred  by  an  exodus  of  English- 
speaking  businessmen,  real  es- 
tate values  are  on  the  rise. 

What's  more,  unlike  French  or  Ger- 
man investors  who  have  poured  money 
into  the  U.S.  because  of  nervousness 
about  political  risks  in  their  home- 
lands, some  Canadians  seem  more  in- 
terested in  a  fast  buck  than  a  safe  haven. 
Consider  Jack  Gallagher,  the  man  who 
runs  Calgary-based  Dome  Petroleum. 
He  met  domestic  ownership  require- 
ments by  a  clever  restructuring.  Then 
"Smiling  Jack"  exploited  other  Tru- 
deau policies  by  buying  22  million 
shares  in  Conoco,  forcing  a  swap  for  its 
Canadian  affiliate.  In  the  process, 
Dome's  stock  doubled,  and  Seagram 
made  its  takeover  bid  for  Conoco. 
Meanwhile,  another  Canadian  firm 
nibbled  at  Cities  Service. 

As  such  swashbuckling  indicates, 
business  in  Canada  is  very  different 
from  the  doctrinaire  commitment  to 
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I socialism  that  has  al- 
ready hit  Sweden  and 
«ytt^  I      may  soon  infect  France. 
Indeed,  today's  turmoil 
I  in  Ottawa  has  more  in 

I  common  with  Fort 
Sumter  and  Gettysburg  than  with  any 
economic  ideology.  Canada  has  indig- 
enous regional  differences  every  bit  as 
potent  as  those  that  sparked  our  Civil 
War.  Politically,  the  provinces  have 
the  clout — and  the  federal  government 
has  spent  itself  nearly  bankrupt  trying 
to  woo  them  with  social  services.  "En- 
ergy policy,  taxes,  the  Constitution- 
.  .  .  everything  ties  into  this,"  ex- 
plains Geoffrey  Stevens,  a  well-known 
political  columnist.  "A  major  national 
struggle  is  taking  place,  and  it's  over 
power  and  money. " 

Some'  critics  may  insist  that  Can- 
ada is  lurching  wildly  toward  the  Left, 
but  what's  really  happening  is  that 
Trudeau  is  playing  a  very  clever  hand. 
"We  are  deciding  what  kind  of  Can- 
ada we  want,"  the  Prime  Minister 
likes  to  say.  To  help  citizens  make  up 
their  minds,  federal  officials  spent 
about  $4  million  on  a  nationwide  me- 
dia campaign  to  promote  its  constitu- 
tional proposals.  This  summer,  in 
fact,  Ottawa  wags  tell  visitors  that  the 
capital's  Peace  Tower  clock  is  stopped 
at  noon — not  because  of  repair  work, 
but  because  Trudeau  wants  everyone 
to  know  it's  showdown  time. 

How  better  for  a  patrician  Prime 
Minister  to  swing  public  opinion  than 
with  jingoistic  energy  proposals?  Re- 
member, for  a  moment,  what  hap- 
pened in  the  U.S.  when  the  price  of 
gasoline  started  to  climb.  There  had 
to  be  a  scapegoat  for  what  was  per- 
haps the  most  politically  potent  event 
of  the  Seventies.  For  the  masses,  it 
became  the  oil  companies — never 
mind  OPEC.  Now  consider  the  Cana- 
dian scenario.  Oil  companies  are  al- 
most entirely  foreign-owned,  and  im- 
ports as  a  percentage  of  consumption 
are  half  of  U.S.  levels.  When  prices  at 
the  pump  skyrocketed,  subsidiaries  of 
U.S.  petroleum  giants  inevitably  be- 
came the  target  of  public  outrage. 

Former  Conservative  Prime  Minis- 
ter Joe  Clark's  short-lived  government 
illustrates  just  how  important  gas- 
tank  politics  can  be.  In  the  fall  of  1979 
voters  brought  in  a  Conservative  gov- 
ernment— largely  in  response  to  the 
lackluster  economic  performance  of 
Trudeau  and  his  Liberals.  But  Clark 
stumbled  in  just  nine  months,  be- 
cause of  a  free  market  energy  program 
that  would  have  lifted  oil  prices  dra- 
matically. "You've  got  to  understand 
that  when  the  embargo  struck,  we 
never  had  to  line  up  at  two  o'clock  in 
the  morning  for  gasoline,"  says  Peter 
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Mapping  the 
political 
landscape 


"Canada  is  less  a  country  than  a 
collection  of  little  worlds,"  ex- 
plains one  member  of  Pierre  Tru- 
deau's  cabinet.  Since  1867,  of 
course,  the  federal  government  in 
Ottawa  has  had  its  constituents  in 
line — largely  by  doling  out  power 
to  the  provinces  and  keeping  its 
profile  low.  But  such  political 
glue  is  becoming  unstuck.  While 
Francophone  Quebec  seeks  spe- 
cial cultural  status  and  the  West 
pushes  for  higher  prices  for  its 
resources,  Ottawa  is  moving  to 
shore  up  its  authority  and  reeling 
meanwhile  from  a  hefty  budget 
deficit.  Those  socialistic  energy 
policies?  Trudeau  is  using  them 
more  as  ammunition  in  his  battle 
for  the  cause  of  nationalism  than 
as  an  ideological  leap  to  the  left. 


Saskatc 

Pop.  976,01 
7  PC 
7  NDP 


William  Bennett 

British  Columbia 

A  premier — like  his  fa- 
ther— from  the  off-beat  So- 
cial Credit  party,  Bennett 
is  now  fighting  with  Otta- 
wa over  taxes  on  natural 
gas.  At  stake:  $1.5  billion. 


Peter  Lougheed 

Alberta 

His  province  has  $10  bil- 
lion in  the  bank — and  vast 
energy  resources  under  the 
ground.  Lougheed  is  gradu- 
ally cutting  oil  production 
in  a  bid  to  force  Trudeau  to 
raise  prices  faster. 


Sterling  Lyon 

Manitoba 

"Strong  provinces," 
Lyon,  "lead  to  a  stronj 
tion."  To  keep  his  wl 
field  constituents  h« 
he  is  suing  the  federal 
ernment  over  Trudi 
bid  to  draft  a  constitut 


fa 

p!. 
itra!i:t 

BO  Q 


FORBES,  JULY  20,  1981 


Seats  in  the 
House  of  Commons 

148  Liberal 

101  Progressive  Conservative  (PC) 
732  New  Democratic  Party  (NDP) 
1  Vacant 


>l.  Newfoundland 

^V^Pop.  584,000 
5  Liberal 
2  PC 


irad  Black 

inessman 

porate  power  is  tightly 
tralized    in  Canada — 

no  one  symbolizes  it 
er  than  Black.  As 
rman  of  Argus  Corp.,  a 
rse  holding  company, 

a  major  force  in  the 
i  ario  establishment. 


Rene  Levesque 

Quebec 

A  former  journalist  and  a 
leader  of  Francophone 
Canada — 25%  of  the  popu- 
lation, Levesque  was  just 
reelected  premier  of  Que- 
bec. Though  his  separatist 
rhetoric  seems  to  have 
softened,  change  isn't  like- 
ly to  be  permanent. 


Brian  Peckf  ord 

Newfoundland 

As  the  leader  of  Canada's 
poorest  province,  Peckford 
gets  lots  of  federal  rev- 
enue-sharing funds.  But 
that  doesn't  stop  him  from 
fighting  with  Ottawa  over 
ownership  of  offshore  oil. 
The  premier,  a  former 
teacher,  also  has  a  beef 
about  fishing  rights. 


Clark 


Trudeau 


Broadbent 

Politics  in  Ottawa  is  re- 
gional strife  of  the  sort  that 
kept  antebellum  Washing- 
ton on  its  toes.  Today,  for 
instance,  Trudeau's  ruling 
Liberals  have  only  two 
MPs  from  west  of  Ontario 
and  govern  with  a  seven- 
seat  majority.  The  Conser- 
vatives, in  disarray  since 
Joe  Clark  stumbled,  are  the 
voice  of  the  resources-rich 
provinces — and  old-line 
business  interests.  Then 
there's  Ed  Broadbent  and 
the  New  Democratic  Par- 
ty. Its  roots  are  agrarian 
populism,  its  ideology  far 
left.  The  cigar-chomping 
Broadbent  is  fresh  from  a 
visit  to  Havana. 
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I{M    Martin,  an  economist 
.  at  a  Toronto  brokerage 

^jfc^  B  firm.  "That  experience 
^HPB  made  Americans  more 
willing  to  pay  high 
I  prices  as  long  as  they 
could  get  the  stuff.  It  explains  much  of 
the  difference  in  our  attitudes  toward 
energy." 

No  one  should  be  surprised,  then, 
that  Trudeau's  first  big  move  on  his 
return  to  power  was  to  attack  the 
Canadian  oil  industry's  foreign  own- 
ers. In  the  fine  print,  of  course,  he  also 
proposed  a  gradual  hike  in  pump 
prices,  which  in  Canada  are  still  20% 
cheaper  than  in  the  U.S.  Ultimately, 
his  National  Energy  Policy  is  a  pitch 
fonpopular  support  of  the  federal  gov- 
ernment itself — by  tak- 
ing on  an  entity  most 
Canadians  perceive  as 
the  common  enemy. 
Suppose  Arabs  owned 
half  the  U.S.  banking 
system,  and  interest 
rates  went  sky  high. 
"You  guys  would  have  a 
tremendous  uproar," 
says  Robert  Blair,  presi- 
dent of  Nova,  a  Calgary- 
based  pipeline  company. 
"Well,  we  have  it  now." 

The  energy  fracas, 
however,  is  only  a  tactic 
in  a  broader  battle.  De- 
spite the  fact  that  80%  of 
all  Canadians  live  within 
150  miles  of  the  U.S.  and 
one  in  four  has  an  Ameri- 
can blood  relative,  things 
are  different  across  the  border.  Listen 
to  how  someone  from  Toronto  pro- 
nounces "out" — up  there  it  sounds 
more  like  "oot" — and  you  are  begin- 
ning to  appreciate  the  subtleties. 

Canada  is  a  country  that  has  the 
same  population  as  California,  and  for 
generations  a  small  English-speaking 
elite  from  Montreal  and  Ontario 
dominated  its  economy.  Nationalism 
meant  building  railroads  to  British 
Columbia  to  make  the  Pacific  Coast 
province  a  market  for  eastern  goods, 
while  Ottawa  stayed  a  small  town.  It's 
still  the  only  major  capital  in  the 
Western  Hemisphere  without  direct 
international  air  service.  The  French? 
They  gave  Montreal  a  European  fla- 
vor, never  rose  far  in  most  businesses 
and  piled  up  a  nasty  history  of  labor 
unrest. 

When  the  economy  was  less  robust, 
foreign  investors  were  welcome — es- 
pecially those  from  the  U.S.  Outside 
iunds  were  all  the  more  beneficial  if 
they  flowed  into  risky  ventures,  leav- 

g  the  home  folks  free  to  put  money 
into  bank  savings  accounts,  blue  chip 


equities — often  on  the  New  York 
Stock  Exchange — and  insurance  poli- 
cies. Canadians,  for  example,  are 
among  the  world  leaders  in  per  capita 
ownership  of  insurance. 

Still,  several  Sixties  changes  upset 
the  status  quo.  First,  separatism  be- 
came an  issue  in  Quebec.  The  central 
government  responded  logically  with 
an  attempt  to  expand  its  services, 
though  it  often  lacked  the  means  to 
deliver.  "One  of  our  big  problems  is 
that  we  have  taken  on  tremendous 
financial  obligations  at  the  federal  lev- 
el without  the  resources  to  support 
them,"  says  Ian  Sinclair,  former  chair- 
man of  Canadian  Pacific. 

On  top  of  that  came  the  surge  in 
resource  wealth.  The  western  prov- 


A  Canadian  view  of  big  oil 
To  this  cartoonist  foreign  compa- 
nies are  hard  to  control. 

inces,  long  under  the  economic 
thumb  of  the  Ontario  establishment, 
were  flush  with  oil  money  by  the  late 
Seventies.  Alberta,  for  example,  sits 
today  with  a  fat  $10  billion  in  its 
Heritage  Fund,  thanks  to  royalty  in- 
come. In  the  east,  Newfoundland — 
long  the  butt  of  Canada's  equivalent 
of  Polish  jokes — may  have  similar  po- 
tential in  its  offshore  reserves.  "Otta- 
wa is  trying  to  water  down  the 
strength  of  the  resource  provinces," 
says  Peter  Lougheed,  Alberta's  tough 
premier.  "The  central  government 
has  to  live  with  Ontario  and  Quebec. 
That's  where  they  get  their  majority." 
He's  right:  Only  2  of  Trudeau's  148 
seats  in  the  House  of  Commons  come 
from  the  four  western  provinces. 

It  is  in  light  of  this  history  that 
Trudeau's  energy  policies  must  be  un- 
derstood. For  outsiders,  there  are  sev- 
eral see-red  elements.  The  "Canadian- 
ization"  program  aims  to  reduce  for- 


eign ownership  of  the  oil  and  gas 
industry  from  the  current  70%  level 
to  below  50%  by  1990.  Paying  for 
those  buyouts,  of  course,  means  a  po- 
tential expense  of  $50  billion  by  1990 
in  a  country  where  capital  spending  is 
routinely  financed  on  Wall  Street — 
but  no  matter,  it  may  be  smart  poli- 
tics. Another  provision  gives  Petro 
Canada,  the  state-owned  oil  com- 
pany, the  retroactive  or  "back-in" 
right  to  acquire  25%  of  any  new  dis- 
coveries on  frontier  lands.  There  are 
also  special  incentives  to  help  Canadi- 
an-owned firms. 

These  nationalistic  carrots  and 
sticks  may  not  be  in  the  long-term 
interest' of  developing  Canada's  vast 
resources  efficiently.  From  Halifax  to 
Victoria,  however,  they 
are  surprisingly  popular. 
"People  in  the  U.S. 
think  Canada  is  interfer- 
ing with  free  enter- 
prise," says  an  Ontario 
executive.  "Well,  a  lot  of 
us  think  your  free  enter- 
prise is  interfering  with 
our  government."  Even 
the  reaction  of  laissez- 
faire  Calgary  oilmen — a 
constituency  that  sel- 
dom agrees  with  Ottawa 
on  anything — is  largely 
positive.  If  Trudeau  can 
provide  a  rationale  for 
buying  out  foreign  com- 
petitors, so  much  the 
better. 

While  energy  domi- 
nates the  news,  howev- 
er, two  other  initiatives  are  more  sig- 
nificant in  terms  of  easing  Canada's 
regional  conflict.  The  country  doesn't 
have  a  real  constitution.  Political  au- 
thority stems  from  the  114-year-old 
British  North  America  Act,  a  relic  of 
colonialism.  Trudeau  wants  to  draft 
one — complete  with  a  bill  of  rights 
and  other  high-minded  guarantees — 
but  the  provincial  leaders  see  his 
move  as  a  naked  power  grab. 

In  addition,  the  Liberal  government 
wants  to  modify  the  national  revenue- 
sharing  plan,  to  shift  the  burden  of 
providing  for  the  "have-nots"  away 
from  Ottawa  and  toward  the  richer 
provinces.  Canada's  federal  govern- 
ment collects  a  smaller  share  of  total 
taxes  than  does  the  U.S.,  and  its  cash 
bind  is  all  the  worse  because  it  turns 
much  of  these  funds  over  to  the  prov- 
inces for  popular  social  service  pro- 
grams. From  just  over  $4  billion  in 
1971,  these  transfers  have  ballooned 
to  over  $17  billion. 

This  system  once  allowed  Canadi- 
ans to  share  more  or  less  equally  in 
the  national  wealth  no  matter  where 
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ST.  JOE  FUEL  CELL. 


It  heats.  It  cools.  It  generates  elec- 
tricity. Yet  it  makes  no  noise,  re- 
leases no  pollutants,  and  can  be 
three  times  more  efficient  than  an 
internal  combustion  engine. 

This  remarkable  device  is  the 
fuel  cell.  And  you  are  looking  at 
the  heart  of  it-the  module  that 
converts  fuel  to  usable  energy. 

Fuel  cells  have  been  used  for 
years  in  Americas  space  program. 
St.  Joe  plans  to  bring  them  down  to 
earth.  Someday,  they  will  supply 


energy  to  our  cars,  homes,  and 
industry 

St.  Joe,  through  its  subsidiary 
Energy  Research  Corporation,  is 
the  only  U.S.  company  that  is  de- 
veloping as  well  as  selling  both 
fuel  cells  and  advanced  batteries. 

Energy  research  is  another  ex- 
citing part  of  St.  Joe.  In  the  early 
1970s,  St.  Joe  embarked  on  a  well- 
planned  course  of  diversifying 
into  the  rapidly  growing  markets 
of  energy,  precious  metals,  and 


other  natural  resources. 

This  ten-year  capital  expansion 
program  should  total  over  three 
billion  dollars  by  1984.  And  it  is 
already  beginning  to  pay  off  By 
finding  more  energy  and  minerals 
in  the  United  States  and  overseas, 
St.  Joe  will  continue  to  add  to  its 
earnings  and  growth. 

St.  Joe  Minerals  Corporation 
Energy  &  Metals 


For  a  copy  of  our  Annual  Report,  write  to  our  Director  of  Investor  Relations, 
Kathleen  M.  Kucera,  Box  1C,  St.  Joe  Minerals  Corporation,  250  ftirk  Avenue,  New  York,  New  York  10017. 


HMMM  FUIW  ECONOMV, 
CHRONIC  UMEMPIOYMENT, 
HIGH  INTEREST  KATE  PRESSURE 
FITS  OF  DEPRESSION ••• 


they  lived.  But  now  the 
wealth  isn't  all  in  central 
Canada,  and  the  mecha- 
nism is  breaking  down. 
Now,  every  time  the 
price  of  oil  goes  up,  the 
federal  government  has 
to  pay  millions  to  have- 
not  provinces  in  equal- 
ization payments.  It  gets 
only  one-fourth  as  much 
revenue  from  each  barrel 
as  does  Alberta.  Small 
wonder  Ottawa  wants  to 
increase  its  share  of  the 
royalty  tax  bite.  Or  that 
Alberta  retaliates  by 
steadily  reducing  the 
amount  of  cheap  oil  it 
produces.  "Never  mind 
who's  right,  the  whole 
thing  works  for  the  disadvantage  of 
Canadians,"  says  Royal  Bank  Chair- 
man Rowland  Frazee. 

Regionalism — and  the  divisiveness 
it  brings — seems  to  be  growing  as  an 
initial  response  to  Trudeau's  confron- 
tation policies.  "They  are  a  grand 
design  to  centralize  and  homogenize 
this  nation  and  to  create  a  quasi- 
socialist  state,"  says  Newfoundland's 
Premier  Brian  Peckford.  He  heads  the 
poorest  of  Canada's  provinces,  which 
now  gets  the  largest  handout  in 
equalization  money,  and  one  would 
think  he  would  be  out  to  strengthen 
Ottawa's  hand.  Not  one  bit.  Peckford 
sees  more  potential  in  petroleum  rev- 
enues. Mobil  is  drilling  in  the  off- 
shore Hibernia  field  now,  and  he  is 
fighting  with  Ottawa  over  who  owns 
the  oil  and  about  fishing  rights.  Every 
other  province  has  its  grievance  list. 
"Canada  is  less  a  country  than  a 
collection  of  little  worlds,"  explains 
Monique  Begin,  Minister  of  Health  & 
Welfare. 

Given  these  complexities,  U.S.  in- 
vestors are  wrong  to  assume  that  any 
monolithic  political  shift  is  under  way 
in  Canada.  "Much  of  the  misunder- 
standing about  all  of  this  is  Trudeau's 
personal  style  and  the  fact  that  the 
Liberal  Party  is  staging  the  conflict," 
says  an  old  Ottawa  hand.  But  if  to- 
day's attempts  to  shore  up  federal 
powers  fail,  don't  be  surprised  if  a 
polished  Conservative  leader  like- 
Ronald  Reagan  or  Margaret  Thatcher 
rises  from  the  ranks  to  replace  Tru- 
deau — and  to  wage  very  much  the 
same  battles. 

Still,  the  concept  of  risk-sharing 
runs  deep  in  the  Canadian  psyche. 
Federal-  and  provincial-owned  busi- 
nesses abound — even  in  a  right-wing 
enclave  like  Alberta  which  operates 
an  airline.  Nationwide,  in  addition, 
there  is  free  government-run  health 


72 


YES.  BUI  WHAT 
A  MARVELLOUS 
CONSTITUTION/ 


Arguing  over  a  miracle  cure 

Critics  say  heal  the  economy— and 

leave  the  constitution  alone. 

care  and  heavily  subsidized  higher 
education.  Tuition  and  full  board  at 
the  highly  competitive  University  of 
Toronto  amounts  to  only  $3,500  an- 
nually. But  such  benefits  don't  come 
cheap:  A  $90,000-a-year  married  ex- 
ecutive with  two  children  in  Toronto 
pays  about  15%  more  taxes  than  his 
New  York  counterpart. 

Canada's  social  support  system, 
however,  has  functioned  without  con- 
troversy for  nearly  a  decade.  "In  many 
ways,  this  country  is  a  violation  of  the 
free  market,"  says  Carl  Beigie  of  CD. 
Howe  Institute  in  Montreal,  a  well- 
known  think  tank.  Years  ago,  he  ex- 
plains, Canadians  opted  for  a  mixed 
economy  that  routinely  splits  large- 
scale  development  projects  between 
government  and  industry.  The  classic 
example  is  the  Canadian  Pacific  rail- 
road. To  make  economic  sense,  tracks 
should  have  run  through  Detroit  and 
Chicago,  bypassing  the  unpopulated 
Canadian  prairies.  But  the  line  went 
straight  across  the  provinces,  fi- 
nanced with  government  aid. 

Current  examples  of  this  ad  hoc  co- 
operation get  mixed  reviews.  Remem- 
ber the  Bricklin  car  that  New  Bruns- 
wick funded,  which  became  Canada's 
Edsel?  Then  there  is  the  recent  federal 
takeover  of  General  Dynamics'  near- 
bankrupt  Montreal  subsidiary.  The 
company  now  boasts  a  three-year 
backlog  of  orders  for  its  Challenger 
executive  jet.  "We  lack  a  strong  finan- 
cial base,  so  we  rely  on  government  to 
mobilize  capital  more  than  in  the 
U.S.,"  explains  Queens  University 
Professor  Richard  Simeon.  Call  that 
socialism  or  call  it  pragmatism,  but  it 
is  a  trend  that  is  bound  to  grow — if 
only  because  large-scale  projects  like 


Alberta's  tar  sands  are 
high  on  the  development 
agenda. 

That  may  be  why 
Canadians  today  seem 
to  want  more  rather 
than  less  government  in- 
tervention. Nowhere 
north  of  the  border  are 
there  demands  for  lower 
taxes  or  less  spending 
like  the  populist  revolts 
that  flared  in  California 
or  Massachusetts.  But 
tougher  times  may  lie 
ahead.  With  inflation 
over  12%  and  unemploy- 
ment at  7%,  Canada's 
economy  is  less  robust 
than  that  of  the  U.S. 
Despite  lavish  social 
programs,  Canadian  taxes  haven't  ris- 
en much  in  real  terms  because  exemp- 
tions are  linked  to  the  cost-of-living. 
Government  spending,  however, 
keeps  growing — and  unless  provincial 
oil  surpluses  flow  into  the  federal  trea- 
sury, cutbacks  are  essential.  With  a  po- 
litical package  that  links  energy  policy, 
revenue  sharing  and  a  new  constitu- 
tion, Trudeau  hopes  to  overcome  re- 
gional power  squabbles.  If  he  succeeds, 
he  may  get  a  short-term  cure  for  his 
fiscal  troubles  in  the  bargain.  If  not,  his 
support,  and  perhaps  some  of  his  poli- 
cies, are  likely  to  erode. 

Distasteful  as  some  of  Trudeau's 
moves  seem,  in  a  curious  way  their 
success  may  be  in  the  U.S.'  interest. 
Suppose  Canada's  central  government 
withers,  and  the  provinces  reign  su- 
preme. An  independent  Quebec,  like- 
ly to  cast  its  lot  with  France,  will  only 
add  to  Washington's  list  of  foreign 
policy  problems.  Then  there  are  the 
dealmakers  out  West.  What  if  Alberta 
and  British  Columbia  break  away  and 
Peter  Lougheed  starts  selling  seces- 
sion to  the  folks  in  Alaska  or  Texas?  A 
far-out  scenario?  Of  course.  But  one 
you  can  hear  people  talking  about  in 
Canada  today. 

What's  the  message  in  all  this  for 
Americans?  For  corporations  sitting 
now  with  significant  Canadian  assets, 
there  seems  little  to  gain  in  asking 
Washington  for  beggar-thy-neighbor 
retaliation.  Investors,  meanwhile, 
should  head  for  the  north  woods 
armed  with  a  good  knowledge  of  the 
political  landscape.  Canada  these  days 
is  a  risky  environment — but  that  may 
only  enhance  the  rewards  for  those 
shrewd  enough  to  posi- 
tion themselves  well. 
Remember  all  those 
contrarians  who  dou- 
bled their  money  on 
Dome  Pete. 
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An  innovative  view  of  information  retrieval 


With  today's  paper  profusion,  vital  data  is  often  relegated  to  the  storeroom. 


To  make  risk  management 
nore  like  other  business  func- 
ons,  Alexander  &  Alexander 
eveloped  a  unique  insurance 
roker  service,  ARIS  (Alexander 
isk  Information  Service).  ARIS 
iewed  loss  records  through  the 
yes  of  those  trying  to  cope  with 
hem.  We  learned  that  vital  facts 
ay  buried  in  the  mass  of  records, 
"hat  loss  data  is  meaningless 
nless  it  can  be  manipulated  and 
ade  manageable.  And  that  from 
ustration  come  possibilities, 
en  concepts  and,  finally  new 
stems  to  turn  mass  data  into 
fectual  risk  information. 

tegrated,  computerized 
ata  on  demand 

Only  by  working  from  a 
lient's  point  of  view  can  we  be 
ure  a  company  gets  the  most 
omprehensive,  cost-efficient 


programs  possible. 

This  insider's  vantage  point 
enabled  ARIS  to  link,  through 
sophisticated  computer  tech- 
niques, two  formerly  incompat- 
ible systems:  the  output  of  a 
client's  internal  risk  data,  and  the 
output  of  loss  records  from  vari- 
ous sources.  Result:  a  synergistic 
boost  in  forecasting,  budgeting 
and  funding— a  coordinated 
client/broker  system  available 
today  only  through  A&A. 

Each  industry  has  different 
needs.  For  insurance,  for  risk 
management,  for  human  re- 
source management,  for  finan- 
cial services.  And  each  of  our  120 
offices  here  and  overseas  has  the 
facilities,  expertise  and  strength 


to  fulfill  the  requirements  of  any 
company,  large  or  small,  in  any 
industry. 

We  think  a  big  reason  A&A 
has  become  one  of  the  largest  and 
most  trusted  insurance  brokers 
worldwide  is  that  we  work  the 
same  way  with  every  client.  From 
the  client's  point  of  view. 


Alexander 
gAjexander 

From  the  client's  point  of  view. 


Picking  options  for  your 

new  car? 

Don't  forget  Ford's  Ultimate  Option. 

The  only  one 
that  could  pay  for  itself. 


  EXTENDED 

^9  SHF* 


Ford  Motor  Company's  Extended  Serv.ce 
Ran  is  designed  to  offer  you  long-term 
Section  against  rising  service  cosfe. 
-How  long  is  long-term  protection? 

just  about  as  long  as  you  want.  There  are 
three  plans  to  choose  from.  You  can 
pSS  a  maximum  coverage ,  plan  o 
3  years/36,000  miles  or  5  years/50  000  miles. 
The^ird  plan  is  the  power  train  plan  of 
5  years/50,000  miles.  ^ 
"Protection  on  what?" 
Protection  against  the  cost  of  major  repair 
Son  your  Ford-built  car  or  light  truck.  Your 
Beater  can  gK/e  you  specific  information 
about  each  plan. 
"How  does  ESP.  work?" 
You  dov  iust  a  $25  deductible  per  eligible 
rep^  tt  under  erther  of  the  two  rrxxamum 
roveraae  plans,  or  $50  under  the  power 
SSrTSSE  ^egard'ess  of  the  cast  of  all  labor 
and  parts  needed. 
"What  if  they  tie  up  my  car?" 
If  your  car  needs  to  be  kept  overnight  for 
repair  under  the  original  new  vehicle 
warranty  or  the  repair  of  E.S.R-covered 
components  thereafter,  you  re  provided  a 


five  days.  ... 
-What  if  I  sell  my  car  while  tfs  stui 

?o7aTS  fee.  the  remaining  coverage^ 
^referable  to  the  new  owner.  This  can  be  a 
strong  selling  point. 
"Suppose  I'm  out  of  town... 

ihe  Ford  Extended  Service  Plan  is  the  one 
and  onVP^an  thats  honored  by  ™f  *?an 

"Okay  but  is  it  expensive? 

The  cost  of  ESP.  is  surprisingly  tow.  And  rt  can 
£ fcSed  to  your  monthly  payment  rt  you 
^ance  your  new  vehicle.  When  you 
coTstoer  Z  tow  cost  of  protection  on  your 
Sal  investment,  and  how  long. you 
probably  keep  your  car.  rt  just  makes  gooa 
?enS^to  buy  Fords  Ultimate  Option ..  .ESP. 


IS* 


Ask  for  Ford  Motor  Company's 
Extended  Service  Plan  by  name. 


Louis  Kelso,  working  on  the  deck  in  back  of  his  home  in  San  Francisco 
From  unp  lowed  fields  to  two-factor  economics. 


Question:  What  does  Senator  Russell  Long 
understand  that  most  of  our  learned 
economists  and  vociferous  politicians  re- 
fuse to  see?  Answer:  that  Louis  Kelso  has 
something  important  to  say. 

An  idea  whose 
time  has  come? 


By  Allan  Sloan 


Louis  Kelso  has  been  yapping  in 
the  wilderness  for  25  years,  trying  to 
promote  a  "capitalist  revolution." 
He's  widely  regarded  among  econo- 
mists as  a  crank — which  isn't  all  bad, 
considering  the  job  economists  have 
done  for  us  lately. 

One  reason  for  the  scorn  that  has 
been  heaped  on  Kelso  by  the  econom- 
ics establishment  is  that  his  ideas 
please  neither  the  Left  nor  the  Right. 
He  upsets  the  Left  because  he  scorns 
the  idea  that  labor  is  the  source  of  all 
wealth,  and  that  workers  therefore 
are  entitled  to  consistently  higher 
wages.  He  equally  offends  the  Right 
by  suggesting  that  an  unequal  distri- 
bution of  wealth — of  capital — is  the 
key  to  most  of  our  economic  ills.  A 


man  who  upsets  both  Right  and  Left, 
both  organized  labor  and  convention- 
al capitalists,  can't  be  all  bad.  Kelso's 
basic  ideas: 

Capital  is  underappreciated.  Capital, 
properly  employed,  is  extremely  pro- 
ductive. Increased  use  of  capital,  rath- 
er than  people  working  harder  or 
more  efficiently,  is  what  generates 
productivity  increases.  If,  for  exam- 
ple, GM  buys  a  $1  million  welding 
robot  that  allows  fewer  workers  to 
produce  the  same  number  of  cars,  the 
UAW  says  its  members  have  become 
more  productive,  and  gets  GM  to  pay 
them  more  money.  Thus,  most  of  the 
benefits  of  the  productivity  increase 
go  to  the  workers  rather  than  to  GM's 
capital,  which  made  the  gain  possible. 
Kelso  says  bluntly  that  most  workers 
are  overpaid.  You  can  see  why  the 


unions  and  knee-jerk  liberals  don't 
like  that  idea. 

Borrowing  is  the  key  to  capital.  Suc- 
cessful businesses  and  wealthy  people 
borrow  money  to  acquire  assets  that 
produce  a  stream  of  income.  They  can 
borrow  because  they  already  have  cap- 
ital as  collateral.  The  capital-less  ma- 
jority can  borrow  only  to  buy  homes 
or  consumer  goods.  Done  properly, 
borrowing  allows  a  capitalist  to  fi- 
nance a  project  that  pays  off  the  loan 
from  its  own  income  stream.  When 
the  loan  is  paid  off,  the  capitalist 
owns  the  asset  free  and  clear.  Notice 
that  borrowing  to  acquire  a  produc- 
tive asset  on  the  installment  plan  isn't 
like  getting  a  48-month  car  loan.  The 
car  doesn't  produce  income  you  can 
use  to  pay  the  debt — and  the  car  itself 
is  a  depreciating  asset.  You  see  why 
many  conservatives  don't  like  Kelso 
either:  He's  suggesting  that  capitalists 
have  an  unfair  advantage  in  perpetuat- 
ing their  wealth  and  in  gaining  the 
lion's  share  of  economic  growth. 

Given  these  principles,  it  follows 
that  wealth — and  purchasing  power — 
can  be  spread  through  the  economy 
by  allowing  masses  of 
people  to  borrow  to 
buy  productive  assets. 
Income   from  those 
assets  can  be  used  to 
pay  off  the  borrow- 
ings,  and  can  then 
supplement  salary  in- 
come to  help  raise  the 
standard  of  living. 

Kelso  came  to  these 
revolutionary  ideas — 
which  have  little  ba- 
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sis  in  mainstream  economics — be- 
cause he  was  a  smart  man  trying  to 
figure  out  what  had  gone  wrong  with 
the  economic  system  in  rural  Colora- 
do, where  he  grew  up  during  the  Great 
Depression. 
"There  was  hunger  all  around,  but 


Increased  use  of  capital,  rather 
than  people  working  harder  or 
more  efficiently,  generates  produc- 
tivity increases.  So  capitalists  have 
an  unfair  advantage  in  perpetuat 
ing  their  wealth  and  gaining  the 
lion's  share  of  economic  growth. 


there  were  plenty  of  resources," 
Kelso,  now  67,  recalls.  "There  were 
land  and  unplowed  fields.  There  was 
fruit  dropping  on  the  ground  and  rot- 
ting because  the  farmers  knew  if  they 
took  it  to  town,  no  one  had  the  mon- 
ey to  buy  it."  In  search  of  enlighten- 
ment, Kelso  went  to  the  Denver  pub- 
lic library,  where  he  expected  to  be 
dazzled  by  works  of  economic  theory. 
He  wasn't,  so  he  decided  to  construct 
a  theory  of  his  own,  a  project  that 
took  him  about  ten  years  while  he 
was  in  the  Navy  and,  later,  in  private 
law  practice.  He  stuck  his  work  into  a 
-drawer  for  ten  years,  waiting  for  the 
economy  to  falter. 

Kelso  called  the  result  of  his  labors 
"two-factor  economics."  Both  capital 
and  labor  are  factors  that  create 
wealth,  he  says,  but  other  economic 
theories  count  only  the  labor  factor. 

Today,  of  course,  Kelso  would  have 
been  exposed  to  so  much  economic 
esoterica  in  newspapers  and  maga- 
zines and  on  television  that  he  would 


have  "known"  that  it's  impossible  for 
a  layman  to  have  original  economic 
thoughts.  But  as  the  great  Austrian 
economist  Friedrich  Hayek  once  not- 
ed, formal  economic  training  and 
original  economic  thinking  don't  gen- 
erally go  hand  in  hand.  "I  knew  lowed 
whatever  worthwhile  new  ideas  I  ever 
had  ...  to  often  not  being  able  to  re- 
member what  every  competent  spe- 
cialist is  supposed  to  have  at  his  fin- 
gertips," Hayek  wrote  in  a  1975  essay. 
Thus  with  Kelso:  It  was  answers  he 
wanted,  not  simply  the  pat  formulas 
or  meaningless  incantations  that  con- 
ventional economics  provides. 

Kelso,  who  gave  up  his  law  practice  in 
1975  to  work  full  time  promoting  the 
yet-to-happen  capitalist  revolution,  for 
years  nagged  anyone  who  would  listen 
(and  some  who  wouldn't).  He  made 
almost  no  progress  until,  by  accident, 
he  bagged  some  big  game:  Senator 
Russell  Long(D-La.),  a  wily  and  power- 
ful legislator  who  single-handedly  got 
Congress  to  enact  Employee  Stock 
Ownership  Plan  (ESOP)  legislation  in 
1974,  and  is  currently  sponsoring  legis- 
lation, which  he  deftly  attached  to 
President  Reagan's  pending  tax  pack- 
age, to  expand  ESOP  benefits. 

The  ESOP,  in  Kelso's  pure  version, 
is  designed  to  promote  the  capitalist 
revolution  by  allowing  workers  to  use- 
corporate  credit  to  buy  a  piece  of  the 
business  they  work  for.  The  company 
in  effect  borrows  money  on  a  work- 
er's behalf  and  the  worker  in  effect 
repays  the  loan  by  having  some  of  his 
future  wages  diverted  to  servicing  the 
debt.  The  worker  has  no  personal  li- 
ability for  the  debt,  but  still  has  the 
chance  to  accumulate  a  wealth-pro- 
ducing asset  by  borrowing.  The  ad- 
vantage to  the  company  is  that  it 
raises  new  capital  and  can  deduct 
from  its  taxable  income  not  only  the 
interest  payments  on  the  loan,  but 
also  the  repayment  of  the  principal. 

Long  grasped  the  implications  of 
this  benefit  immediately.  Just  as 
Kelso  has  an  unusual  background  for 
an  economic  theorist,  Long  has  an 
unusual  background  for  a  powerful 
politician.  He's  the  son  of  the  late 
populist  Huey  (Kingfish)  Long,  whose 
campaign  slogan  when  he  was  prepar- 
ing to  run  for  President  in  the  1930s 
was  "Every  man  a  king."  The  King- 
fish  was  assassinated  in  1935,  when 
Russell  Long  was  15. 

Like  Kelso,  Long  is  an  original 
thinker,  an  attribute  he  tries  to  hide 
by  wearing  a  veneer  of  southern  hick. 
Long  is  smart  and  self-confident 
enough  to  appreciate  unconventional 
ideas  and  knows  how  to  extract  the 
essence.  That's  important  when  deal- 
ing with  Kelso,  who  insists  on  selling 


not  only  a  mere  idea  but  an  entire 
cosmology  to  go  with  it.  Kelso's  stri- 
dent approach  has  alienated  many  of 
his  former  supporters  and  is  one  rea- 
son his  influence  has  been  far  less 
than  his  ideas  seem  to  warrant. 

Long  met  Kelso  through  one  of  his 
former  Senate  staffers,  E.  Wayne  The- 
venot.  Thevenot  was  friendly  with  a 
New  Orleans  doctor  who  knew  an  In- 
ternational Planned  Parenthood  vice 
president  who  had  met  Kelso  at  a 
girls'  school,  where  both  men  sent 
their  daughters.  The  doctor  bugged 
Thevenot  to  lead  Kelso's  works. 

To  avoid  further  nagging,  Thevenot 
flew  from  Washington  to  San  Francis- 
co to  meet  Kelso  in  1974.  On  the  long 
plane  ride,  Thevenot  forced  himself  to 
read  one  of  Kelso's  not-very-readable 
books,  Two-Factor  Theory.  The  Econom- 
ics of  Reality,  and  got  excited.  His  big- 
gest worry,  Thevenot  recalls,  "was 
that  it  was  so  simple.  I  was  worried 
that  something  was  wrong,  because 
I'm  not  supposed  to  be  able  to  under- 
stand this."  Thevenot  introduced 
Kelso  to  Long,  who  became  an  ESOP 
freak  In  1974,  using  his  considerable 
clout  as  chairman  of  the  Senate  Fi- 
nance Committee,  Long  got  an 
amendment  facilitating  ESOPs  into 
the  Pension  Reform  Act.  Until  then, 
Kelso  had  set  up  a  handful  of  ESOPs 
using  private  IRS  tax  rulings. 

In  1975  Long  slipped  the  Tax  Re- 
duction Act  Stock  Ownership  Plan 
(TRASOP)  into  the  Tax  Reduction 
Act.  The  TRASOP  gives  companies 
an   extra   investment   tax   credit — 


Wealth— and  purchasing  power- 
can  be  spread  through  the  econo- 
my by  allowing  masses  of  people  to 
borrow  to  buy  productive  assets. 
Income  from  these  assets  can  be 
used  to  pay  off  the  borrowings  and 
then  supplement  salaries  to  help 
raise  the  standard  of  living. 
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The  ESOP  is  designed  to  promote  the  capital 
ist  revolution  by  allowing  workers  to  use 
credit  to  buy  a  piece  of  the  business  they 
work  for.  The  company  in  effect  borrows 
money  on  a  worker's  behalf  and  the  worker 
repays  the  loan  by  having  some  of  his  future 
wages  diverted  to  servicing  the  debt. 


11.5%  instead  of  10% — if  the  extra 
credit  is  used  to  buy  stock  for  employ- 
ees. That's  a  straight  gift — about  $695 
million  last  year — from  the  Treasury 
to  the  lucky  employees.  Long  has 
sponsored  legislation,  also  part  of  the 
Reagan  package,  to  charge  TRASOP 
credits  to  a  proportion  of  a  company's 
payroll,  starting  at  0.5%  in  1983  and 
rising  to  1%  in  1985. 

Long  uses  ESOPs  and  TRASOPs  to 
bait  corporate  America,  in  the  spirit 
of  his  late  father.  Long  has  attached 
employee-ownership  provisions  to 
legislation  authorizing  federal  bailout 
loans  of  companies.  Should  Chrysler 
live,  for  instance,  its  employees  will 
get  $162.5  million  in  stock. 

Long  doesn't  think  the  stock  will  be 
especially  valuable,  but  he  wants  to 
swat  company  managements.  He 
can't  wipe  out  existing  shareholders 
as  the  price  of  a  bailout,  Long  says, 
but  he  will  punish  them  with  dilution. 

Long  ducks  a  bit  when  asked  if  he's 
his  father's  revenge  on  big  business. 
"My  daddy's  methods  aren't  appropri- 
ate today,"  he  says.  "That  was  during 
a  depression."  But  Long  smiles  as  he 
says  it. 

Thanks  to  Long's  legislation,  there 
are  about  5,000  ESOPs  in  the  country 
today.  There's  an  ESOP  industry  of 
lawyers  and  consultants,  and  even  an 
ESOP  Association  of  America,  with  a 
part-time  Washington  lobbyist. 

But  while  ESOP  legislation  gave 
Kelso  legitimacy  and  publicity,  it 
worked  against  the  larger  aspects  of 
his  theory.  To  Kelso,  an  ESOP  is  a 
means  to  an  end — diffusing  purchas- 
ing power  through  the  economy  by 
allowing  workers,  as  a  group,  to  bor- 
row to  acquire  a  productive  asset:  a 
piece  of  their  company.  In  practice, 


however,  ESOPs  have  be- 
come a  means  to  a  different 
end,  and  have  been  fre- 
quently abused.  They're  of- 
ten used  as  substitutes  for 
pension  plans,  or  as  a  de- 
vice to  keep  unions  out,  or 
as  a  way  for  company 
founders  to  unload  shares, 
sometimes  at  inflated 
prices. 

Kelso  makes  his  living 
pushing  ESOPs,  the  flawed 
and  unflawed  alike.  The  re- 
sult is  that  his  name  is  tied 
to  plans  that  have  little  to 
do  with  his  ideas.  "What 
should  I  do?"  he  asks  rhe- 
torically. "Immolate  myself 
on  the  White  House  steps?" 

The  few  instances  in 
which  an  ESOP  is  used  for 
the  purpose  Kelso  intended 
come  when  a  company 
spins  off  a  division  by  selling  it  to  an 
ESOP,  or  workers  use  an  ESOP  to  buy 
a  plant  rather  than  having  it  closed. 
But  these  tend  to  be  troubled  enter- 
prises— why  else  are  they  for  sale? 

Even  when  used  according  to  Kelso's 
theories,  the  ESOP,  while  useful  as  a 
capital-raising  tool,  isn't  a 
cure-all. 

Consider  Kelso's  cur- 
rent proposal  for  GM  to 
use  a  $20  billion  ESOP  to 
help  pay  for  its  capital 
spending.  Rather  than  ex- 
pecting UAW  members  to 
take  a  pay  cut,  Kelso  says, 
GM  should  push  for  a  deal 
that  would  produce  an 
ESOP  to  buy  $20  billion  of 
new  GM  stock.  The  $20 
billion  would  come  from 
borrowings,  and  GM  and 
the  UAW  would  agree  to 
divert  wages  into  the 
ESOP  rather  than  having 
the  company  pay  them  in 
cash.  That  way,  Kelso 
says,  the  $20  billion  of 
borrowed  capital  would  be  repaid  with 
pretax  dollars. 

But  at  GM's  recent  price  of  about 
$55  a  share,  it  would  take  more  than 
360  million  shares  of  new  stock  to 
raise  $20  billion.  Since  GM  now  has 
only  300  million  shares  outstanding, 
Kelso  is  proposing  that  GM  turn  a 
majority  of  the  company  over  to  the 
ESOP.  That's  not  likely  to  be  attrac- 
tive to  GM's  managment,  regardless 
of  the  current  cost  of  capital. 

Another  obstacle  to  widespread  use 
of  ESOPs  as  big  capital  raisers  is  that 
they  penalize  the  earnings  of  publicly 
owned  companies  that  install  them — 
no  small  matter  in  an  era  when  man- 


agements are  judged  not  on  cash  flow 
but  on  earnings  per  share.  Take  a 
company  in  the  50%  corporate  in- 
come tax  bracket  that  raises  $1  mil- 
lion with  a  seven-year,  15%  loan 
through  an  ESOP.  The  $1.05  million 
of  interest  payments  and  the  $1  mil- 
lion of  principal  repayment,  all  fun- 
neled  through  the  employee  trust,  are 
deductible,  but  charged  to  corporate 
earnings.  If  the  company  borrowed 
the  money  directly  on  the  same 
terms,  the  $1.05  million  in  interest 
would  be  deductible  and  charged  to 
earnings,  but  the  principal  repayment 
would  be  neither  deductible  nor 
chargeable.  By  using  an  ESOP,  then, 
the  company  increases  its  cash  flow 
by  $500,000,  compared  to  conven- 
tional financing,  and  reduces  its  re- 
ported earnings  by  the  same  amount. 

Private  companies  are  frequently 
run  this  way:  to  maximize  cash  flow 
rather  than  to  maximize  reported 
earnings.  But  the  securities  analysts 
won't  let  public  companies  play  that 
game — which  is  too  bad,  in  a  way — 
and  thus  make  it  difficult  for  public 
companies  to  go  the  ESOP  route  to 
raise  serious  amounts  of  capital. 

Clearing  that  problem  up  with  a 


In  practice,  however,  ESOPs  have  been  fre 
quently  abused.  They  are  often  used  as  substi 
tutes  for  pension  plans,  or  as  a  device  to  keep 
unions  out,  or  as  a  way  for  company  founders 
to  unload  shares,  sometimes  at  inflated  prices. 


Financial  Accounting  Standards 
Board  ruling  might  make  cash-flow- 
enhancing  ESOPs  more  attractive. 

In  many  ways,  an  ESOP  properly 
employed  resembles  the  Japanese 
method  of  financing  industrial 
growth.  Japanese  typically  put  large 
portions  of  their  pay  into  the  govern- 
ment-run postal  savings  plan,  and  the 
government  channels  the  cash  into 
industrial  loans.  Wages  are  converted 
to  capital.  Using  an  ESOP  to  buy  new 
stock  from  a  company  is  also  convert- 
ing wages  to  capital.  But  unlike  the 
Japanese  system,  the  ESOP  offers  a 
chance  to  give  workers  permanent 
wealth-producing  assets  through  bor- 
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rowing,  rather  than  forcing  them  to 
save  first. 

Until  now,  ESOPs  and  similar  plans 
have  been  looked  on  as  playthings  rath- 
er than  as  a  means  of  raising  capital  and 
spreading  wealth.  Look  closer,  though: 
Doesn't  Kelso's  thinking  get  at  the 
heart  of  the  democratic  dilemma?  In  a 


free  society  the  very  incentives  encour- 
aging the  creation  of  wealth  also  have 
the  side  effect  of  making  the  rich 
richer;  this  creates  a  healthy  economy 
but  it  leads  to  envy  and  makes  Life  easy 
for  leftist  demagogues.  The  Left  is 
against  incentives  and  the  Right.wants 
more  and  more  of  them.  Kelso,  by 


contrast,  proposes  using  incentives  in  a 
way  to  make  everybody  richer. 
Wouldn't  his  ideas  make  for  more  pro- 
ductive debate  than  arguments  about 
how  many  angels  can  dance  on  the  head 
of  a  Keynesian  pin?  Or  about  the  rela- 
tive merits  of  demand-side  and  supply- 
side  economics?  ■ 


Right  thing  for  wrong  reason? 


Louis  Kelso's  economic  theories 
got  one  of  their  biggest  boosts  a  few 
months  ago  when  airline  pilot  Paul 
Eckel  heard  a  Union  Bank  adver- 
tisement while  tooling  down  the 
San  Diego  Freeway  north  of  Los 
Angeles.  The  ad  was  cooing  the  ad- 
vantages of  Employee  Stock  Own- 
ership Plans  (ESOPs),  and  Eckel, 
who  flies  for  Continental  Airlines, 
was  charmed. 

Eckel  and  his  fellow  pilot,  Chuck 
Cheeld,  were  looking  for  some- 
thing— anything — to  help  Conti- 
nental fend  off  the  advances  of  Tex- 
as Air  Corp.,  which  seemed  on  the 
verge  of  gobbling  Continental. 

Eckel,  42,  has  a  lovely  lifestyle — 
$84,000  a  year,  and  a  schedule  that 
lets  him  run  a  real  estate  syndication 
business  out  of  El  Paso.  He  didn't 
want  Texas  Air's  tough  Frank  Loren- 
zo messing  with  his  life.  If  Texas 
Air's  acquisitive  boss  got  hold  of 
Continental,  there  was  no  telling 
what  would  happen  to  comfortable 
jobs  like  Eckel's. 

This  ultimately  led  to  the  propos- 
al of  the  biggest  ESOP  in  history — a 
$150  million-plus  number  to  give 
the  airline's  11,000  employees 
more  than  half  the  company's 
stock,  and  put  Lorenzo  in  deep 
trouble.  The  idea  of  the  ESOP  is  to 
dilute  Lorenzo's  48.5%,  $93  million 
(cost)  holding  into  an  all-but-worth- 
less  24%.  Under  the  plan,  the  em- 
ployees, as  a  group,  control  the  air- 
line, though  each  individual  would 
vote  his  own  shares.  In  effect,  Con- 
tinental would  give  employees  low- 
er salaries,  but  make  up  the  differ- 
ence with  newly  issued  stock. 

Assuming  a  price  of  $1 1  a  share,  a 
typical  $20,000-a-year  mechanic 
would  be  pledging  15%  of  his  future 
salary  to  buy  886  shares  of  stock  for 
about  $9,750.  A  $60,000  pilot 
would  be  pledging  about  $29, 100  for 
2,648  shares.  The  employees 
would,  in  effect,  borrow  the  money 
and  the  airlines  would  guarantee 
the  loan.  How  can  employees, 
many  of  them  low-paid,  service 


Continental  pilots  Cheeld  and  Eckel 
Better  ESOP  than  Lorenzo. 


loans  that  big?  They  wouldn't.  The 
company  would,  using  money  it 
saved  by  deferring  wage  increases. 
As  the  loans  were  paid  down,  em- 
ployees would  own  stock  outright. 

Texas  Air,  understandably,  says 
the  whole  thing  is  a  scheme  foisted 
on  the  employees  by  Continental's 
management  to  subvert  a  takeover. 
If  it  could  have  bought  Continental 
for  $93  million  and  a  bunch  of  pa- 
per— its  original  plan— Texas  could 
have  rapidly  paid  off  the  money  by 
selling  part  of  Continental's  fleet 
and  lopping  off  trans-Pacific  routes. 
Texas  denies  planning  that,  but  it's 
the  obvious  way  to  go. 

Instead,  Texas  has  real  problems. 
With  an  ESOP  in  operation  and  no 
deal  with  Continental,  Lorenzo  will 
be  stuck  with  7.5  million  Conti- 
nental shares,  $93  million  tied  up 
and  an  interest  meter  ticking  off 
$1.5  million  a  month. 

Lorenzo  charges  collusion  be- 
tween  Continental  management 


and  its  unions,  but  in  fact  there's  no 
love  lost  between  union  leader 
Eckel  and  Continental  President 
Alvin  Lindbergh  Feldman.  Theirs  is 
a  partnership  of  convenience. 

One  of  Feldman's  first  acts  after 
becoming  CEO  last  year  was  to  ap- 
prove the  firing  of  the  contentious 
Eckel  as  Continental's  chief  pilot. 
In  September  Feldman  laid  off 
1,500  employees,  including  341  pi- 
lots. Eckel,  his  voice  dripping  with 
sarcasm,  calls  Feldman  "Big  Al,  the 
pilots'  pal." 

"Anyone  who  thinks  I'm  out  to 
save  that  bastard  is  wrong,"  says 
Eckel,  a  Mormon  not  prone  to  curs- 
ing. "I  set  out  to  save  my  job  from 
Lorenzo." 

Feldman,  who  claimed  his  origi- 
nal opposition  to  Texas  came  be- 
cause Texas  was  offering  paper 
rather  than  cash — "I  would  be  will- 
ing to  merge  with  Texas,  if  the  deal 
weren't  so  flaky" — has  since  turned 
down  cash  offers.  Will  he  lose  inter- 
est in  the  ESOP  if  Lorenzo  goes 
away?  Feldman  denies  it.  "If  he  [Lo- 
renzo] flew  off  into  the  sunset  and 
the  employees  were  still  willing  to 
take  a  15%  pay  cut  [in  future 
wages],  I  would  go  ahead  with  it," 
Feldman  claims.  "Probably  the 
greatest  mystery  to  me  is  why  ev- 
erybody hasn't  used  ESOP." 

Whether  Lorenzo  beats  the  ESOP 
may  depend  on  the  courts  and  the 
Civil  Aeronautics  Board.  And 
whether  this  particular  ESOP  flies 
or  not,  the  idea  of  using  an  ESOP  to 
fend  off  a  takeover  is  obviously  ap- 
pealing to  managements  with  large 
labor  forces  and  assets  subject  to 
stripping  by  a  corporate  raider.  It's 
not  what  Louis  Kelso  had  in 
mind— the  hard,  bitter  Feldman 
couldn't  care  less  about  people's 
capitalism — but  Kelso  will  take 
what  he  can  get  in  achievement  of 
his  idea.  As  the  great  Talmudic  sage 
Rav  said,  "From  doing  the  right 
thing  for  the  wrong  reason,  you 
may  do  the  right  thing  for  the  right 
reason." — A.S. 
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TEN 

YEARS  AGO, 

MAI  PUT 
ITS  CHIPS  ON 

THE 
LITTLE  GUY. 

Now,  that  foresight  is  paying  off. 
Because  today,  computers  for 
small  business  are  part  of  the 
rocketing  $4  billion  small-computer 
market— expected  to  approach 
$10  billion  by  1985. 

MAI—  Management  Assistance 
Inc.  —  practically  introduced  com- 
puters to  small  business.  That's 
where  90%  of  our  sales  are . . .  and 
more  than  1 1.000  of  our  Basic  Four" 
information  processing  systems 
have  been  installed  to  date. 

One  reason  is  that  we  don't  try 
just  to  make  a  sale,  but  to  make  a 
friend.  First  we  really  get  to  know  the 
business  and  its  problems.  Then  we 
can  provide  solutions.  Including 
tailor-made  programs.  Operator 
training. 

And  outstanding  maintenance 
service,  through  our  Sorbus  Service 
Division.  This  not  only  helps  cement 
customer  relationships.  It  also  gives 
us  a  solid  position  in  the  $6  billion 
service  market  —  expected  to  more 
than  double  by  1985. 

Ten  years  ago,  helping  the  be- 


Our  business  is  helping  other  businesses  grow. 


leaguered,  overtaxed,  over- regulated 
small-business  owner  looked  like  a 
far-out  idea.  Today  it  looks  like  a  very 
good  investment. 


MAI's  newest  boost  for  growing  businesses.  The  eco- 
nomical Basic  Four"  /S80™  computer  combines  data 
and  word  processing  and  distributes  processing 
capabilities  out  to  workstation  terminals. 


To  find  out  more  about  MAI, 
write  for  our  Annual  Report: 
Management  Assistance  Inc. , 
560  Lexington  Avenue,  New  York. 
NY  10022.  If  you're  in  business  your- 
self, write  for  our  free  Eliot  Janeway 
booklet,  "Survival  Tips  for  the  80s." 


Our  case  for 
sex  discrimination. 

Sex  no  longer  determines  who,  if  anyone,  wears  the  pants. 
So  why,  a  lot  of  you  are  demanding,  should  it  determine  in- 
surance rates? 

Consider  the  nearly  double  crack-up  rate  of  male  drivers  25 


and  under  versus  female  drivers  25  and  under. 

Suppose  we  at  Mna  Life  &  Casualty  ignored  this  statistical 
reality.  Sister  Sue  would  pay  40%  more  for  auto  insurance  so 
Brother  Bob  could  pay  20%  less.  Unfair!1 

Now  let's  sauce  the  gander.  Say  we  had  unisex  insurance 
rates.  Collective  Bobs  would  more  than  chivalrously  pay  for 
collective  Sues'  annuities,  since  women  live  to  collect  longer. 
Equally  unfair! 

Accusations  of  Neanderthalism  aside,  /Etna  simply  isn't 
going  to  toss  out  cost  differences  based  on  criteria  like  sex  and 
age  when  the  results  would  be  inequitable? 

But  we  do  have  squads  of  experts  studying  the  impact  of 
changing  life  patterns  on  auto,  life,  and  other  insurance?  And 
ongoing  analysis  has  already  eliminated  some  risk  criteria  and 
instituted  others,  including  factors  you  control  personally 

Example:  We  give  young  driver-training  graduates  an 
average  12.3%  discount?  And  we  now  reduce  individual  life 
premiums  for  non-smokers. 

That's  fairer,  we  think,  than  changes  that  would  make 
insurance  less  affordable  for  a  lot  of  us — men  and  women  alike. 

^Etna 

rants  insurance  to  be  affordable, 

'According  to  an  /Etna  study  2  We  admit  it  can  be  rankling  charged  accordingly  — what  we  in  accident-free  drivers,  for  cars  less 

uto  insurance  made  in  1979,  to  be  treated  as  a  statistic.  But  the  insurance  call  "cost-based  pricing."  prone  to  damage  or  theft,  and  for 

)le  generally  warmed  to  the  idea  whole  idea  of  insurance  is  the  3At  last  count,  we  had  some  homes  equipped  with  burglar  and 

lual  rates  for  different  groups,  pooling  of  risk  among  groups  of  135  people  looking  into  how  risk  fire  alarms.  We  think  positive 

when  they  were  informed  of  individuals.  Those  groups  are  de-  can  be  measured  in  life,  casualty-  incentives  make  more  sense  than 

effect  on  their  pocketbooks.  the  fined  by  the  loss  experience  of  property,  and  group  insurance.  experimental  policies  that  turn 

jrity  turned  thumbs  down.  up  to  millions  of  cases,  and  are  4 /Etna  also  charges  less  to  their  backs  on  actual  experience. 


LIFE  &  CASUALTY 


Life  &  Casualty 
armington  Avenue 
ord.  CT  06156 


Taxing  Matters 


The  Feds  wanted  to  spread  the  wealth  to 
the  disadvantaged.  They  spread  the  wealth 
all  right — but  most  of  it  missed  the  mark. 


The  bounty 
hunters 


By  Jane  Carmichael 


Roy  Johnson,  a  DAPPER  42- 
year-old  Englishman,  doesn't 
look  like  a  hard-eore  unem- 
ployable. He  shouldn't — he  owns  hall 
of  a  company  that  did  $3  million  in 
sales  last  year.  Yet  Johnson  is  prob- 
ably the  biggest  single  beneficiary  of  a 
controversial  government  program 
that  was  intended  to  help  the  hard- 
core unemployed  get  jobs.  Don't 
blame  him.  Blame  your  congressman. 

The  Targeted  lobs  Tax  Credit,  put 
into  effect  in  February  1979,  works 
like  this:  You  hire  someone  from  one 
of  seven  groups  deemed  to  have  more 
unemployment  than  average — ex- 
convicts,  the  handicapped,  even  eco- 
nomically disadvantaged  Vietnam 
veterans — and  you  get  a  credit 
equal  to  50%  of  the  first 
$6,000  of  his  wages  the  first 
year  and  25%  the  second  year. 
In  effect,  this  reduces  the 
minimum  wage  from  $3.35  an 
hour  to  $1.68  the  first  year  and 
$2.51  the  second  year. 

What's  wrong  with  that' 
Plenty.  Few  of  the  job  seekers 
who  could  have  benefited  from 
the  program  even  knew  of  its 
existence.  Even  if  they  had  it 
wouldn't  have  made  much  dif- 
ference because  the  TJTC  ap- 
plication is  incredibly  compli- 
cated. For  example,  there  are 
20  different  kinds  of  income 
that  can  be  excluded  in  figur- 
ing family  income  to  see 
whether  the  applicant  is  "eco- 
nomically disadvantaged. "  But 
the  most  obvious  oversight  by 
the  lawmakers  was  that  if  an 
ex-convict  or  handicapped  per- 


son had  the  skills  employers  want,  he 
would  in  all  likelihood  have  a  job  al- 
ready— as  many  did.  It  he  didn't  al- 
ready have  a  job,  the  prospect  of  a 
couple  of  thousand  dollars'  worth  ot 
payroll  savings  wasn't  going  to  be 
enough  to  induce  most  companies  to 
hire  him.  After  all,  training  costs  can 
easily  run  higher  than  that,  not  to 
mention  the  stigma  attached,  justly  or 
uniustly,  to  some  of  the  T|TC  categor- 
ies. So  it's  scarcely  surprising  that  ac- 
cording to  estimates  by  the  Reagan 
Administration  only  5%  of  all  eligible 
employees  have  been  certified  for  the 
TJTC — and  of  those,  some  two-thirds 
already  bad  their  jobs. 

And  that's  where  Roy  lohnson 
comes  in.  The  TJTC  applies  to  any 
employee  hired  after  September  1978, 


Kdited  By  Richard  Greene 

so  a  consulting  firm  like  Johnson's 
Manhattan-based  PCS  Reports  can 
spend  two  or  three  weeks  interview- 
ing your  employees,  help  them  fill  out 
the  forms  and  get  the  eligible  ones 
certified  retroactively .  All  Johnson  asks 
in  return  is  25%  of  the  money  he 
saves  you.  There  may  be  up  to  100 
such  bounty  hunters  in  the  country, 
with  PCS  Reports  thought  to  be  the 
largest.  Johnson  says  he  has  retroac- 
tively certified  7,811  people  for  483 
clients  at  an  average  credit  of  $2,200 
since  the  program  started,  which 
comes  to  over  $4  million  in  fees. 

Johnson  has  derived  some  of  those 
fees  from  the  appallingly  imprecise 
language  of  the  law.  "We  went  into  a 
CPA  firm  the  other  day,"  he  says. 
"We  figured  we  might  find  someone 
who  qualified  in  the  mail  room  or 
reception,  maybe  clerical  help.  We 
didn't,  but  we  did  find  eight  CPAs 
who  qualified  as  'economically  disad- 
vantaged youths.'  "  Under  the  TJTC 
definition,  an  economically  disadvan- 
taged youth  is  anyone  under  the  age  of 
25  who  made  less  than  $3,970  in  the 
six  months  immediately  before  he 
was  hired,  assuming  he  lived  alone. 
The  CPAs  had  just  graduated  from 
college. 

"It's  not  illegal,  immoral  or  any- 
thing else,"  says  Jim  Power,  a  partner 
with  Deloitte  Haskins  &  Sells.  "It's 
lust  not  accomplishing  the  incentive 
it  was  supposed  to."  Even  Roy  John- 
son agrees:  "If  I  were  testifying  before 
Congress  about  this,  I'd  say  cut  out 
retroactive  certification,  period.  I 
thmk  it's  ridiculous." 

The  Reagan  Administra- 
tion, in  fact,  wanted  to  drop 
the  program  entirely  when  it 
expires  at  the  end  of  this  year. 
But,  predictably,  there  are 
moves  afoot  in  both  houses  of 
Congress  to  save  it  and  the 
Administration,  stung  by  criti- 
cism that  its  tax  reforms  give 
too  many  benefits  to  the  Sun- 
belt and  not  enough  to  the  rel- 
atively depressed  Northeast 
and  Midwest,  may  well  let  it 
go.  The  House  bill,  at  least, 
would  severely  curtail  retroac- 
tivity, and  that's  something. 

Meanwhile,  Congress  will  al- 
most surely  come  up  with  plen- 
ty of  other  tricky  tax  credits  to 
all  sorts  of  constituencies — for 
example,  allowing  companies 
in  six  "distressed  industries" 
to  take  expired  investment  tax 
credits — so  Johnson  and  his 
confreres  won't  starve.  ■ 


82 


FORBES  IULY  20,  1981 


The  wrangling  among  the  railroad  lobby, 
ICC,  Congress  and  the  Treasury  may  sound 
like  a  vaudeville  routine.  But  it's  no  joke. 

They've  been 
working  on 
the  railroad 


By  Gerald  Odening 


LAST  MONTH  THE  ICC  proposed 
.  that  from  now  on  railroads 
I  should  be  able  todepreciate  rath- 
er than  expense  most  of  their  track 
expenditures  for  reporting  purposes. 

But  don't  start  whistling  "I've  been 
working  on  the  railroad"  yet  (see 
Forbes,  Sept.  1,  1980).  A  closer  look  at 
this  accounting  change  conjures  up  an 
old  vaudeville  routine: 
"I  just  came  into  some  money." 
"Oh,  that's  good." 
"Well,  it  was  the  fire  insurance  on 
my  house." 
"Oh,  that's  bad." 

"No,  that's  good — my  mother-in- 
law  was  inside." 

The  good  news  is  that  railroads'  re- 
ported earnings  are  going  to  get  a 
much  needed  lift.  By  capitalizing  in- 
vestment in  track,  firms  like  Burling- 
ton Northern  and  CSX — which  have 
been  spending  heavily  to  upgrade 
their  track — will  start  looking  really 
good.  Even  such  lines  as  Santa  Fe, 
Southern  Railway,  Norfolk  &  Western 
and  Union  Pacific,  which  have  been 
stoutly  keeping  up  their  track,  will 
show  a  nice  increase  in  earnings. 

How  much?  For  the  moment  that's 
a  closely  guarded  secret.  Computing 
such  figures  from  the  outside  is  haz- 
ardous, but  First  Boston  rail  analyst 
Robert  Long  guesses  it  will  mean  a 
10%  to  25%  increase  in  reported 
earnings  for  each  of  the  top  eight  rails. 

That's  good.  But  how  about  taxes? 
If  earnings  go  up,  so  will  taxes.  Al- 
though these  earnings  gains  are  basi- 
cally just  accounting  changes,  the  in- 
creased taxes  are  a  real  cash  drain  and 
can  hurt.  Last  December  Congress 
passed  a  Christmas  present  tax  code 
amendment  that  perpetuated  the  old 
system  of  expensing  track  costs  each 
year  and  thus  showing  a  lower  taxable 
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income.  Then  came  the  new  Reagan 
Administration  depreciation  bill  into 
which  the  Treasury  slipped  a  clause 
that  repealed  the  Christmas  present 
and,  in  fact,  upped  the  tax  burden. 

That  was  bad.  With  $16  billion 
needed  for  capital  improvements  and 
$300  million  a  year  in  current  taxes, 
the  railroad  could  scarcely  afford  any 
significant  tax  increase. 

Fortunately,  the  railroad  lobby  was 
able  to  come  up  with  a  compromise 
acceptable  to  the  Treasury.  Under 
that  compromise,  the  rails  will  be  able 
to  write  off  huge  amounts  of  so-called 
frozen  assets  for  the  next  five  years  or 
so.  These  $4  billion  in  frozen  assets — 
like  better  rails  and  ties  to  upgrade 
track — are  not  written  off  under  the 
old  accounting  system  until  they  are 
either  replaced  or  retired. 

The  amounts  involved  here  can  be 
significant.  For  many  railroads  it  will 
mean  the  roads  will  pay  substantially 
lower  taxes  for  the  next  half  decade  or 
so.  That  will  give  railroads  a  strong  lift 
in  cash  flow.  After  the  writeoffs  run 
out,  the  lines  will  have  to  pay  moder- 
ately higher  taxes  for  a  few  years.  But 


as  depreciation  charges  pile  up,  the 
taxes  will  come  back  in  line. 

So,  if  the  tax  proposal  goes  through, 
it  looks  as  if  the  railroads  may  be  off 
the  hook.  But  don't  count  on  it.  The 
Treasury  rarely  gives  up  on  tax  dollars 
without  a  fight,  and  the  tax  bill  is 
changeable  at  a  moment's  notice. 

in  the  meantime,  even  if  the  tax  bill 
goes  through  in  its  current  form,  there 
is  potential  backlash  from  the  ICC's 
decision.  Says  John  Reed,  chairman  of 
$3.2  billion  Santa  Fe  Industries,  "This 
change  to  depreciation  will  overstate 
earnings.  The  commission  will  be 
happy  having  the  railroads  seem  like 
they're  making  more  money  than 
they  are  now,  because  it  will  give 
them  reason  to  look  unfavorably  at 
rate  increases." 

That's  the  good  news  .  .  .  and  the 
bad  news. 

Fiddling  while  . . .? 

There's  little  question  that  investors 
need  more  cash-flow  information  in 
financial  reports.  Inflation  has  ren- 
dered historical  cost  depreciation  vir- 
tually meaningless  and  has  greatly  ex- 
aggerated reported  earnings.  Figures 
describing  the  yearly  flow  and  hard 
cash  are  plainly  more  reliable. 

Unfortunately  right  now,  extracting 
cash-flow  information  from  the  annu- 
al report  is  quite  difficult.  Enter  the 
Financial  Accounting  Standards 
Board.  Haltingly.  Before  the  board  will 
mandate  any  such  information  in  an- 
nuals, it  will  first  draw  up  an  exposure 
draft.  That  should  be  completed  in  a 
few  months,  at  which  point  the  board 
can  begin  work  on  a  concept  state- 
ment. With  luck  that  may  result  in 
some  information  in  the  reports  for 
fiscal  1982. 

But  even  then,  sadly,  the  informa- 
tion given  may  not  be  adjusted  for 
inflation.  Basically,  what  will  be  done 
will  be  "tidying  up  and  improving  the 
presentation  of  current  financial  re- 
ports to  focus  more  on  cash,"  accord- 
ing to  Bryan  Carsberg,  the  FASB's  as- 
sistant director  of  research  and  tech- 
nical activities. 

Inflation  information  probably 
won't  arrive  until  1985.  "I  think  we 
need  some  results  from  our  current 
inflation  experiment  |FASB  33]  before 
we  go  further,"  says  Carsberg.  "That 
was  a  pretty  big  step  and  people  are 
not  going  to  take  too  kindly  to  further 
changes  in  the  same  direction  until 
we've  got  some  evidence  that  it's  use- 
ful and  being  used  effectively." 

Given  the  gravity  of  the  issue  and 
the  favorable  response  to  date  loin 
years  sounds  more  like  timidity  than 
prudence. — Richard  Greene 
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Where  oil  shelters 
get  gooey 

It's  the  time  of  year  oil-drilling  tax 
shelters  can  start  to  look  very  ap- 
pealing to  upper-income  earners. 
There  is  still  enough  time  to  do  a  little 
shopping — and  not  have  to  settle  for 
the  dregs  left  on  your  broker's  desk 
come  late  November. 

Prospectuses  being  what  they  are — 
to  the  untutored  eye  about  as  revealing 
as  a  1920s  swimming  costume — it's 
easy  to  be  misled  when  picking  an  oil 
shelter.  Are  there  any  rules  of  thumb 
for  poring  over  a  red  herring?  There 
are,  and  by  applying  them  you  can 
improve  your  chances  of  cashing  in 
instead  of  simply  pumping  tax-shel- 
tered dollars  down  a  dry  hole.  Granted, 
when  you  lose  out  on  an  oil  or  gas 
shelter  Uncle  Sam  is  your  partner.  But 
a  bad  investment  is  a  bad  investment, 
period.  "A  shelter  that  is  successful  in 
achieving  tax  benefits  may  result  in  an 
economic  loss  even  after  you  take  the 
tax  benefits  into  account,"  notes  Rob- 
ert Griesman,  tax  manager  for  the 
CPA  firm  Alexander  Grant  &  Co. 

Obviously,  it's  a  lot  better  to  hit  oil 
than  dust  or  a  well  that  is  too  margin- 
al to  develop.  Obviously,  nobody  can 
predict  that  too  accurately.  Of  course, 
you  should  have  a  pro  look  at  any  deal 
you  consider.  But  you  don't  have  to  be 
an  expert  to  do  some  preliminary 
screening  yourself.  Take,  for  example, 
the  manner  in  which  the  partnership 
is  structured.  The  way  the  risk  is 
shared  between  you  (as  a  limited  part- 
ner) and  the  driller  (the  general  part- 
ner) can  be  critical. 

Writing  in  the  current  issue  of  The 
Journal  of  Investing,  financial  planner 
Barry  R.  Goodman  notes  that  you  have 
to  look  at  more  than  the  track  record  of 
the  general  partner  and  the  fees  that 
have  to  be  paid.  -'A  close  examination 
of  the  structure  of  a  drillingpartnership 
can  disclose  potential  excess  payments 
to  the  general  partners  or  additional 
conflicts  of  interest,"  he  says.  Good- 
man edits  the  Journal ,  which  is  pub- 
lished by  Leopold  &  Linowes,  CPAs. 

There  are  four  ways  drilling 
schemes  can  be  structured.  The  labels 
are  in  legalese:  functional  allocation, 
reversionary  interest,  carried  interest 


and  promoted  interest.  Here's  what 
they  mean. 

The  "functional  allocation"  struc- 
ture is  by  far  the  most  common  in 
drilling  partnerships.  It  is  also  the  one 
that  most  favors  the  general  partner — 
the  man  drilling  the  hole. 

With  such  a  partnership,  you  and 
other  limited  partners  typically  pay  all 
the  costs  of  searching  for  oil — com- 
monly described  in  the  prospectuses 
as  "intangible  costs."  The  general 
partner  pays  nothing. 

If  and  when  you  hit  oil  or  gas,  how- 
ever, the  general  partner  has  to  come 
up  with  all  the  cash  to  complete  the 
well.  That  includes  lines,  pumps  and 
other  hardware  to  get  the  oil  or  gas  to 
market.  These  are  called  tangible  or 
capital  costs. 

In  the  prospectus,  notes  Goldman, 
here  is  how  a  typical  functional  alloca- 
tion partnership  looks: 


Costs 

Limited 
partners 

General 
partners 

Organization 
offering  costs 

100% 

none 

Management 

fees 

100 

none 

Intangible 
drilling 

100 

none 

Tangible 
drilling 

none 

100% 

Postcompletion 

costs 

60 

40 

Dry  hole 

costs 

100 

none 

Revenue 

60 

40 

For  income  tax  purposes,  you  and 
other  limited  partners  can  normally 
deduct  all  the  intangible  drilling  costs 
in  the  year  they  are  incurred.  So  you 
get  your  writeoff  right  away,  which 
helps  explain  why  this  structure  is  so 


popular.  A  $25,000  investment  in  this 
kind  of  partnership  could  give  you  a 
$20,000  deduction  the  first  year, 
Goldman  points  out. 

What  if  the  well  hits?  Ah,  there's 
the  rub.  Remember,  the  general  part- 
ner is  responsible  only  for  tangible 
drilling,  or  capital,  costs.  So  far  he  has 
paid  nothing.  In  fact,  "He  has  prob- 
ably been  paid  substantial  fees  for  or- 
ganizing the  partnership,  administra- 
tion and  drilling  activities,"  says 
Goldman.  "If  the  well  is  a  very  profit- 
able one,  where  the  general  partner's 
40%  share  of  the  revenue  would  repre- 
sent an  excellent  return  on  his  invest- 
ment into  the  completion  of  the  well 
[by  the  general  partner's  estimation), 
then  it  is  certainly  clear  that  he  will 
want  to  commit  the  investment  to 
complete  the  well." 

But  suppose  the  well  is  something 
less  than  a  gusher?  It  might  not  be 
worth  the  general  partner's  invest- 
ment of  capital.  Remember,  he  gets 
only  40%  of  the  action,  and  so  far  it 
hasn't  cost  him  a  dime.  This  is  an 
important  decision.  Notes  Goldman: 
"The  general  partner  takes  little  or  no 
risk  in  the  search  for  the  natural  re- 
sources, and  can  pick  and  choose 
among  the  productive  wells  to  com- 
plete only  the  most  profitable  ones, 
then  share  in  40%  of  the  revenue  in 
addition  to  the  fees  he  has  already 
received  from  the  partnership." 

That  should  make  you  want  to  take 
up  drilling  as  a  general  partner — the 
important  options  are  all  his. 

Small  wonder,  then,  that  partner- 
ships that  use  this  functional  alloca- 
tion method  very  often  are  not  devel- 
oped— even  if  they  hit.  Indeed,  one  oil 
analyst,  Investment  Research,  Inc.  in 
Annapolis,  Md.,  did  a  study  of  500 
partnerships  and  found  that  limited 
partners  in  plans  using  functional  allo- 
cation have  almost  a  5  times  greater 
chance  of  losing  all  their  money  than 
investors  m  different  oil  schemes. 

How  about  the  other  drilling-ven- 
ture structures?  First,  the  "reversion- 
ary interest"  method.  The  general 
partner  typically  pays  1%  of  all  costs, 
tangible  and  intangible.  Only  1%  of 
the  revenues,  if  any,  would  go  to  the 
general  partner  until  the  limited  part- 
ners .get  all  their  investment  money 
back.  That  done,  the  limited  and  gen- 
eral partners  split  revenues  at  roughly 
80%/20%.  This  method,  obviously,  is 
better  for  the  limited  partners  if  the 
well  hits. 

Better  still  is  a  "carried  interest" 
structure.  In  this  arrangement,  the 
general  partner  again  puts  up  1%  of  all 
costs,  then  shares  in  the  total  net  rev- 
enue to  the  tune  of  10%  to  15%.  He 
doesn't  have  to  wait  until  the  limited 
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Hood  sails.  Rolex  watches.  Ultimates  each 


For  over  twenty  years, 
Frederick  E.  "Ted"  Hood 
has  designed  and 
manufactured  the  most 
desirable,  durable  and 
efficient  sails  ever  to 
drive  the  competitive 
yachts  of  the  oceans  of 
the  world. 

He's  raced  and  won 
with  the  best.  His  list  of 
prestigious  victories 
include  the  Mallory 
Trophy  in  '56,  the 
Bermuda  Race  in  '68, 
and  the  SORC  and  the 
America's  Cup  in  74. 

He  knows  his  sails  and  he  knows  his 
sailing.  His  philosophy  contains  no 
room  for  anything  less  than  maximum 
application  of  ability. 

Durability.  Excellence.  Exactness. 
The  words  fit  the  man . . .  the  way  he 
works.  With  ultimate  care.  With  atten- 
tion to  detail.  With  the  pride  that  comes 
from  making  the  best  that  can  be  made. 


The  result  is  that 
every  skipper  worth  his 
salt  wants  a  suit  of 
Hoods  on  his  mast. 
And,  chances  are,  he 
wants  a  Rolex  on  his 
wrist.  Because  uncom- 
promising performance 
counts. 

Rolex.  The  totally 
uncompromised  machine. 
Handcrafted  step  by 
step  from  a  solid  block 
I  of  gold  or  stainless 
steel. 

Mechanically  unequaled. 
Esthetically  unparalleled. 
The  world's  idea  of  what  a  watch 
should  be. 

Indeed,  Mr.  Hood  and  Rolex  have 
precisely  the  same  opinion  toward 
accomplishment.  The  only  true  measure 
of  achievement  is  result. 

ROLEX 


Write  for  brochure.  Rolex  Watch,  U.S.A.,  Inc..  Dept.  277,  Rolex  Building,  665  Fifth  Avenue,  New  York,  New  York  10022. 
World  headquarters  in  Geneva.  Other  offices  in  Canada  and  major  countries  around  the  world. 
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partners  get  all  their  money  back  be- 
fore he  starts  collecting.  For  the  limit- 
ed partners,  this  type  of  deal  generally 
works  out  even  better  than  the  two 
previous  structures. 

Best  of  all,  however,  according  to 
Investment  Research,  is  the  "promot- 
ed interest"  venture.  Here  the  general 
partner  typically  puts  up  5%  to  15% 
of  all  the  costs,  and  might  receive 
20%  to  40%  of  total  net  revenue  from 
the  beginning.  "As  one  might  suspect, 
when  the  general  partner  has  more  of 
his  money  at  risk,  and  shares  more 
proportionally  in  the  revenue,  the  re- 
sults [to  the  limited  partners]  turn  out 
significantly  better,"  notes  Goldman. 

In  fact,  provided  you  do  hit  oil  or 
gas,  the  chances  are  only  about  1  in  20 
that  the  promoted  interest  partner- 
ship won't  pay  out,  while  with  func- 
tional allocation  the  odds  are  about  1 
in  2  that  it  won't  pay. 


Jobberwocky 

If  you  ever  get  blindsided,  it  might 
not  be  such  a  hot  idea  to  hang 
around  the  boneyard  with  the  other 
lepers,  fiddling  with  your  own  shot- 
gun. Better  to  concentrate  on  the  rifle, 
the  network  and  the  pirate. 

The  professional  jargon  of  firing  and 
job  hunting  is  as  lively — or  deadly — as 
street  argot.  Thomas  M.  Camden,  an 
outplacement  specialist  with  Camden 
&  Associates,  Hinsdale,  111.,  has  com- 
piled "A  Language  Guide  to  Outplace- 
ment." Some  excerpts: 

Acceptance — Dr.  Ku'bler-Ross  de- 
scribes the  five  stages  of  death  in  her 
research:  denial,  anger,  bargaining, 
depression  and  acceptance.  A  similar 
pattern  exists  when  a  person  is  termi- 
nated involuntarily  after  years  of  con- 
tributing to  a  company. 

Between  Jobs — Same  as  "unem- 
ployed," with  one  distinction:  Some- 
one who  says  he  is  between  jobs  gen- 
erally has  been  unemployed  before. 

Black  Friday — Any  day  of  the  week 
you  get  the  ax. 

Blindsided — A  football  expression 
referring  to  the  quarterback  who  gets 
sacked  because  his  helmet  restricts 
peripheral  vision.  An  employee  some- 
times has  a  similar  problem  when  he 
is  so  absorbed  in  his  work  that  he 
can't  see  the  signs  that  he's  about  to 
be  sacked. 


Body  Shop — A  disreputable  employ- 
ment agency  that  fills  jobs  with  warm 
bodies.  Frequently,  body  shops  do  not 
even  interview  a  candidate  before  re- 
ferring him  to  an  employer. 

Boneyard — Also  called  the  "leper 
colony,"  the  boneyard  is  an  office  or 
office  area  within  a  company  used  by 
departing  executives  to  conduct  their 
job  searches.  These  exiles  generally 
arrive  at  the  boneyard  at  10  a.m.,  read 
the  want  ads  and  dictate  a  few  letters 
to  search  firms,  enclosing  their  re- 
sumes. After  a  two-hour  lunch,  they 
return  to  check  messages,  which  are 
seldom  there.  They  head  home  at 
about  4:30  p.m.,  after  sharing  addi- 
tional gossip  with  their  former  col- 
leagues, who  seldom  help  lepers  but 
feel  superior  to  them  because  they 
still  have  a  job. 


Broadcast  Letter — A  letter  announc- 
ing that  a  person  is  considering 
changing  jobs.  It  is  generally  sent  with 
an  accompanying  resume  to  300  ex- 
ecutive search  firms  and  500  com- 
pany presidents.  The  search  firms  sel- 
dom acknowledge  it.  The  company 
president's  secretary  sends  it  to  the 
personnel  director,  whose  secretary 
sends  form  letter  number  4.  A  broad- 
cast letter  most  often  receives  a  re- 
sponse of  1%  to  3%— 95%  of  the  re- 
sponses are  negative. 

Career — Generally  understood  as 
one's  lifework.  Americans  have  twist- 
ed the  term  so  that  it  is  synonymous 
with  "profession,"  which  suggests 
that  only  professionals  or  degreed  peo- 
ple have  a  career.  The  garbage  man, 
for  example,  doesn't  have  a  "career," 
he  has  a  "job."  A  bus  driver  doesn't 
have  a  career  path — he  just  works. 
That  may  suggest  that  people  with 
"careers"  don't  work. 

Career  Consultant — "Experts"  who 
advise  a  person  how  to  enhance  a 
career  by  changing  jobs,  under  direc- 
tion, for  a  fee  that  could  be  several 
thousand  dollars.  An  honest  and  pro- 
fessional career  consultant  should  ad- 
vise any  prospective  client  that  the 
client  is  the  only  person  who  can  get 
the  job,  because  only  the  client  can 
take  the  interview  and  succeed  in  it. 

Choice  Matrix — A  simple  technique 
that  helps  a  person  determine  which 
employment  offer  to  accept.  It  re- 
quires a  list  of  factors  a  person  must 
have  in  a  job,  e.g.,  salary,  location, 
responsibility,  career  path,  benefits, 
company  product,  etc.  Using  a  l-to-5 
scale,  you  rate  every  factor  for  each 
job  offer.  The  offer  with  the  most 
points  is  not  automatically  the  job  to 
accept,  because  the  chart  doesn't  take 
into  consideration  that  a  variable  of 
"salary"  may  be  less  important  than 
"career  path."  Nevertheless,  this  exer- 
cise will  help  in  arriving  at  a  final 
decision. 

Deadwood — People  who,  in  the 
mind  of  management,  have  no  pro- 
ductive value  and  cannot  contribute 
to  profitability.  Deadwood  is  a  burden 
to  be  carried  until  it  quietly  retires, 
quits  or  gets  hit  by  a  beer  truck. 

Dehiring — Same  as  firing. 

Encouraged  to  Leave — Fired. 

Fired — Encouraged  to  leave. 

Formal  Offer — A  written  offer  of  em- 
ployment from  the  employer  to  a  pro- 
spective employee.  The  letter  outlines 
title,  salary,  reporting  relationship, 
benefits  and  other  relevant  informa- 
tion. A  formal  offer  is  not  an  employ- 
ment contract.  It  can  be  rescinded  at 
the  whim  of  the  employer. 

Headhunter — Also  called  a  pirate. 
The  term  is  another  word  for  an  ex- 
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WHEN  AMERICAN  BUSINESS  HITS  THE  ROAD, 
AMERICAN  BUSINESS  DECIDES  ON  HILTON. 


For  all  the  times  I  worked  late  and  never  gave  you  a  ring. 

Happy  Anniversary. 


A  band  of  diamonds  that  says  youd  marry  her  all  over  a 
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ecutive  search  consultant. 

Hidden  Job  Market — A  phrase  fre- 
quently used  by  career  consultants  in 
referring  to  jobs  that  exist  but  are  not 
publicized  in  any  way.  Certain  consul- 
tants imply  they  have  access  to  this 
knowledge,  which  they  will  share  for 
a  fee. 

Interview — An  employment  inter- 
view is  designed  to  select  the  best 
candidate  for  a  particular  position.  An 
offer  of  employment,  however,  sel- 
dom goes  to  the  best  technically  quali- 
fied candidate.  It  goes  to  the  person 
who  makes  the  best  presentation. 
The  "best"  presentation  is  the  one 
the  interviewer  thinks  is  best — the 
one  that  best  matches  the  interview- 
er's bias  and  attitudes.  Most  inter- 
viewers don't  know  how  to  interview, 
don't  want  to  select,  can't  form  judg- 
ments and  seldom  listen. 

Leisure  Time — A  question  in  a  com- 
petitive employment  interview  about 
leisure  time  is  designed  to  confirm 
certain  opinions  of  the  interviewer.  A 
man  being  asked  what  he  does  during 
leisure  time  seldom  refers  to  avoca- 
tions of  flower  arranging,  sewing, 
watching  TV  or  ballet  dancing.  A 
woman  seldom  volunteers  that  she 
enjoys  watching  prize  fighting,  likes 
to  protest  or  plays  football.  Both,  how- 
ever, may  state  that  they  enjoy  ten- 
nis, golf,  swimming  (athletic,  healthy, 
competitive  and  good  for  the  body)  or 
reading,  theater,  charity  work  (intel- 
lectually stimulating  and  good  for  so- 
ciety). Neither  of  them  would  say  sex, 
daydreaming,  sleeping,  drinking  or 
gambling. 

Mutual  Agreement — Canned. 

Negotiate — Bargaining  with  a  pro- 
spective employer  to  get  more  than 
offered,  then  agreeing  to  a  compro- 
mise. When  someone  receives  an  of- 
fer at  X  amount  of  dollars,  sometimes 
his  present  employer  matches  the  sal- 
ary increase  to  keep  the  employee.  If 
that  employee  counters  the  prospec- 
tive employer  with  the  situation,  hop- 
ing to  get  more,  and  does,  he  usually 
winds  up  with  less.  Under  the  circum- 
stances, he  gets  more  money  but  ad- 
versely affects  the  personal  relation- 
ship between  himself  and  his  future 
employer — not  to  mention  the  past 
employer. 

Networking — A  highly  effective 
method  of  generating  interviews.  In  a 


job  search,  a  person  must  use  personal 
contact  to  advise  as  many  people  as 
possible  of:  1)  What  the  person  has 
accomplished,  achieved,  learned  and 
can  do,  2)  what  that  person  wants  to 
do  and  3)  how  the  person  contacted 
can  help  in  the  search.  Each  person 
contacted  knows  at  least  300  people. 
Networking  is  easy.  People  want  to 
help,  but  they  have  to  be  told  how  to 
do  so.  And  don't  assume  that  if  A  is  a 
plumber,  he  can't  help.  His  brother- 
in-law  could  be  a  company  president, 
or  six  members  at  the  plumber's  coun- 
try club  may  be  just  the  contacts 
needed. 

Organization  Chart — Visual  repre- 
sentation of  who  is  supposed  to  have 
power,  authority  and  responsibility.  It 
never  reflects  sponsorship,  ability, 
success  or  deadwood.  Most  organiza- 
tion charts  are  obsolete  about  three 
days  after  they  are  printed. 

Outplacement — Outplacement  is  a 
benefit  provided  by  an  employer  to 
help  a  terminated  employee  get  a  job 
elsewhere.  By  retaining  outside  out- 
placement counsel,  a  company  dem- 
onstrates concern  for  terminated  em- 
ployees and  prevents  adverse  effects 
of  costly  severance  arrangements,  in- 
creased unemployment  compensation 
rates,  lost  productivity  or  lawsuits. 

Overqualified — An  excuse  usually 
given  to  an  employment  applicant 
who  is  too  old  or  too  expensive  in  the 
mind  of  the  interviewer. 

Personnel  People — Members  of  the 
personnel  department  who  are  "peo- 
ple experts"  or  "human  resource  pro- 
fessionals." By  the  very  nature  of 
their  responsibilities  in  employment, 
personnel  people  are  negative  and 
tend  to  screen  out.  They  don't  hire, 
they  reject. 

Personnel  Testing — Psychological 
testing  to  predict  success  in  employ- 
ment or  to  predict  behavior.  Tests 
aren't  too  popular  now,  because  the 
law  says  they  must  be  validated. 
That's  too  expensive. 

Peter  Principle — Dr.  Peter's  idea  that 
a  person  can  be  promoted  to  a  level  of 
inefficiency.  The  term  is  very  popular 
among  managers  who  terminate  an 
employee  but  really  can't  come  up 
with  a  specific  reason  for  doing  so. 

Plateau — Or  career  plateau.  As  de- 
fined by  the  Center  for  Research  in 
Career  Development  at  Columbia 
University's  Graduate  School  of  Busi- 
ness, "The  point  in  an  organizational 
career  where  the  individual  is  unlikely 
to  experience  hierarchical  mobility." 
That  means,  "George,  you've  gone  as 
far  as  you  can  in  this  company." 

References — Seldom  have  value  be- 
cause of  fear  of  lawsuits. 

Resume — A  written  summary  of  a 


job  seeker's  work  experience,  educa- 
tion, personal  characteristics  and  any- 
thing else  the  subject  wants  to  in- 
clude. Most  people  feel  the  resume  is 
the  most  important  aspect  of  a  job 
search;  it  really  is  the  least  important. 
The  interview  is  the  heart  of  the 
search.  A  resume  should  be  simple, 
brief,  correct  and  left  with  a  prospec- 
tive employer  after  the  interview. 

Rifle  Approach — As  opposed  to  shot- 
gun— identifying  clearly  a  job  objec- 
tive; understanding  the  market  for 
such  a  job;  contacting  individuals 
within  that  market;  obtaining  the  ex- 
act offer  and  accepting  it. 

Salary  Range — A  compensation 
spread  for  a  defined  job,  e.g.,  $24,000 
minimum,  $26,000  midpoint, 
$28,000  maximum.  Most  companies 
prefer  to  hire  below  the  midpoint  of 
the  range.  If  they  want  a  person  badly 
enough,  however,  and  he  is  above  the 
maximum  of  the  range,  they'll  put 
him  in  the  next  graded  job. 

Severance  Pay — Bonus  for  losing  a 
job.  Some  policies  allow  one  week's 
severance  pay  for  every  two  years' 
service.  Other  companies  are  more 
generous,  depending  upon  the  level  of 
their  guilt. 

Sexual  Harassment — Seldom  hap- 
pens to  men. 

Stress  I nten  iew — The  only  value  they 
have  is  to  convince  the  applicant  not 
to  work  for  a  company  that  permits 
such  stupid  practices. 

Workaljolic — Someone  in  the  office 
or  plant  who  doesn't  want  to  go  home 
because  he  doesn't  like  it  there.  Defi- 
nitely a  loser,  probably  successful,  who 
one  day  will  be  blindsided,  canned, 
outplaced;  be  interviewed  by  agencies, 
personnel  people  and  search  firms; 
have  three  separate  resumes,-  through 
networking,  will  generate  three  formal 
offers,  be  rejected  in  two  others;  have 
excellent  references;  use  a  choice  ma- 
trix to  accept  the  "perfect"  job  he 
thinks  will  provide  peace  and  happi- 
ness. It  won't;  jobs  seldom  do. 

For  a  complete  copy  of  the  glossary, 
write  to  Camden  and  Associates,  Inc., 
501  West  Ogden  Ave.,  Hinsdale,  111. 
60521.  Cost:  $6. 


Me,  Inc. 

You  don't  have  to  be  a  doctor,  law- 
yer or  Cleveland  Indian  to  incorpo- 
rate yourself  to  advantage.  (And  to  the 
IRS'  disadvantage,  of  course.)  All  you 
really  need  to  be  is  well  compensated. 
These  days,  salesmen,  investment  ad- 
visers, engineers,  technicians  and  ex- 
ecutives are  adding  Inc.  to  their 
names — even  if  they  work  for  only 
one  employer  and  have  no  notion  of 
ever  changing. 
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Like  many  another  new  wrinkle, 
this  began  in  southern  California.  It  is 
based  on  a  movie-business  device 
called  a  "loan-out."  Studios  allow 
stars,  directors,  writers  and  other  key 
people  to  self-incorporate,  then  sign 

I  up  for  long-term  contracts.  The  taxes 
saved  are  an  attractive  form  of  fringe 

i  benefit. 

So,  if  the  stars  can  do  it,  why  not 
executives  of  small,  closely  held  com- 
panies or  private  companies  where 
the  employees  have  no  chance  at 

i  ownership? 

Here's  how  a  typical  plan  would 

:  work,  according  to  Richard  Reichler 
of  New  York's  Ernst  &  Whinney. 

|  Let's  say  you  are  a  senior  financial 
officer  of  a  private  industrial  company 
based  in  New  York.  You  make 
$155,000  a  year,  and  the  company 
throws  in  another  $25,000  in  fringes, 
including  $17,800  in  pension  contri- 
butions. But  you  are  in  your  mid-50s, 
you  want  to  retire  in  ten  years  and  as 
it  stands  the  pension  contribution 
isn't  enough  to  let  you  live  as  comfort- 
ably as  you  want  at  65.  Let's  also 
assume  you  can  afford  to  take  home  a 
little  less  in  order  to  stash  more  mon- 
ey away  for  retirement.  (Assuming 
$30,000  in  deductions,  your  net 
spendable  income  after  taxes  would 
come  to  $80,900.) 

So,  you  incorporate  yourself.  Your 
employer  doesn't  spend  a  penny  more 
or  less  on  you.  Instead  of  paying  you 
$155,000  in  wages  and  $25,000  in 

l  fringes,  the  company  pays  your  corpo- 
ration $180,000  outright  and  you  are 
on  your  own.  Now  you  have  to  pay  for 

I  a  lot  of  things  the  company  used  to 
give  you — a  medical  plan,  life  insur- 

1  ance,  additional  Social  Security,  un- 
employment insurance  and  the  like. 
You'll  need  expense  money.  You  also 
have  to  pay  corporate,  federal  and 


state  income  and  franchise  taxes.  To 
put  your  corporation  to  its  best  use, 
you  should  retain  some  earnings, 
which  eventually  revert  to  you.  You 
also  want  to  set  aside  more  pension 
money.  And  now  that  you  are  a  corpo- 
ration, you  can  tailor  a  better  pension 
plan  than  the  one  your  company  has 
set  up.  In  this  case,  assume  you  set 
aside  $27,500— almost  $10,000  a  year 
more  than  your  company  was  contrib- 
uting for  you — tax-free,  of  course,  un- 
til you  retire  and  start  drawing  out 
your  pension. 

All  those  expenses — most  of  which 
benefit  you  directly — come  to 
$69,800.  Subtract  that  from  the 
$180,000  your  employer  is  paying 
your  corporation,  and  you  have  a  sala- 
ry of  $110,200.  Out  of  that  you  still 
must  pay  personal  federal,  state  and 
city  income  taxes  and  your  own  So- 
cial Security.  So  you  wind  up  with  a 
net  spendable  income  of  $65,400. 
That's  roughly  $15,000  less  than  you 
were  taking  home  before  you  incorpo- 
rated. But  let's  look  at  some  of  the 
advantages. 

Most  important,  you  are  now  set- 
ting aside  almost  $10,000  a  year  more 
for  your  retirement — $27,500  i'S. 
$17,800.  You  also  have  a  better  medi- 
cal plan,  which  offers  more  benefits 
than  typical  group  plans,  and  a  reason- 
able expense  account,  say  $10,000. 
(You  can  still  bill  the  company  for 
additional  business-related  expenses.) 
And,  don't  forget  those  retained  earn- 
ings. Say  they  add  up  to  $10,000  a 
year.  "With  proper  planning,"  says 
Reichler,  "that  amount  can  be  taken 
out  of  the  corporation  at  some  time  in 
the  future,  with  earnings,  at  capital 
gains  rates." 

If  you  have  notions  about  incorpo- 
rating, the  first  place  to  stop  is  your 
accountant's  office.  Let  him  or  her 


crunch  the  numbers  and  see  how  it 
would  all  work  out  in  your  case.  Bear 
in  mind  that  the  IRS  is  acutely  aware 
of  all  this;  it  has  set  up  some  impor- 
tant rules  that  must  be  followed.  For 
example,  you  can't  allow  your  corpo- 
ration to  retain  too  much  money.  If 
the  retained  earnings  reach  $150,000, 
you  may  risk  a  high  effective  tax 
rate — up  to  75% . 

There  is  nothing  particularly  arcane 
about  setting  up  your  own  corpora- 
tion. You  file  for  a  Certificate  of  Incor- 
poration, usually  in  your  home  state, 
and  get  an  Employer  Identification 
Number  from  the  IRS  (allow  around 
six  weeks).  You  are  then,  literally,  in 
business  with  an  Inc.  to  your  name. 

Naturally,  before  you  incorporate, 
you  should  get  your  employer's  agree- 
ment, probably  a  contract  binding 
him  to  pay  your  corporation  for  your 
services  for  a  reasonable  amount  of 
time.  But  if  you  eventually  change 
your  mind  and  decide  you  want  to  go 
back  to  being  a  salaried  employee, 
then  there  are  no  special  penalties. 
You  can  just  fold  the  corporation. 

There  are  two  good  books  available 
in  bookstores  on  the  subject:  You, 
Inc.,  by  Peter  Weaver  (Doubleday  &. 
Co.,  $4.95)  and/rcc.  Yourself,  by  Judith 
H.  McQuown  (Warner  Books, 
$5.95).— Gerald  Odening 


Paper  chase 

Keeping  records  is  one  giant  nui- 
sance for  companies  large  and 
small.  But  how  long  should  you  keep 
such  things  as  employee  expense  re- 
ports, sales  register  tapes,  bank  depos- 
it slips,  petty  cash  vouchers  and  in- 
come tax  records?  Simply  holding  ev- 
erything forever  can  be  an  expensive 
and  time-consuming  practice.  Coo- 
pers &  Lybrand,  the  big  accounting 
firm,  went  through  reams  of  govern- 
ment publications  to  determine  ex- 
actly how  long  Uncle  Sam  dictates 
certain  records  must  be  kept.  The  ac- 
countants found  that  many  firms  can 
cut  by  one-third  to  two-thirds  the 
amount  of  paperwork  they  now  re- 
tain, and  still  not  only  satisfy  the  gov- 
ernment but  also  keep  their  own 
house  accountants  and  lawyers  happy. 

Some  guidelines  suggested  by  C&L: 
bank  deposit  slips,  payroll  checks, 
credit  memos,  sales  and  cash  tapes, 
petty  cash  vouchers,  employee  ex- 
pense reports — all  three  years;  income 
tax  records— permanently. 

For  a  complete  list  of  record-reten- 
tion guidelines  write  to  Coopers  & 
Lybrand,  1251  Avenue  of  the  Ameri- 
cas, New  York,  N.Y.  10020  for  a  copy 
of  their  newsletter  on  the  subject. 
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fication  to  North  America.  Last  year 
Swissair  set  up  a  joint  venture  in  the 
hotel  business  with  Nestle',  Ltd.,  the 
big  Vevey-based  chocolate  company. 
In  January  Swissair  acquired  the 
Drake  Hotel  in  New  York  from  Loews 
Corp.  for  $73  million.  Says  Sthwab: 
"It  will  be  our  flagship." 

Of  course,  New  York  saw  6,000  new 
hotel  beds  open  up  in  the  past  year 
and,  combined  with  the  stronger  dol- 
lar, the  city's  tourist  market  has  been 
a  bit  soft.  Schwab  is  unfazed.  "In  diffi- 
cult times,"  he  says,  "quality  is  even 
more  important." — Barbara  Rudolph 


Down  but  not  out 

Several  decades  ago  oilman  William  F. 
Buckley  Sr.  (father  of  the  William  F. 
Buckley)  set  up  a  cluster  of  small  public 
oil  and  gas  companies,  including  Unit- 
ed Canso  in  Canada  and  Magellan  Pe- 
troleum in  the  U.S.  He  also  founded 
Catawba  Corp.,  a  consulting  company 
wholly  owned  by  the  Buckley  family. 

Over  the  years,  United  Canso  and 
Magellan  were  among  Catawba's 
principal  customers  and  principal 
sources  of  income;  the  companies'  in- 
terlocking directorates  and  cozy  rela- 
tionship became  the  subject  of  an  SEC 
investigation  (still  going  on)  and 
much  shareholder  dissatisfaction. 

Last  year  Thomas  lacobsen,  then  a 
feisty  46-year-old  Page  Petroleum  vice 
president,  initiated  a  stockholders'  re- 
volt that  threw  out  Buckley's  manage- 
ment at  United  Canso.  Encouraged, 
Jacobsen  set  his  sights  on  Magellan. 
But  this  time  around,  Jacobsen  lost: 


Swissair's  Reynold  Schwab 

Even  Swiss  efficiency  is  not  enough. 


Faces 

Behind  The  Figures 


Kdited  by  Jefferson  ( irigsby 

Diversifying  the 
compleat  airline 

In  these  parlous  times,  just  making  a 
profit  is  an  accomplishment  for  an 
airline.  Swissair  managed  it  last  year 
partially  on  its  vaunted  service — set- 
tings of  china  and  silver,  French  bran- 
dy in  first  class  and  the  like.  Swissair 
DC  10s  seat  only  eight  abreast  instead 
of  nine;  its  747s,  nine,  not  ten. 

But  increasingly,  even  Swiss  service 
may  not  be  enough:  Swissair's  $26.8 
million  net  on  $1.7  billion  revenues 
last  year  was  certainly  better  than  Pan 
Am's  $88  million  operating  loss  or 
British  Airways'  estimated  $200  mil- 
lion drop.  But  it  was  far  from  spectac- 
ular, and  on  its  airline  operations 
alone,  Swissair  showed  a  loss  for  the 
first  time  since  1961.  How  did  it 
make  up  the  difference?  In  diversifica- 
tions like  tax-free  shops,  catering  and 
technical  assistance  to  other  airlines. 
"Most  of  all,"  says  Reynold  Schwab, 
the  56-year-old  Swiss-born  general 
manager  for  Swissair  North  America, 
"the  third-party  handling  that  we  do. 
When  you  check  in  in  Switzerland, 
you're  checked  in  by  Swissair." 

So  Schwab  is  bringing  that  diversi- 


When  the  votes  were  counted  follow- 
ing a  nearly  $1  million  proxy  fight  last 
month,  Magellan  CEO  Benjamin 
Heath  and  his  Buckley-controlled 
board  had  beaten  back  the  dissidents, 
3.9  million  to  3  million. 

But  Jacobsen,  a  self-made,  Sas- 
katchewan-bom oil  millionaire  who 
quit  school  after  the  ninth  grade  and 
came  up  the  hard  way,  is  not  an  easy 
man  to  put  down.  He  will  contest  the 
election,  based  on  a  Magellan  voting 
rule  that  requires  a  majority  of  share- 
holders as  well  as  of  shares  to  elect  a 
new  board.  Regardless  of  the  out- 
come, he  expects  to  have  a  lot  to  say 
about  Magellan — United  Canso  owns 
some  75,000  shares  of  Magellan  stock 
and  is  a  partner  with  the  U.S.  com- 
pany in  some  rich  Australian  oil  and 
gas  reserves.  "If  that  management 
stays  in,"  says  Jacobsen,  "they're  go- 
ing to  have  to  be  more  aggressive. 
They've  gone  through  a  time  when  all  I 
oil  companies  did  extremely  well. 
They  could  have  diversified."  Obvi- 
ously, many  owners  did  not  agree. 
"They  had  problems  in  Australia  that 
nobody  could  solve,"  said  one  pro- 
management  Magellan  shareholder. 

Jacobsen  points  to  United  Canso's 
first  six  months  this  year  under  his 
management — earnings  of  $1.7  mil- 
lion, compared  with  a  $1.1  million 
loss  a  year  earlier  under  its  old  CEO 
John  Buckley  (who  happens  to  be  Ben 
Heath's  brother-in-law).  Was  that 
lackluster  performance — and  Magel- 
lan's failure  to  generate  any  cash 
flow — the  result  of  self-serving  Buck- 
ley management?   Jacobsen  thinks 


United  Canso  President  Jacobsen 


We  wont  sit  still  for  no  progress. 
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Made  in  Brazil. 

A  phrase  growing 
more  familiar  with  every 
passing  year. 


If  you  ever  travel  throughout 
France,  take  notice  of  the  various  aircraft 
soaring  through  the  sky.  Besides  the  Mirage  and 
Concorde,  you're  sure  to  see  the  Bandeirante, 
the  airplane  Brazil  exports  to  countries 
spanning  the  globe. 

On  your  next  visit  to  Italy,  stop  to  admire 
the  household  appliances  featured  in  the 
shop  windows.  Many  are  Brazilian  made. 
In  the  United  States,  quality  Brazilian 
footwear  has  long  enjoyed  great  popularity. 

With  every  passing  year,  Brazilian 
products  and  technology  become  better 
known  throughout  the  world.  And  we're 
talking  about  everything  from  toys  to 
ships,  from  textiles  to  medical 
equipment  and  hospital  supplies. 
In  1980  alone,  Brazil  exported  20  -  billion 
dollars  worth  of  goods. 

It's  purely  a  question  of  quality  and 
ability,  virtues  that  Brazil  is  proud  to 
acknowledge  in  both  its  products 
and  technology. 

It  is  only  natural  that  a  young 
country  with  an  average  annual 
growth  rate  of  6.6.%, and  a  Gross 
National  Product  of  208.1  billion 
dollars  should  take  considerable 
pride  in  all  that  it  produces. 


If  you  are  interested  in  Brazil, 
its  products,  and  its  expanding 
markets,  why  not  talk  things 
over  with  the  manager  at  Banco  do  Brasil  ? 
He  knows  all  about  these  things. 

OVER  1 .300  BRANCHES  IN  BRAZIL"  BRANCHES  AND  OFFICES  IN  ABIDJAN  • 
AMSTERDAM  •  ANTOFAGASTA  .  ASUNCION  •  ATLANTA  •  BARCELONA  • 
BOGOTA  •  BRUSSELS  •  BUENOS  AIRES  •  CARACAS  •  CHICAGO  • 
COCHABAM6A  •  COLON  •  CONCEPCION  •  DALLAS  •  FRANKFURT  • 
GENEVA  •  GRAND  CAYMAN  •  HAMBURG  •  HOUSTON  •  LAGOS  •  LA  PAZ  • 
LIMA  •  LISBON  -LONDON  •  LOS  ANGELES  •  MACAO  •  MADRID  •  MANAMA  • 
MENDOZA  •  MEXICO  CITY  •  MIAMI  .  MILAN  ■  MONTEVIDEO  • 
MONTEVIDEO  (OLD  CITY  I  .  NEW  YORK  •  OPORTO  •  PANAMA  -PARIS  • 
PARIS  IOPERAI  •  PAYSANDU  •  PUERTO  PRESIDENTE  STROESSNER  •  OUITO  • 
RIVERA  •  ROME  •  ROTTERDAM  .  SAN  FRANCISCO  •  SANTA  CRUZ  DE  LA 
SIERRA  •  SANTIAGO  •  SINGAPORE  •  STOCKHOLM  •  SYDNEY  •  TEHRAN  • 
TOKYO  •  TORONTO  •  VALPARAISO  •  VIENNA  •  WASHINGTON  •  ZURICH 

BANCO  DO  BRASH 

\bur  gateway  to  business  in  Brazil. 


Faces 

Behind  The  Figures 


so.  And  he  warns:  "We  won't  sit  still 
for  no  progress"  at  either 
company. — Jonathan  Greenberg 

Has  success 
spoiled  Harry  Helmsley? 

Real  estate  czar  Harry  B.  Helmsley 
already  owns  a  large  chunk  of  Manhat- 
tan, so  what's  left?  Well,  he's  thinking 
of  building  his  own  film  studio.  "I 
asked  Frank  if  it  was  a  good  idea  and  he 
said  yes,"  says  Helmsley,  making  it 
plain  that  if  you  have  to  ask  who  Frank 
is  you're  not  as  well  connected  in  show 
business  as  Harry  Helmsley.  "Trouble 
is,  Frank  wants  a  studio  for  two  weeks 
at  a  time,"  says  Helmsley.  "Can't 
make  money  on  that." 

Perhaps  not.  Nevertheless,  the  72- 
year-old  Helmsley  says  he  is  thinking 
of  raising  $500  million  for  an  ultra- 
modern studio  on  an  8.3-acre  site  n 
Manhattan's  West  Side,  between 
62nd  and  66th  streets.  He  got  the  idea 
for  reviving  the  film  industry  in  New 
York  after  his  $5  billion  empire  had 
picked  up  this  large  (for  Manhattan) 
site  where  the  New  York  Times  Co. 
once  had  its  warehouses. 

Like  everyone  else,  Helmsley  had 


Charter  Publishing  s  Thomas  Kenney 

You  can  do  a  lot  with  5.5  million  readers. 


Ham  Helmsley 

Frank  said  it  was  a  good  idea. 


also  noticed  the  increasing  number  of 
movies  being  made  in  New  York:  71 
in  1980,  vs.  26  in  1977.  "Get  the  tele- 
vision companies  interested  on  a 
long-term  basis  and  my  studios  would 
make  money,"  he  proclaims. 

Helmsley,  who  is  part  owner  of  the 
Empire  State  Building,  also  is  toying 
with  the  idea  of  erecting  the  world's 
tallest  building  in  Manhattan  and 
taking  back  that  distinction  from 
Chicago.  "I'm  not  looking  for  monu- 
ments to  myself,"  he  insists.  Maybe; 
but  the  fact  is,  the  Helmsley  name 
ornaments  several  new  Manhattan 
monuments — like  the  $100  million 
Helmsley  Palace  Hotel  and  the  re- 
christened  Helmsley  Building  at  230 
Park  Avenue. — Maurice  Barnfather 

Send  in  the  Marine 

The  Charter  Co.'s  principal  problem  is 
well  known:  Its  two  refineries  lan- 
guish because  they  must  be  supplied 
with  oil  from  the  spot  market  so  ex- 
pensive even  in  the  current  oil  glut 
that  refining  it  isn't  profitable  enough. 
Less  visible  is  the  travail  of  Charter's 
publishing  division,  whose  flagship 
magazine,  Ladies'  Home  Journal,  has 
lost  an  alarming  500,000  in  circulation 
over  four  years  (to  5.5  million),  and 
1 7%  in  ad  pages  so  far  this  year. 

Over  the  last  three  months  Thomas 
Kenney,  the  boyish-looking  34-year- 
old  ex-Marine  who  has  headed  the 
publishing  division  since  September, 
took  some  strong  action.  He  kicked 
Journal  editor  Lenore  Hershey  up- 
stairs to  head  Charter's  electronic 
publishing  arm  and  brought  in  Myrna 


Blyth  kom  Family  Circle.  Then  he  sold 
off  Charter's  failing  Sport  magazine  to 
Southwest  Media  Corp.,  closed  the 
company's  antiquated  printing  plant 
in  Dayton,  Ohio — resulting  in  a  $41 
million  writedown — and  signed  with 
R.R.  Donnelley  to  print  two  of 
Charter's  five  publications. 

"Margins  have  always  been  thin  for 
women's  magazines,"  Kenney  says. 
"Our  CPM  [cost  per  thousand  readers 
to  the  advertiser)  per  page  is  $9,  where 
specialized  magazines  can  get  $40." 

But  there's  still  a  lot  you  can  do 
with  5.5  million  readers.  "We're  cut- 
ting our  circulation  into  smaller  sub- 
sections," he  says.  "The  Journal's 
Prime  Showcase  section  goes  to  the 
top  1.1  million  readers  and  brings  $15 
compared  with  the  usual  $9." 

If  his  current  changes  don't  help,  he 
says,  "I  won't  be  afraid  to  bite  the 
bullet  again," — though  Kenney  denies 
recurrent  rumors  that  Charter's  wom- 
en's magazines  might  be  sold.  Still, 
Kenney's  big  problem  is  the  competi- 
tion posed  by  the  newer,  more  spe- 
cialized women's  magazines,  from 
mass  (Conde'  Nast's  1  million-circula- 
tion Self]  to  class  (215,000-circulation 
Savvy).  And  that  may  prove  a  big  bullet 
to  bite. — Barbara  Rudolph 

Up-to-date  on  the  farm 

Ben  Morgan,  head  of  Dairymen,  Inc., 
the  $881  million  Louisville,  Ky.-based 
farmers'  cooperative,  thinks  he  has 
found  a  way  to  compete  with  soft 
drinks  for  the  beverage  market:  milk 
in  cartons  that  keeps  up  to  three 
months  without  refrigeration. 
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Another  view  of  a  chemical  company.  Sequence  11 


Onesimus  Robi,  coffee  farmer,  talking  about  his  son  Francis  Mburu,  sales  manager  at  Henkel  Kenya. 

"For  our  people  here, 

Henkel  is  almost  like  a  second  village!' 


"It's  like  uprooting  a  coffee  shrub. 
That's  how  Kenyans  feel  when  they 
are  forced  to  leave  their  home  villages. 
Yet  the  soil  here  cannot  feed  us  all. 
So,  many  young  people  have  had  to 
move  from  their  villages.  My  son, 
for  example. 

From  the  rural  village  to  a  large  city 
like  Nairobi  and  Henkel  -  these  are 
just  worlds  apart.  And  yet  everything 
turned  out  fine.  One  reason  for  this 
is  that  companies  like  Henkel  don't 
simply  come  along  looking  for  cheap 
labour.  No,  they  really  care  for  the 
people  working  for  them.  To  begin 
with,  Henkel  arranged  for  the  most 
important  thing  of  all,  a  flat.  Here 
Francis  Mburu  can  feel  truly  at  home. 
Then,  Henkel  sent  him  for  an  on-the- 
job  trainee  program  to  Europe  and 
Nigeria. 


Meanwhile  he  has  become  a  manager 
in  the  Henkel  sales  department. 
He  has  a  lot  of  travelling  to  do,  selling 
industrial  cleaners  to  customers  such 
as  dairies,  breweries,  hotels  and  so  on. 
Therefore,  he  has  to  go  on  safaris  very 
often  -  this  is  what  we  call  these 
business  trips. 

I  know  the  people  Francis  Mburu 
works  with.  I  invited  them  to  my  small 
coffee  farm.  And  drinking  homemade 
beer  we  had  a  wonderful  time,  chat- 
ting late  into  the  night. 
A  thing  I  have  come  to  realize  is  that 
our  traditions  and  modern 
industry  can  exist  side 
by  side.  That  is  provided 
people  are  treated  with 
due  respect.." 

My  son  Francis 


Henkel  Kenya  Ltd.,  Nairobi,  Kenya, 
is  one  of  more  than  100  companies  of 
the  Henkel  group,  situated  in  more 
than  40  countries.  Worldwide  sales 
1980  =  7.6  billion  DM.  33,000  em- 
ployees. Headquarters  Diisseldorf, 
Federal  Republic  of  Germany.  Product 
range  includes  laundry  products, 
household  cleaners,  cosmetics,  adhe- 
sives,  industrial  cleaners,  oleochemi- 
cals,  auxiliary  products  for  textile  and 
leather  industries.  Over  8,000  products 
for  all  walks  of  life. 


Chemistry  working  for  you. 


Faces 

Behind  The  Figures 


Ben  Morgan  of  Dairymen,  Inc. 
Looking  beyond  the  fence. 

Europeans  have  been  buying  milk 
like  that  for  10  to  15  years,  but  the 
FDA  didn't  approve  the  process  for 
the  U.S.  until  January,  and  Morgan 
hopes  that  Dairymen  will  be  the  first 
dairy  supplier  to  use  it.  Ultra  high 
temperature  pasteurization — or  UHT, 
as  the  process  is  called — kills  all  bacte- 
ria in  the  milk  by  heating  it  to  280 
degrees  for  a  few  seconds,  then  cool- 
ing it  rapidly  and  immediately  pack- 
aging it  in  five-layer  airtight  contain- 
ers of  foil,  plastic  and  paper  that  look 
like  cereal  boxes  and  come  in  pint  and 
quart  sizes.  Ocean  Spray  Cranberries, 
Inc.,  another  cooperative,  will  soon 
begin  packaging  several  fruit  juice 
concentrates  this  way. 

Morgan,  an  agricultural  economist 
who  grew  up  on  a  small  general  farm 
in  Stony  Creek,  Va.  (pop.,  430)  and  has 
the  drawl  to  prove  it,  expects  UHT  to 
expand  the  southeastern  milk  market 
by  5%  to  10%  eventually,  with  the 
first  plant  going  into  operation  in  Sa- 
vannah, Ga.  in  May  1982.  "This  is  a 
case  of  farmers  looking  beyond  their 
fence  boundary  to  enhance  their  total 
operation,"  says  Morgan.  "My  owners 
are  interested  in  developing  more 
markets  for  milk  because  that's  all 
they  sell." — lane  Carmichael 


It's  just  risky,  that's  all 

James  Stone,  former  chairman  of  the 
federal  government's  Commodity  Fu- 
tures Trading  Commission,  used  to 
worry  a  lot  about  the  dangers  of  ex- 
cess speculation  in  the  futures  mar- 
kets. But  things  may  be  different  now 
that  Philip  F.  Johnson,  Stone's  succes- 
sor, is  on  the  job. 

In  fact,  says  Johnson,  "It  may  al- 
ways be  that,  no  matter  how  much 
protection  there  is,  80%  of  the  people 
will  lose  money."  So  Johnson,  a  43- 
year-old  lawyer  who  specialized  in  the 
Commodity  Exchange  Act  for  15 
years  with  Kirkland  &.  Ellis  in  Chica- 
go, doesn't  see  the  need  for  many  of 
the  measures  espoused  by  Stone  (now 
a  staff  CFTC  commissioner) — like 
tightening  margin  requirements  and 
restrictions  on  bank  lending  to  fi- 
nance commodity  speculation.  Trad- 
ing futures  is  simply  a  risky  business, 
says  Johnson:  "The  purpose  of  the 
speculator  is  to  assume  a  risk.  You 
can't  assure  that  everyone  makes 
money." — Desiree  French 


Philip  F.  Johnson  of  the  CFTC 

Risk  is  the  speculator's  business. 


An  intolerable  situation 


Pity  poor  Sir  George  Jefferson,  60,  the 
unassuming  chairman  of  British  Tele- 
com. This  month  Britain's  Conserva- 
tive government  will  break  BT's  long- 
standing monopoly  over  telephone 
equipment  and  transmission  lines  and 
allow  domestic  and  foreign  firms  to 
compete  with  the  $6  billion-a-year 
(revenues)  monolith.  The  idea  is  to 
modernize  a  system  that  is  techno- 
logically at  least  ten  years  behind  Ma 


Bell.  Righting  the  balance  could  easily 
cost  $500  million  a  year  in  equipment 
purchases  alone.  Overall,  Sir  George 
figures  the  tab  will  be  much  bigger 
even  than  that — over  $4  billion  annu- 
ally over  the  coming  decade  to  bring 
BT's  system  up  to  snuff  and  keep  his 
new  competitors  from  picking  off  the 
most  lucrative  pieces  of  the  deregulat- 
ed market.  But  BT's  current  rate 
structure,  he  says,  can  provide  only 


British  Telecom's  Sir  George  Jefferson 

The  monolith  that  went  out  in  the  cold.. 
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DLJ's  Richard  Jeizrette 

Will  the  whole  camel  follow? 


around  $3  billion  of  that,  leaving  Sir 
George  short  by  $1  billion  a  year.  And 
given  Margaret  Thatcher's  desperate 
struggle  against  inflation,  and  the  fact 
that  BT  jacked  its  rates  up  by  25%  last 
year,  it  would  seem  that  raising  rates 
to  raise  modernization  funds  is  not 
feasible. 

To  make  up  his  billion-dollar  gap, 
I  Sir  George  would  like  to  be  able  to 
tap  the  world's  private  banks.  That 
j  should  work,  surely;  after  all,  British 
I  Telecom  is  a  state-owned  company 
I  whose  debt  is  a  U.K.  government 
i  obligation.  Trouble  is,  the  govern- 
;  ment  has  told  Sir  George  he  can 
;  borrow,  once,  an  extra  $400  million, 
!  but  no  more. 

Laments  Sir  George  (whose  prede- 
i  cessor  resigned  over  the  same  prob- 
i  lem):  "Unless  British  Telecom  can  go 
to  the  market,  I  shall  be  in  an  intoler- 
able situation." — Rosemary  Bailey 

"Cautious"  partners 

By  buying  350,000  more  shares  of 
Donaldson,  Lufkin  &.  Jenrette  in  June 
:  and  increasing  their  position  to  14%, 
Saudi  Arabia's  Prince  Khaled  and 
Saudi  superinvestor  Suliman  Olayan 
(Forbes,  July  6)  raised  considerably 
the  traditionally  low  profile  of  Arab 
investors  in  the  U.S. 

Now  that  the  camel's  nose  is  in  the 
tent,  will  the  whole  camel  follow?  DLJ 
Chairman  Richard  Jenrette  is  not 
worried.  "They  want  to  be  partners — 
that's  it,"  is  how  he  puts  it.  "They 
don't  want  to  be  running  these  com- 
panies because  they  don't  have  the 
expertise." 


In  addition,  the  Arabs  have  always 
feared  political  reprisal.  During  the 
peak  period  of  rising  oil  prices,  Jen- 
rette says,  "they  got  the  brunt  of  the 
politicians'  fury,  politicians  trying  to 
pin  the  blame  on  someone."  That  is 
one  reason  most  Arab  investment  in 
the  U.S.  is  in  land  or  debt  instru- 
ments, not  in  the  more  visible  form 
of  equity.  When  it  is  in  equity,  it  is 
usually  a  minority  position — except 
for  a  few  well-publicized  exceptions 
like  Detroit's  Bank  of  the  Common- 
wealth or  Enstrom  Helicopter  Corp. 
Most  Arab  investors  will  remain  re- 


luctant to  practice  corporate  take- 
overs, Jenrette  believes,  long  after 
they  have  developed  the  manage- 
ment expertise  to  run  U.S.  compa- 
nies.— Robert  McGough 

"Everybody  lies  like  hell" 

What  has  Paul  Volckcr  to  do  with 
cosmetics?  Plenty.  Just  ask  William 
Fine,  54,  president  of  Frances  Denney 
Corp.,  which  claims  to  be  the  oldest 
cosmetics  company  in  the  U.S.  "Ev- 
erybody in  this  industry  lies  like  hell," 
he  says.  "We  all  bring  out  hundreds  of 
items  and  indicate  they  all  sell.  Well, 
they  don't." 

At  today's  high  interest  rates,  de- 
partment stores  can't  afford  to  carry 
all  that  inventory,  Fine  contends, 
"and  neither  can  we.  There's  an  old 
saying  in  retailing:  'Heavy  on  the 
best,  to  hell  with  the  rest.'  That's  the 
way  it's  going  to  be."  So  high  rates 
will  mean  fewer  lipstick  colors. 

From  1969  to  1973,  Fine  was  presi- 
dent of  Bonwit  Teller,  the  New  York 
specialty  department  store,  then 
owned  by  Genesco,  later  sold  to  Allied 
Stores  Corp.  In  1977,  with  several 
high-powered  backers,  he  bought  con- 
trol of  ailing  Frances  Denney.  In  his 
first  year  it  lost  $700,000;  in  his  sec- 
ond, $200,000.  The  third  year  he 
made  $1.3  million  and  sold  out  to  the 
French  cosmetics  company  Delalande 
"for  considerably  more  than  I  paid  for 
it."  This  year  Fine  expects  to  gross 
$30  million  on  borrowings  of  $8  mil- 
lion and  to  net  about  as  much  as  he 
did  in  the  peak  year — interest  rates 
and  all. — Harold  Seneker 


William  Fine  of  Frances  Denney  Corp. 
"Heavy  on  the  best,  to  hell  with  the  rest. 
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NL  INDUSTRIES  REPORTS... 


UNCOMMON 

EARNINGS  PER 
COMMON 

SHARE. 


$1.50 


$1 
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EARNINGS  PER  COMMON  SHARE 

REFLECTS  2-for-l  SPLIT,  MAY  1981. 


Over  the  past  ten  years, 
earnings  per  share  in 
NL  Industries  have  been 
anything  but  common. 
Intact,  per  share  earnings 
have  increased  229%. 

It  has  been  a  decade  ot 
overall  growth  for  NL. 


A  decade  during  which 
total  sales  have  doubled. 

The  return  on  sales, 
however,  has  more  than 
tripled,  and  profits  have 
risen  375%.  And  all  of  this 
has  been  achieved  with 


5,000  fewer  employees. 

At  the  core  of  this 
growth  lies  the  evolution  of 
NL  Petroleum  Services 
operations.  This  area  repre- 
sented only  10%  of  N Us 
sales  in  1970,  and  less 
than  20%  in  1976,  the 
year  before  the  company 


began  its  major  expansion 
in  petroleum  services. 

In  1980,  Petroleum 
Services  accounted  for 
73%  of  NUs  total  operating 
profits,  compared  to  17% 
ten  years  before. 

As  the  pace  of  oil  and 
gas  exploration  quickens, 
NL  Petroleum  Services 
will  continue  to  grow.  This 
expansion,  coupled  with 
progress  in  NL  Chemicals 
and  Metals,  represents 
solid  potential  for  the  future 

NL  is  committed  to 
sound  growth.  It  is  this  com- 
mitment that  has  in  the 
past  produced  uncommon 
growth  for  the  company. 
And  uncommon  earnings 
for  investors. 


NL  Industries,  Inc. 

1230  Avenue  of  the  Americas 

New  York,  NY  10020 
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Wall  Street  is  hitting  turbulence.  Some  gains  made  in 
the  late  spring  rally  disappeared  during  the  last  two  weeks. 
The  Dow  declined  1.3%,  but  this  market  indicator  does 
not  tell  the  whole  story.  The  Wilshire  Index  fell  in  value  by 
almost  $19  billion  dollars.  However,  that  represents  only  a 
handful  of  Hunt  fortunes,  and  the  market  is  still  capital- 
ized at  more  than  $1.4  trillion. 

Investors  are  still  waiting  for  proof  of  a  decline  in 
interest  rates.  They  have  been  getting  mixed  signals  in 
interest  rates  and  energy.  There  had  been  euphoria  over 
prospects  for  cheaper  energy.  Egypt,  Norway,  the  U.K., 
Ecuador  and  Peru  announced  crude  oil  price  reductions, 
but  Mexico  partially  rescinded  its  cutback.  Then  came 


ominous  rumors  that  Saudi  Arabia  might  cut  production. 

Still,  energy  stocks,  which  had  been  out  of  favor,  may 
look  attractive  again.  The  ASE,  weighted  with  oils,  was 
the  only  index  to  make  it  through  the  last  two  weeks  with 
a  gain.  Over  four  weeks,  the  Dow  showed  a  slight  gain  and 
the  NYSE  Composite  broke  even.  Other  indicators  were 
down.  The  biggest  decline  came  from  NASDAQ  stocks, 
which  fell  1.7%. 

Forbes'  five  key  investor  yardsticks  show  the  pullback 
was  most  pronounced  with  speculative  shares,  those  with 
high  volatility  and  high  multiples.  But  investors  also  shied 
away  from  low  volatility  and  high  yield  issues.  "Middle  of 
the  road"  opportunities  are  back  in  style. 


Close-up  On  The  Equity  Markets 


Performance  of  five  leading  indexes 

Percent  change 

Wilshire 
5000 

Dow  Jones 
industrials 

NYSE 
Composite 

ASE  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

-0.5 

0.1 

0.0 

0.5 

-1.7 

in  last  52  weeks 

19.0 

-12.6 

16.0 

27.6 

38.1 

Stock  performance  based  on  five  key  investor  yardsticks 


Percent  change 

Volatility  • 

P/E  multiple 

Dividend  yield 

Growth  profile  t 

Share  price 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

-0.9 

3.0 

-4.1 

1.5 

3.4 

0.3 

-0.7 

2.7 

-0.8 

2.1 

in  last  52  weeks 

64.8 

16.7 

56.0 

30.6 

9.7 

57.4 

56.9 

2*5.8 

24.6 

61.4 

•  A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations;  low-volatility  issues  are  more  stable, 
t  A  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Note:  All  data  for  periods  ending  6/26/81.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Time  out  for  profit  taking.  Investors  decided  that  the 
economy  wasn't  strong  enough  to  push  the  market  to 
even  higher  levels — so  they  cashed  in  on  some  of  the 
gains  racked  up  this  past  spring.  Finance,  for  example,  has 
been  a  strong  sector  for  several  weeks,  but  in  the  current 
period  it  dropped  a  hefty  7.8%.  In  contrast  to  the  dismal 
performance  of  seven  of  the  nine  sectors,  however,  the 
energy  group  rebounded  a  sharp  5% . 


Part  of  that  gain  stems  from  merger  discussions  involv- 
ing two  heavily  capitalized  NYSE  stocks,  Conoco  and 
Cities  Service,  and  the  subsequent  $73-per-share  tender 
offer  for  Conoco  by  Seagram.  Gains  by  the  ASE  energy 
stocks  also. helped  to  pump  up  the  entire  group.  Utilities, 
too,  managed  to  eke  out  a  0.6%  gain.  Still,  the  52-week 
performance  of  both  utility  and  energy  stocks  continues 
to  lag  the  rest  of  the  market. 
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Consumer  durables 
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Finance 
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Santa  Fe  Industries: 

Realistic  Planning.  Real  Earnings  Growth 


In  vital  businesses  like  ours, 
progress  can't  be  left  to 
chance.  For  five  consecutive 
years  of  record  earnings, 
you  need  solid  long  range 
planning  and  a  corporate 
structure  that  actively 
encourages  growth. 

Our  results  for  1980  illustrate 
the  value  of  having  a  long- 
range  perspective  and  build- 
ing for  tomorrow  right  now. 
Net  income  in  1980  was  a 
record  $301.8  million,  an 
increase  of  33%  over  1979. 
Net  income  per  share  was 
$10.42  compared  with  $8.08 
in  1979.  In  a  volatile  economic 
environment,  our  company 
continues  to  outdistance 


the  rate  of  inflation  in  real 
earnings  growth. 

When  you  look  ahead,  you'll 
find  Santa  Fe  Industries. 
For  more  information  about 
our  dramatic  1980  results, 
please  write  for  a  copy  of 
our  annual  report: 

Santa  Fe  Industries,  Inc. 
Department  333 
224  South  Michigan  Avenue 
Chicago,  Illinois  60604 


Energy  saving  transportation. 
Energy  producing  resources. 


The  big  boil-up  in  o-t-c  stocks  is  forcing 
some  mutual  funds  to  retool  investment 
strategy.  Is  this  Oldthink—or  prudence? 


Haven't  we 
been  here  before? 


The  Funds 


By  Richard  Phalon 

Y-  OU  ARE  SITTING  PRETTY  on 
some  of  the  hottest  stocks 
around — a  seething  jumble  of 
comparatively  small  over-the-counter 
companies  like  FlightSafety  Interna- 
tional, Comprehensive  Care  and  Quo- 
tron  Systems.  Your  performance  is 
great — assets  up  50%  or  more  since 
the  spring  of  last  year.  Lately,  though, 
you  have  had  to  hang  on  to  your  hat. 
"Emerging  growth"  stocks  have  been 
rediscovered.  Runaway  demand  has 
exploded  into  a  tight  supply  of  floating 
stock.  Suddenly  FlightSafety,  having 
moved  to  the  Big  Board,  is  at  27  times 
projected  1981  earnings.  Comprehen- 
sive Care  is  at  32  times  earnings.  The 
multiple  on  your  portfolio  as  a  whole 


has  shot  from  14  to  19  times  earnings 
in  less  than  60  days.  You  think  the 
party  still  has  some  life  in  it,  but  the 
seven  lean  years  after  the  last  break- 
out of  this  kind,  back  in  1972,  tug  at 
the  memory  (see  chart,  p.  104).  When 
the  music  stops  this  time,  you  don't 
want  to  be  caught  without  a  chair. 

What's  your  strategy?  Trim  sail  by 
shifting  more  money  into  cash?  Peel 
off  some  of  the  high  multiples  and 
reinvest  the  proceeds  in  less  glamor- 
ous issues  that  seem  to  carry  less 
downside  risk?  Lighten  up  on  the 
high-tech  stuff  in  favor  of  consumer 
goods  and  retailers? 

For  many  of  the  professional  portfo- 
lio managers  specializing  in  the  dis- 
covery of  up-and-comers,  the  answer 
is  all  of  the  above.  "To  say  that  we're 


getting  cautious  is  almost  an  under- 
statement," notes  Edmund  R.  Swan- 
berg,  president  of  the  Scudder  Devel- 
opment Fund.  "We  don't  think  the 
party  is  over,"  says  James  B.  Hawkes, 
research  director  for  the  Eaton  &. 
Howard,  Vance  Sanders  cluster  of  mu- 
tual funds,  "but  it  is  a  time  for  cau- 
tion. All  the  easy  money  has  been 
made."  "We  still  like  some  of  these 
companies  a  lot,"  says  Thomas  C. 
Barry,  president  of  the  T.  Rowe  Price 
New  Fiorizons  Fund,  "but  they  have 
just  run  away  in  the  marketplace." 

The  impact  of  the  runaway  on  the 
investment  performance  of  funds  that 
specialize  in  emerging  growth  has 
been  breathtaking.  Through  the  first 
5Vi  months  of  this  year,  the  Vance, 
Sanders  Special  Fund,  for  example, 
grew  at  an  annual  rate  of  40.7% — a 
rate  that  nicely  fulfills  its  objective  of 
"better-than-average"  capital  growth. 
The  T.  Rowe  Price  New  Horizons 
Fund  did  even  better.  In  the  year  that 
ended  in  mid-June  of  this  year,  its  net 
asset  value  was  up  52.4%  and  Scudder 
Development  was  up  58.4%. 

A  lot  of  the  performance  came  from 
the  classical  fundamental  approach: 
Get  aboard  a  solid  growth  situation  at 
a  low  multiple — sell  at  a  high  multiple 
when  the  crowd  rushes  to  discover 
what  you  have  already  found. 

The  logic  of  the  approach,  in  a  su- 
perheated climate  like  this,  virtually 
forces  funds  like  New  Horizons  and 
Scudder  Development  to  the  sell  side. 
Look  at  the  300,000  shares  of  Waste 
Management  that  New  Horizons 
eased  into  the  clamor  of  the  market 
through  the  fourth  quarter  of  last  year 
and  the  first  quarter  of  1981.  Waste 
Management  isn't  exactly  a  high-tech 
number.  It  does  have  a  nice  ecological 
concept  going  for  it,  though — the  safe 
disposal  of  troublesome  industrial  de- 
tritus. When  New  Horizons  got  into 
the  stock  three  years  ago,  it  was  trad- 
ing at  around  30  and  earning  $2.60  a 
share — a  multiple  that  Tom  Barry  and 
his  investment  committee  found 
comfortable  to  live  with.  They  felt  a 
lot  less  comfortable,  though,  with 
Waste  Management  at  90  and  on  its 
way  to  earning  $5  a  share.  In  at  11 
times  earnings,  out  at  18  times  is  not 
a  bad  formula.  "We  saw  the  earnings 
growth  early,  but  the  expansion  in  the 
P/E  is  one  of  the  things  we  count  on," 
says  Barry. 

Barry  attributes  much  of  the  recent 
fast  rise  in  price/earnings  multiples  to 
what  he  calls  "institutionalization." 
Stocks  that  might  have  been  bypassed 
as  uninteresting  just  a  few  months 
ago  suddenly  take  on  respectability — 
and  catch  fire — as  analysts  talk  up 
their  growth  prospects.  By  Barry's 
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Gould's 
joint  venture  in 
Japan  will  extend 
its  electronic 
foil  leadership. 


The  joint  venture  agreement  with 
Nippon  Mining  Ltd.  will  give  Gould 
access  to  the  fast  growing  Japanese 
and  Far  Eastern  elec- 
tronics market. 

The  copper  foil  to  be 
produced  is  used  in  a 
vast  array  of  electronic 
products  and  applica- 
tions, since  copper  foil 
is  the  current-carrying 
material  used  in  all 
printed  circuit  boards. 

Gould's  current  world  market 
leadership  is  based  on  state-of-the-art 
technology  plus  our  ability  to  produce 
thin  foil  in  large  volume  and  consistent 
high  quality  in  England  and  Germany 
as  well  as  the  United  States. 
The  Gould  electronic 
"building  block"  strategy. 


needed  to  harness  the  power  of 
technology. 
And  we're  focusing  on  five  areas 
where  this  technology 
has  great  impact:  fac- 
tory automation,  test 
and  measurement 
equipment,  medical 
instrumentation,  under- 
sea defense,  and 
advanced  materials  and 
components. 
Copper  foil  clearly 
fits  this  strategy  because  it  permits 
us  to  participate  in  all  aspects  of 
the  rapidly  growing  electronics 
marketplace. 

If  you'd  like  to  know  more  about  our 
electronic  building  block  strategy, 
please  write  Gould  Inc.,  Investor 
Relations,  Department  E-4, 10  Gould 


Gould  makes  the  electronic  products        Center,  Rolling  Meadows,  IL  60008. 


■>  GOULD 


An  Electrical  I  Electronics  Company 


lights,  the  accelerating  pace  of  discov- 
ery has  pushed  the  price  of  more  than 
a  few  stocks  "way  out  of  line." 

Rolm  Corp.,  a  producer  of  automat- 
ed telephone  systems,  is  a  "terrific 
company,"  but  at  over  25  times  earn- 
ings "the  market  was  going  crazy." 
Ditto  for  Tandem  Computers.  And  as 
for  that  great  play  in  bioengineering, 
says  Barry,  "we  thought  the  price  of 
Genentech  was  ridiculous." 

For  outfits  like  New  Horizons  and 
Scudder  Development  Fund,  whose 


charters  bind  them  specifically  to  fo- 
cusing primarily  on  relatively  small, 
unknown  companies,  the  big  problem 
is  how  to  recycle  the  profits  they  are 
taking  out  of  the  market.  It  is  becom- 
ing increasingly  difficult,  says  Ed- 
mund Swanberg,  who  heads  Scudder's 
small-company  investment  group,  to 
find  promising  over-the-counter 
stocks  at  prices  that  bear  some  rea- 
sonable relationship  to  risk/reward  ra- 
tios. "We've  gone  from  absurd  cheap- 
ness to  the  point  where  the  price  of 


growth  is  getting  prohibitively  dear." 

Swanberg's  instinct  is  to  trim  sail. 
Within  the  last  three  months,  Scudder 
has  doubled  its  cash  position.  The  sto- 
ry is  much  the  same  at  the  Vance, 
Sanders  Special  Fund.  "We  don't  real- 
ly like  to  be  in  cash,"  says  Vance, 
Sanders'  Research  Director  James 
Hawkes,  "but  when  we  can't  get 
stocks  at  the  right  price,  we  don't  let 
it  bum  a  hole  in  our  pocket." 

Hawkes,  like  his  confrere  Ken 
Heebner — portfolio  manager  at  the 


How  high  is  too  high? 


The  chart  below  shows  the  relationship  between  the  on  by  the  skyrocketing  prices  of  choice  over-the- 
price/earnings  ratio  of  New  Horizons  Fund  portfolio  counter  issues,  New  Horizons'  ratio  is  getting  close  to 
securities  and  the  P/E  ratio  of  the  S&P's  500.  Spurred    1972's  record  high  of  2.2  times  the  S&P's. 
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Standing  on  its  own,  New  Horizons'  P/E  was  an  average  lower  than  in  the  1972  boom,  when  it  reached  33.5 
15.7  recently.  While  this  might  seem  risky,  it  is  much   before  tumbling  to  8.7  two  years  later. 
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Funds  like  New  Horizons  play  with  some  lively  stocks,  rolling  on — as  demonstrated  by  the  fund's  rising  net 
Whatever  the  multiples  are  saying,  the  market  keeps  asset  value — up  59%  for  the  year  ending  Mar.  31. 
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IF  MONEY 

TAIKS, 
WHYHAVENT 

YOU  HEARD 
OF  US? 


Last  year,  our  revenues  were  and  real  estate  development.  We  York  and  Pacific  Stock  Exchanges. 

$2.3  billion  with  a  net  income  of  provide  financial  and  marine  serv-         Find  out  more  about  us  through 

5154  million.That  probably  makes  ices.  We  make  a  lot  of  cement  and  your  broker,  or  call  800-648-5600 

ins  the  biggest  company  you  never  building  materials.  (in  Nevada,  call  800-992-5710),  ask 

heard  of.  Best  of  all ,  we  make  a  nice  for  Operator  153. 

Over  the  past  10  years,  our  profit.  Enough  to  double  our  share-        And  we'll  send  you  one  of  the 

revenues  and  earnings  per  share  holders'  dividends  over  the  past  most  interesting  success  stories  you 

have  both  grown  at  a  compound  two  years  and  to  increase  them  never  heard  of . 

rate  of  30%  a  year;  net  income,  at  every  year  since  1970. 
an  average  of  39%  annually.  We're  active  in  the  U.  S.  and 

We're  Genstar.  We're  in  land  Canada.  And  we're  on  the  New  Our  success  is  unheard  of. 

(Dollar  amounts  are  Canadian.) 

Executive  Offices,  Three  Embarcadero  Center,  San  Francisco,  CA  94111 


Loomis  Sayles  Capital  Development 
Fund — does  have  one  thing  going  for 
him:  a  flexible  investment  mandate 
that  permits  major  moves  outside  the 
small  growth  company  ambit. 

Thus,  Hawkes  has  taken  the  big 
proiits  out  ni  high-multiple  stoi  ks 
like  Moog  Ine.,  Applied  Materials  and 
John  Harland  Co.  and  shifted  them 
into  bigger  companies  he  thinks  are 
definitely  undervalued — McDonnell 
Douglas,  tor  example,  and  Pan  Am. 
Troubled  Pan  Am,  Hawkes  continues, 
may  be  "a  little  too  aggressive,"  but 
he  seems  convinced  that  it  carries 
considerably  less  downside  risk  than 
some  of  the  highflyers  he  is  selling. 

It  would  be  hard  to  find  a  more 
outspoken  proponent  of  this  turn 
around  in  investment  strategy  than 
Ken  Heebner.  "I  am  taking  the  P/E 
ratios  down  very  rapidly  now," 
Heebner  says,  "and  am  a  little  worried 
that  something  might  be  going 
wrong.  I  have  made  a  lot  of  money  in 
these  high-P/E-ratio  stocks.  I'm  going 
to  sell  them  and  buy  lower  P/Es." 

In  praetiee,  this  means  getting  rid 
of  things  like  Computervision,  whieh 
Loomis  Sayles  bought  in  July  of  last 
year  for  29  at  15  times  earnings  and 
sold  in  April  for  82  at  33  times  earn- 
ings. The  profits  have  been  recycled 
mainly  into  banks,  insurance  compa- 
nies and  .in  lines.  "1  try  to  invest  in 
companies  that  are  fundamentally  un- 
dervalued,"  says  Heebner. 

Because  their  charters  are  some- 
what more  restrictive,  New  Horizons 
and  Scudder  are  unable  to  search  for 
values  too  far  outside  the  small-com- 
pany field — a  field  now  so  hot,  says 
Scudder's  Edmund  Swanberg,  that  "all 
of  a  sudden  almost  every  brokerage 
firm  with  a  sign  out  front  has  an 
emcrgmg-growth-stock  analyst." 

Are  there  any  bargains  left  in  a  mar- 
ket that  has  been  so  thoroughly  ran- 
sacked" At  the  moment,  both  Scudder 
and  New  Horizons  are  looking  at  spe- 
cialty retailers,  most  of  which  arc- 
trading  in  the  modest  range  of  8  to  10 
times  projected  earnings.  At  New  Ho- 
rizons, you  hear  the  names  of  catalog 
and  showroom  retailers  like  Best 
Products  and  Service  Merchandise.  At 
Scudder,  one  new  commitment  is 
Charming  Shoppes,  a  Philadelphia- 
based  chain  that  is  going  for  around 
10  times  projected  earnings.  "It's 
maybe  not  quite  the  same  kind  of 
company  we've  been  interested  in," 
says  Swanberg,  but  it  does  appear  to 
be  an  acceptable  compromise  be- 
tween top-of-the-line  multiples  like 
FlightSafety  and  the  sate  but  not  terri- 
bly exciting  cash  equivalent  of  House- 
hold Finance  Corp.  not  :s. 

The  diminishing  supply  of  quality 


merchandise  at  supportable  prices, 
though,  poses  something  of  a  dilem- 
ma. Should  the  funds  continue  to  ac- 
cept new  subscriptions  at  a  time 
when  they  are  hard  put  to  maximize 
returns  on  the  cash  they  already  have 
at  work?  There  were  several"  occa- 
sions between  1967  and  1974,  for  ex- 
ample, when  T.  Rowe  Price  either 
suspended  entirely  or  restricted  the 
flow  of  new  money  into  New  Hori- 
zons on  the  thesis  that  the  times  for 
emerging  growth  were  out  of  joint. 
"It's  certainly  a  possibility  we  may 


have  to  consider,"  says  Edmund 
Swanberg. 

That  possibility  isn't  in  the  cards 
now — at  least  not  yet — but  the  money 
managers  who  survived  the  boom  and 
bust  of  the  Seventies  have  clearly  car- 
ried a  degree  of  painfully  earned  wan- 
ness into  the  Eighties.  "I  think  we're 
doing  things  a  little  bit  differently," 
says  [ames  Hawkes  of  Vance,  Sanders. 
"Whether  we  are  smarter  or  not  time 
will  tell,  but  we  do  feel  there  are  not  a 
lot  of  undiscovered  companies  out 
there  just  now."  ■ 


The  investment  strategist  of  Merrill  Lynch 
would  like  to  be  known  as  the  bull-market 
version  of  Henry  Kaufman. 


Dick  Hoffman 
makes  his  move 


The  Money  Men 


By  Ben  Weberman 


T|he  day  the  full-page  adver- 
tisement appeared  in  the  Wall 
Street  Journal  proclaiming, 
"Bonds,  the  dawn  of  a  new  bull  mar- 
ket," was  not  very  auspicious.  On 
fune  17  the  market  was  in  the  midst 
of  a  cyclical  peak  in  bond  prices.  A 
substantial  5%  correction  has  since 
taken  place. 

Richard  ].  Hoffman,  chief  invest- 
ment strategist  of  Merrill  Lynch, 
Pierce,  Fenner  and  Smith  appears  un- 
perturbed, even  though  he  was  a  major 
force  in  the  decision  to  run  the  ad.  The 
decision  to  turn  bullish  on  bonds  had 
been  made  and  published  for  clients 
three  weeks  before.  Should  Henry 
Kaufman,  the  renowned  Salomon 
Brothers  bond  market  bear,  start  liking 
bonds  again,  the  world  would  know 
that  Merrill  Lynch  liked  them  first. 
Getting  caught  in  a  correction  is  a  risk 
you  take  when  you  try  to  be  early. 

Hoffman's  record  as  an  investment 
strategist  sensing  major  market 
changes  has  been  remarkably  good, 
good  enough  to  gain  him  national  rec- 


ognition. For  instance,  Hoffman  sug- 
gested two  years  ago  that  Merrill 
Lynch  take  full-page  advertisements 
to  emphasize  that  the  company  be- 
lieved stocks  would  rally.  He  wanted 
to  contradict  a  Business  Week  cover 
story  declaring  that  inflation  was  kill- 
ing the  stock  market. 

In  February  1980  Merrill  Lynch's 
strategy  group  called  the  oil  glut,  say- 
ing it  would  end  the  tyranny  of  OPEC 
and  reduce  energy  costs.  "The  turn 
which  followed  would  have  been 
more  decisive  were  it  not  for  the  Iran- 
Iraq  war,"  Hoffman  says.  He  also 
takes  credit  for  early  detection  of  a 
change  in  productivity  trends  and  the 
credit  crunch  that  led  to  the  March 
1980  credit  control  program. 

Currently  the  Hoffman— and  Mer- 
rill Lynch — position  is  that  investors 
should  maximize  their  bond  holdings, 
minimize  their  cash  and  put  the  rest 
in  stocks. 

The  advice  to  buy  bonds  represents 
"an  opinion  that  evolved  into  policy 
over  two  years,"  Hoffman  says. 

Bonds  do  not  face  a  price  squeeze 
because  of  "crowding  out,"  he  argues. 
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This  is  in  direct  contradiction  to  the 
Kaufman-Wojnilower  view  that  the 
economy  will  slow  down  and  inflation 
cool  only  after  the  Fed  has  created  a 
credit  crunch. 

Says  Hoffman:  "Crowding  out  will 
become  a  nonevent  because  rising  to- 
tal demand  for  credit  will  be  in  line 
with  the  acceleration  of  supply.  Sec 
ondly,  labor  costs  will  be  increasing 
much  more  slowly  than  in  recent 
years,  thus  contributing  significantly 
to  the  reduction  of  inflation  pressure. 
Furthermore,  the  Reagan  budgets  will 
shave  about  $500  billion  off  the  pro- 
posed Carter  spending  totals  in  the 
five  years  through  1986." 

Bonds  currently  offer  the  most  gener- 
ous inflation-adjusted  returns  in  over 
30  years.  With  inflation  down  from  the 


Merrill  tynch's  Richard  J.  Hoffman 

Will  "crowding  out"  be  a  non-event7 

recent  10%  rate  to  7%  over  the  next 
two  years,  Hoffman  likes  the  capital 
gains  potential  as  much  as  the  yield.  He 
thinks  investors  can  get  a  total  rate  of 
return  greater  than  20%  on  long-term 
Treasury  bonds  yielding  13% .  The  total 
return  on  Aaa-rated  Bell  subsidiary 
bonds,  to  take  Hoffman's  favorite  ex- 
ample, would  exceed  25%. 

"Few  alternative  financial  or  real 
assets,"  Hoffman  says,  "will  perform 
as  well  if  inflation  does,  indeed,  slow 
as  I  think." 

A  trader  could  achieve  an  even 
greater  return.  If  Treasury  bill  yields 
fall  from  the  current  15%  level  to  the 
10%-to-ll%  range  by  the  end  of  the 
third  quarter — he  expects  them  to,  in 
a  slowing  economy — yields  on  long- 
term  Treasury  bonds  would  come 
down  about  100  basis  points,  to 
11.5%  and  Bell  subsidiary  debenture 
yields  would  tumble  about  150,  to 
around  13.5%.  "Prices  would  gain  10 
points  or  more,  producing  substantial 
capital  gains  in  a  brief  period  of  time." 
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The  risk?  More  economic  improve- 
ment and  a  large  Treasury  deficit 
could  generate  stronger  credit  demand 
and  monetary  growth  that  would  lift 
interest  rates  again — for  a  while. 

"We  would  begin  our  bond  program 
with  long-term  governments  or  high- 
quality  corporates  now  selling  at  a 
substantial  discount.  We  expect  a  fur- 
ther widening  of  the  quality  spread  as 
credit  risk  intensifies.  Furthermore, 
we  favor  long-term  over  intermediate 
and  short  maturities  because  of  the 
potential  of  an  irregular  yield  curve 
configuration  caused  by  tighter-than- 
usual  Fed  policy  as  rates  decline." 
Translation:  Short  paper  will  react  to 
the  Fed's  day-to-day  moves,  long-term 
stuff  to  an  underlying  slowdown  in 
inflation. 

Hoffman  does  not  limit  his  bullish- 
ness to  the  fixed  income  markets. 
"The  next  major  move  in  equities  will 
come  as  bond  yields  fall  and  price/ 
earnings  multiples  rise.  This  breakout 
move,  however,  should  not  develop 
until  higher  multiples  can  be  applied 
to  strong  earnings,  which  I  anticipate 
in  1982." 

Since  disinflation  implies  a  longer 
and  healthier  business  cycle,  Hoffman 
likes  consumer  cyclicals,  such  as  de- 
partment stores,  airlines  and  appli- 
ances, and  also  high-technology  cap- 
ital goods  companies.  He  thinks  cred- 
it-sensitive and  consumer-related 
issues  will  benefit  most  from  the  first 
stage  of  the  disinflation  process. 

He  believes  that  recent  moves  by 
investors  out  of  big  oil  company 
stocks  and  into  big  basic-industry 
groups  were  "a  mistake."  According 
to  Hoffman,  the  surprising  momen- 
tum behind  basic-industry  stocks  will 
not  be  sustained  and  speculation  in 
natural  resource  stocks  will  abate  ex- 
cept for  acquisition  plays. 

Will  all  this  come  to  pass?  Time  will 
tell.  But  meantime,  Hoffman  is  a  hap- 
py man.  Once  he  was  a  portfolio  man- 
ager at  Oppenheimer  &  Co.,  a  type  of 
work  he  would  not  take  again. 

Now,  mostly,  Hoffman  meets  with 
about  300  major  clients,  and  also  runs 
group  seminars.  The  day  he  was  inter- 
viewed by  Forbes,  he  was  preparing 
for  a  trip  to  Singapore  to  discuss  inter- 
national investment  with  members  of 
the  government. 

"I  love  the  challenge  of  investment 
strategy  which  requires  a  long  look 
ahead,"  crows  Hoffman.  "It's  the  job 
of  research  analysts  to  take  this  ad- 
vice and  come  up  with  specific  securi- 
ty recommendations." 

And  as  for  guru  Henry  Kaufman's 
belief  in  the  need  for  a  credit  crunch 
to  slow  the  economy?  "He's  just  an- 
other forecaster."  ■ 
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FUND 


seeking  growth  with  income 
■ 

NO  SALES  CHARGE 
■ 

NO  REDEMPTION  FEE 
■ 

FREE  TELEPHONE  EXCHANGE 

Cf^O  Call  Free  in  Continental  U  S  1-800-525-9831 
~       "  In  Colorado  call  collect,  779-1233 


Financial  Programs,  Inc. 

P.O.  Box  2040,  Denver,  CO  80201 

For  more  complete  information  about  Financial  Industrial  Fund, 
including  management  tee  charges  and  expenses,  please  write 
or  call  for  a  prospectus  Read  it  carefully  before  you  invest  or 
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Diamond 

International 


100  CONSECUTIVE 
YEARS  OF  DIVIDENDS* 

The  Board  of  Directors  of  the  Diamond  Interna- 
tional Corporation  on  June  25,  1981,  declared  a 
quarterly  dividend  of  55c  per  share  on  the  Com- 
mon Stock  and  30c  per  share  on  the  Series  A 
Preferred  Stock,  both  payable  Aug.  1,  1981,  to 
shareholders  of  record  July  9,  1981. 


"Common  Stock 


GEORGE  PASCALE 
Wee  President-Secretary 


Forest  Products  •  Packaging  &  Printing  •  Pulp  & 
Paper  •  Consumer  Products  •  Building  Materials 
&  Home  Supplies  •  Machinery  Systems 


IK 

*** 

,  N.Y  Times 


RISTORANTE 
ITALIANO 
LUNCH  &  DINNER 
Amer.  Express  & 
Diners  Club 
251  E.  53rd  Street 
(Bet.  2nd  &  3rd  Aves.) 
N  YC.  753-8450-1 
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The  Streetwalker 


Shoe  manufacturers,  once  worn  and 
scuffed,  are  lately  stepping  with  a  swagger. 


Does  the 
multiple  fit? 


By  Thomas  Jaffe 


It  wasn't  long  ago  that  shares  in 
the  big  shoe  manufacturers  were 
sitting  frayed  and  forgotten  in  the 
cobbler's  shop.  But  this  year  they've 
been  given  new  heels,  spit  and  polish, 
and  are  walking  Wall  Street  in  style. 

Consider,  for  instance,  Brown 
Group  and  U.S.  Shoe  Corp.,  both  bil- 
lion-dollar companies  and  the  indus- 
try's giants.  From  January  lows  of  near 
$30  for  both  companies,  Brown  is  up 
almost  40%,  U.S.  Shoe  close  to  70%. 
Then  there  are  the  smaller,  more  spe- 
cialized companies  such  as  Stride  Rite 
(premium  children's  footwear),  Suave 
Shoe  (low-priced  joggers)  and  Wolver- 
ine World  Wide  (Hush  Puppies).  In  the 
same  period,  Suave 's  price 
has  more  than  doubled, 
and  Stride  Rite  and  Wol- 
verine both  have  shown 
substantial  gains.  Even 
Genesco  Inc.,  the  peren- 
nial sick  man  of  retailing, 
has  pruned  itself  of  losing 
operations  and  reempha- 
sized  its  original  business 
of  shoe  manufacturing, 
now  70%  of  sales.  The  re- 
sult: Its  stock  price  is  up 
over  100%. 

How  come  an  industry' 
with  a  reputation  for  mud- 
dled management  and  cut- 
throat foreign  competi- 
tion is  back  in  favor 
among  investors?  "It  isn't 
that  the  fundamentals  of 
the  shoe  market  have 
drastically  changed  over 
the  last  18  months,"  says 
John  Jensen  of  Merrill 
Lynch.    "We've   got  the 


same  old  story  of  lackluster  consumer 
spending  and  retailers  cutting  their 
inventories.  The  real  reason  these 
guys  are  on  a  streak  is  that  they  sim- 
ply shaped  themselves  up." 

While  the  industry  has  prospered 
under  the  protection  of  import  quotas 
over  the  past  few  years,  the  basic  rea- 
sons for  the  renewed  attraction  of 
these  companies'  shares  are  improved 
production  and  merchandising  and  di- 
versification. Brown  and  U.S.  Shoe 
are  both  in  specialty  retailing,  the  lat- 
ter getting  more  than  half  its  earnings 
there.  In  1979  Stride  Rite  acquired 
Uniroyal's  Sperry  Top-Sider  division 
for  $5.7  million.  The  company  also 
operates  Uniroyal's  Keds  unit,  and  has 
an  option  to  buy  in  1982.  In  its  last 


year  with  the  tiremaker,  Keds  ran  a 
$22  million  pretax  loss.  Under  Stride 
Rite,  in  1980  that  fell  to  $1  million; 
now  Keds  is  profitable. 

There  is  the  kicker  of  those  quotas, 
though.  Now  that  Washington  is  con- 
sidering scrapping  them,  will  the  U.S. 
leaders'  comeback  be  stymied  by  a 
new  flood  of  cheap  foreign  shoes?  Not 
likely.  Since  the  measures  were  insti- 
tuted in  1977,  several  companies  have 
built  substantial  import  operations  of 
their  own — so,  if  anything,  they  may 
benefit  from  freer  market  conditions. 
Too,  many  of  their  U.S. -made  shoes 
are  medium-priced  brand-name  prod- 
ucts pegged  for  different  customers 
than  the  imports. 

Still,  how  much  upside  can  there  be 
left  for  stocks  that  already  have  risen 
so  dramatically?  Take  Stride  Rite.  Ac- 
cording to  Neal  Goldman  of  Shearson 
Loeb  Rhoades,  earnings  per  share  this 
year  will  be  an  estimated  $3,  vs.  $2.08 
in  1980.  Next  year  he's  predicting 
$3.90.  Although  the  company  now 
carries  a  premium  multiple  of  13, 
based  on  Goldman's  1982  figures  it's 
trading  at  a  more  sedate  discount  mul- 
tiple of  7.  "If  they're  successful  in 
getting  sales  momentum  going  at 
Keds,"  says  Goldman,  "earnings  could 
explode  to  $5.45  two  years  from  now. 
The  old  owners  ran  Keds  as  a  manu- 
facturing operation  and  in  the  process 
lost  share  to  newcomers  like  Adidas 
and  Nike.  Stride  Rite  has  shifted  the 
emphasis  back  to  marketing." 

If  Suave  can  sustain  its  profitability 
comeback  as  well,  it  may  also  be  at- 
tractive despite  a  recent 
multiple  of  10.  The  Flor- 
ida-based company  makes 
more  than  10%  of  the  na- 
tion's unbranded  casual, 
athletic  and  leisure  foot- 
wear, and  it  supplies  ma- 
jor retailers  like  K  mart 
and  Wal-Mart.  Suave  end- 
ed last  year  with  its  shoe 
manufacturing  backlog  up 
128%,  and  the  Value.  Line 
Investment  Survey  projects 
1981  earnings  of  $1.70  a 
share,  up  50% . 

Real  wear  and  tear  on  all 
shoe  stocks,  however, 
could  come  from  the  lin- 
gering memory  of  their  er- 
ratic profitability  during 
the  Seventies.  This  year, 
for  example,  Jensen  of 
Merrill  Lynch  estimates 
Brown  will  earn  $6.75  a 
share,  up  9%  from  last 
year.    In     1982,  $7.40. 


An 
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OCTOBER  26TH 
IS  1-DAY"  IN  FORBES 


special  advertising  supplement, 
oted  to  the  property-casualty  in- 
ance  industry,  will  be  published 
he  October  26,  1981  issue  of 
bes.  A  lively  analysis  of  corporate 
erica  s  complex  risk  needs,  the 
n(j.  ort  is  authored  for  Forbes  exclu- 
ly  by  noted  insurance  journalist, 
n  N.  Cosgrove.  Corporate  Assets 
tection  will  be  the  best  read  and 
st  quoted  story  of  its  kind  this 
r! 

his  analysis  of  the  current 
nmercial  insurance  scene,  Mr 
;grove  covers  the  spectrum  of 
mological,  social,  legal  and 
nomic  influences  on  the  insur- 
e  decision-making  process.  The 
nging  relationship  between  the 
nmercial  consumer  and  the  in- 
ance  industry  is  scrutinized,  as  is 
role  of  the  corporate  risk  mana- 
who  has  become  a  key  operative 
irger  organizations. 


Self-insurance  and  captive  insur- 
ance companies  are  discussed,  as 
is  virtually  every  phase  of  the  hand- 
ling of  risk  for  improved  cash  flow 
and  profitability. 

Mr.  Cosgrove  calls  upon  exec- 
utives of  leading  insurance  com- 
panies and  associations,  recognized 
experts  on  international  insurance, 
risk  managers,  brokers,  agents  and 
others  for  their  observations. 

The  Forbes  Audience 

The  exclusive  editorial  special  is 
matched  by  Forbes'  unexcelled  top 
management  audience,  including 
331,200  CEO's,  chairmen,  pres- 
idents and  VP's. 

Buyers  of  insurance,  professional 
risk  managers,  corporate  decision- 
makers —  virtually  everyone  in 
American  business  who  shares  in 
the  responsibility  of  protecting  cor- 
porate assets  -  will  be  reading  this 


supplement.  It's  the  special  of  the 
year  —  a  unique  opportunity  for 
everyone  participating  in  the 
management  of  risk  to  reach  this 
important  audience. 
The  Advertising  Opportunity 
Closing  date  for  all  advertising  in 
this  supplement  will  be  August  31 , 
1981.  Early  response  shows  it  will 
be  popular  with  advertisers.  We 
recommend,  therefore,  that  page, 
spread  or  insert  units  be  reserved 
at  an  early  date.  Call  Arnold  Prives, 
Director  of  Advertising  Supple- 
ments, in  New  York  (212)  620-2224, 
or  your  local  Forbes  representative. 


Forbes 

Capitalist  Tool 


This  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  any  of 
these  securities.  The  offering  is  made  only  by  the  Prospectus. 


715,000  Shares 


Texscan  Corporation 


Common  Stock 


Price  $185/8  Per  Share 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which  this  announcement 
is  circulated  from  only  such  of  the  underwriters,  including  the  undersigned, 
as  may  lawfully  offer  the  securities  in  such  State. 


Bear,  Stearns  &  Co. 


Raffensperger,  Hughes  &  Co.,  Inc. 


Bache  Halsey  Stuart  Shields    The  First  Boston  Corporation  Blyth  Eastman  Paine  Webber 

Incorporated  Incorporated 

Dillon,  Read  &  Co.  Inc.         Donaldson,  Lufkin  &  Jenrette  Drexel  Burnham  Lambert 

Securities  Corporation  Incorporated 


Goldman,  Sachs  &  Co. 


E.  F.  Hutton  &  Company  Inc. 


Kidder,  Peabody  &  Co. 

Incorporated 


Lazard  Freres  &  Co.      Lehman  Brothers  Kuhn  Loeb     L.  F.  Rothschild,  Unterberg,  Towbin 

Incorporated 

Salomon  Brothers       Shearson  Loeb  Rhoades  Inc.       Smith  Barney,  Harris  Upham  &  Co. 

Incorporated 


Warburg  Paribas  Becker 

A.  G.  Becker 

June  24, 1981 


Wertheim  &  Co.,  Inc. 


Dean  Witter  Reynolds  Inc. 
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MONEY  &  INVESTMENTS 


Why  the  rush  to  buy  zero-coupon  bonds? 
They  are  a  bonanza  for  borrowers,  but 
investors  are  likely  to  come  up  short. 

I'LL  TAKE  CASH, 
YOU  TAKE  PROMISES 


By  Ben  Weberman 


The  bond  market  is  at  a  turning 
point.  An  increasing  number  of  ana- 
lysts now  agree  that  yields  are  at  or 
close  to  the  top.  Even  Henry  Kauf- 
man, the  Salomon  Brothers  econo- 
mist whose  gloomy  predictions 
about  interest  rates  make  headlines, 
now  concedes  that  short-term  and 
long-term  yields  may  decline  for  a 
while.  Of  course,  he  still  sticks  to 
his  belief  that  a  high-yield  credit 
crunch  is  needed  to  reverse  infla- 
tionary expectations. 

The  lofty  yields  of  recent  months, 
however,  have  spawned  a  variety  of 
new  fixed-income  investment  vehi- 
cles. These  include  everything  from 
zero-coupon  bonds  to  deep-discount 
and  temporarily  convertible  deben- 
tures. Each  new  product  is  struc- 
tured to  appeal  to  investors  who 
think  that  rates  will  be  falling  con- 
sistently and  who  want  to  lock  in 
yields.  But  I  wonder  if  these  innova- 
tive issues  are  as  worthwhile  as 
they  seem — or  if  they're  really  just  a 
way  to  help  borrowers  who  can't 
afford  the  annual  charges  today's  in- 
terest rates  produce. 

Comparing  bonds  using  a  complex 
analytical  formula  called  "duration" 
helps  explain  my  point.  It  is  the  debt 
equivalent  of  the  shelf-life  figures  in 
your  grocery  store.  It  takes  into  ac- 
count coupon  rate,  price  volatility 
and  such  factors  as  callability  and 


Ben  Weberman  is  economics  editor  of 
Forbes  magazine. 


sinking  fund  operation.  The  dura- 
tion of  a  zero-coupon  ten-year  Gen- 
eral Motors  Acceptance  Corp.  de- 
benture, for  example,  is  almost  ten 
years  because  there  is  no  cash  flow 
over  its  life.  The  issuer  isn't  about  to 
call  it  before  maturity.  At  the  other 
extreme,  take  a  37-year  New  Eng- 
land Telephone  15V4%  debenture 
maturing  in  20 1 8,  callable  starting  in 
1986  at  112.05.  Despite  the  far-off 
maturity  date,  this  has  a  duration  of 
6.4  years — far  less  than  the  GMAC 
debenture  because  interest  pay- 
ments return  your  money  quickly. 

Now  look  at  the  difference  be- 
tween zero-coupon  bonds  and  other 
current-coupon  bonds.  Besides  the 
zero-coupon  ten-year  debenture  in 
our  example  above,  GMAC  recently 
sold  a  current-coupon,  14s/s%,  eight- 
year  issue.  The  zero-coupon  notes 
are  priced  at  $25.25  per  $100  of  face 
value  because  the  interest  is  entirely 
in  price  appreciation  over  the  ten- 
year  life — to  provide  a  yield  of 
14.25%  to  maturity.  The  GMAC 
145/ss,  on  the  other  hand,  are  priced 
at  98  to  yield  15%  and  may  be  called 
for  redemption  by  the  company  after 
five  years. 

For  once  I  do  not  go  along  with 
the  statistical  calculations.  I  would 
rather  hold  the  debenture  paying  me 
$15  a  year  on  each  $100  of  cash 
investment  (that  is,  $14,625  for 
each  $98  of  cost)  than  have  no  in- 
come for  ten  years  in  hope  of  get- 
ting back  my  investment  and  an 
interest  return. 

My  prejudice — if  you  push  me  I 
would  call  it  a  bias — is  to  take  the 
money  rather  than  the  promise. 
Even  if  the  income  cannot  be  rein- 
vested at  today's  high  yields — and  I 
doubt  that  it  can — I  would  be  hap- 
pier with  the  steady  cash  flow.  Ten 
years  ago,  who  thought  that 
Chrysler  Corp.  would  be  in  financial 
trouble?  How  can  I  be  certain  that 


GMAC  ,  rated  Aaa,  and  a  pillar  of 
stability  in  1981,  will  not  deterio- 
rate over  the  next  decade  as  well? 

Borrowers,  of  course,  love  these 
zero-coupon  bonds.  The  interest  rate 
is  lower  than  on  current-coupon 
debt.  GMAC  shaved  75  basis  points 
off  its  cost,  for  example.  And  there  is 
no  requirement  to  lay  out  any  money 
in  exchange  for  investors'  cash  until 
the  security  matures. 

Another  reason  I  am  not  keen  on 
zero-coupon  bonds  is  tax  treatment 
on  accretion.  Investors  must  pay  in- 
come tax  on  the  theoretical  interest 
they  receive  as  the  bond  price  goes 
up.  Frankly,  I  don't  like  being  taxed 
on  interest  I  don't  receive.  Take 
that  GMAC  issued  at  25.25  and  as- 
sume you  are  in  a  40%  marginal  tax 
bracket.  You  would  have  to  pay  the 
IRS  $5.70  for  each  $14.25  of  annual 
accretion,  even  though  you  received 
no  income.  GMAC,  incidentally, 
saves  more  than  that  at  corporate 
tax  rates  by  pretending — legally,  of 
course — that  it  paid  $14.25  in  tax 
deductible  interest. 

I  understand  quite  clearly  that 
zero-coupon  bonds  lock  in  yields 
and  that  there  is  little  likelihood  of 
early  call.  But  I  can't  help  thinking 
that  I  would  rather  have  a  13%% 
U.S.  Treasury  bond,  due  2011,  call- 
able after  2006,  than  any  Aaa-rated 
industrial  corporate  note — especial- 
ly when  I  receive  no  income  from  it 
and  have  to  pay  taxes  every  year  to 
hold  it. 

Want  high  interest  with  even  bet- 
ter duration?  Take  the  Treasury 
bond.  You  can  achieve  a  return  of 
13.1%  with  7.42  years  duration.  If 
you  want  a  still  better  return,  look 
to  some  of  the  industrial  bonds. 
New  England  Telephone  15 Vis,  ma- 
turing in  2018,  carry  a  return  of 
15.56%  with  a  duration  of  6.4  years. 
The  yield  is  1.31%  more  than  the 
GMAC  zero-coupon  note. 

Of  course,  I  am  expecting  interest 
rates  to  fall  significantly — and  the 
more  that  happens,  the  more  attrac- 
tive it  is  to  hold  the  zero-coupon 
bonds.  Why?  The  yield  from  rein- 
vesting the  income  on  current-cou- 
pon bonds  would  be  relatively  low. 
But  suppose  I  am  wrong  and  pessi- 
mists like  Henry  Kaufman  are  cor- 
rect in  expecting  a  credit  crunch 
and  substantially  higher  rates.  Then 
the  reinvestment  return  would  be 
better  than  what  is  available  now. 
You  could  say  I  win  either  way.  ■ 
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Jhe  individual  investor  can't  put  all  his 
marbles  into  one  group  of  currently  fa- 
vored stocks  and  then  watch  that  group. 

DIVERSIFY! 


By  Heinz  H.  Biel 


All  countries  have  their  proverbs. 
Many  are  just  plain  common  sense; 
others  are  mere  platitudes  to  be 
used  to  embellish  a  speaker's  orato- 
ry. Wall  Street  has  its  own  set  of 
more  or  less  profound  sayings  that 
seem  to  have  been  used  since  time 
immemorial.  Again,  some  make 
sense;  some  don't.  Here  are  a  few: 

"Sell  on  the  good  news."  "Don't 
average  down."  "Take  your  losses, 
but  let  the  profits  ride."  "The  bad 
news  has  already  been  discounted." 
"It's  a  market  of  stocks,  not  a  stock 
market."  "Put  your  eggs  into  one 
basket  and  watch  the  basket." 
There  is  a  grain  of  truth  in  all  of 
them,  but  to  follow  them  blindly 
can  be  dangerous  for  the  investor. 

As  we  have  seen  once  again  in 
recent  months,  our  market  has  a 
way  of  rotating  its  favorite  groups. 
This  tendency  has  become  more 
pronounced  since  institutional  in- 
vestors came  to  dominate  the  mar- 
ket. Because  they  pay  only  negligi- 
ble commissions,  they  can  dump 
huge  blocks  of  stock  believed  to  be 
losing  favor  and  buy  similarly  large 
blocks  of  groups  seeming  to  gain 
favor.  It's  a  contagious  game  of  fol- 
low the  leader.  Inevitably  this 
causes  exaggerated  price  move- 
ments in  either  direction. 

The  individual  investor  can't  op- 
erate that  way.  He  can't  put  all  his 
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marbles  into  one  group  of  currently 
favored  stocks  and  then  watch  that 
group.  Watching  doesn't  mean  a 
thing  unless  you  are  in  a  position  to 
act,  and  that's  where  the  rub  is. 
Some  of  the  rotational  swings  are 
fairly  brief,  and  even  if  you  have  the 
intuition  to  sell  at  the  right  time, 
the  holding  period  may  still  be  short 
term.  This  means  that  you  have  to 
share  your  profit  with  the  tax  collec- 
tor at  whatever  your  top  income  tax 
bracket  is.  Unless  you  are  a  trader 
rather  than  an  investor,  this  is  not  a 
particularly  attractive  game,  espe- 
cially when  it  is  played  in  high-risk, 
volatile  stocks.  Performance  com- 
parisons without  regard  to  capital- 
gains-tax  consequences  can  be  high- 
ly misleading,  because  a  long-term 
gain  is  far  more  valuable  than  a  trad- 
ing profit. 

An  investor  who,  for  tax  reasons, 
cannot  afford  to  shift  his  bet  quickly 
from  one  favored  horse  to  another 
will  be  better  off  if  he  diversifies. 
Bank  and  insurance  stocks,  for  in- 
stance, which  now  ride  the  crest  of 
a  wave,  were  rather  dull  stocks  to 
own  last  year  when  energy  and 
high-technology  stocks  were  boom- 
ing. Similarly,  ultraconservative 
food  stocks  looked  pretty  boring  by 
comparison  with  such  roller-coaster 
performers  as  the  fertilizer  compa- 
nies, but  now  they  are  doing  fine. 

I  don't  think  it  pays  to  follow  each 
and  every  fad  in  the  market.  In  the 
long  run  a  diversified  portfolio  of 
good-quality  stocks  will  do  as  well 
and  provide  greater  peace  of  mind 
than  overconcentration  in  a  few 
groups.  Diversification  certainly 
does  not  imply  stodginess.  There  is 
no  reason  a  portfolio  should  not  in- 
clude issues  in  such  rapid-growth 
areas  as  health  services,  high  tech- 
nology, publishing  or  groups  that  are 
presently  out  of  favor,  such  as  energy 
or  Boeing,  and  even  the  golds. 


While  on  the  subject  of  fads,  I 
would  like  to  say  a  word  about  the 
electric  utilities,  which  suddenly  are 
being  recommended  all  over  The 
Street.  I  disagree.  What  is  supposed 
to  make  them  so  attractive  is  their 
relatively  high  dividend  yield,  the 
possibility  of  lower  interest  rates 
and  this  industry's  history  of  annual 
dividend  increases. 

Most  companies  with  the  high- 
est-yielding stocks  can't  even  afford 
to  pay  present  dividend  rates.  If 
they  increase  these  rates  further, 
they  do  so  only  because  they  must 
sell  more  shares,  usually  at  prices  far 
below  book  value,  in  order  to  main- 
tain an  investment  rating  on  their 
bonds,  which  they  must  sell  to  fi- 
nance their  capital  investment  pro- 
grams. The  beatify'  electric  utilities 
are  less  generous  dividend  payers — 
that's  one  reason  they  are  healthy — 
and  their  yields  are  substantially 
less  than  you  can  get  on  top-quality, 
intermediate-term  bonds.  So,  what 
is  the  great  attraction? 

The  possibility  or,  as  some  say, 
probability,  of  lower  interest  rates  is 
also  adduced  as  a  reason  for  suggest- 
ing the  purchase  of  long-term 
bonds.  If  this  is  meant  as  a  specula- 
tion for  a  quick  capital  gain,  okay. 
But  as  an  investment,  my  opinion  is  a 
definite  no,  not  withstanding  full- 
page  ads  by  a  major  stock  exchange 
firm  declaring  that  bonds  are  at  "the 
dawn  of  a  new  bull  market"  and 
recommended  as  long-term  invest- 
ments, "even  for  cautious  inves- 
tors." I  consider  anything  beyond 
ten  years  long  term,  and  I  shudder  to 
think  what  the  dollar  will  be  worth 
at  the  turn  of  the  century. 

It  is  nearly  midsummer  now  and 
the  proper  time  for  the  seasonal 
stock  market  phenomenon,  the 
summer  rally,  to  make  its  appear- 
ance. Traditionally,  we  measure 
this  rally  from  the  May/June  low  to 
the  July,  August  or  September  high. 
With  that  much  leeway,  we  always 
have  a  summer  rally,  although  there 
have  been  years  when  the  net  ad- 
vance was  all  but  meaningless. 

Since  the  end  of  World  War  II 
summer  rallies  have  averaged  about 
9V2%  in  the  DJI.  Most  of  us  would 
be  happy  to  settle  for  that.  It  would 
lift  the  DJI  from  its  May  low  of 
963.44  to  almost  1055,  a  new  all- 
time  high.  Considering  the  compo- 
sition of  the  index,  I  would  not  rule 
this  out  as  "improbable."  ■ 


114 


FORBES,  JULY  20,  1981 


Observations 


The  current  Polish  crisis  shows  that  the 
big  banks  have  plenty  to  worry  about  in 
respect  to  their  vast  international  loans. 

A  PROBLEM  THAT 
WON'T  GO  AWAY 


By  Ashby  Bladen 


It's  difficult  for  most  of  us  to  focus 
long  on  any  single  problem  these 
days;  there  are  so  many  of  them. 
We  tend  to  get  excited  about 
something  and  then,  when  it  does 
not  explode,  turn  to  something 
else.  So  it  is  with  the  heavy  bank 
loans  to  the  less-developed  coun- 
tries. Not  many  people  are  worry- 
ing about  that  these  days.  But  if 
you  think  the  problem  has  disap- 
peared, you  ought  to  write  to  your 
regional  federal  reserve  bank  for  a 
copy  of  Governor  Henry  Wallich's 
recent  speech,  "LDC  Debt — To 
Worry  or  Not  to  Worry." 

Governor  Wallich  is  a  fine  profes- 
sional economist  and  a  sound  think- 
er as  well  as  a  clear  writer.  I  am 
going  to  paraphrase  his  remarks 
about  the  large  American  banks 
that  have  done  much  of  the  lending 
to  less-developed  countries  because 
there  are  laws  about  slanging  banks. 
Presumably,  I  can  safely  repeat  any- 
thing that  a  governor  of  the  Federal 
Reserve  System  thought  it  appropri- 
ate to  say  to  a  bankers'  convention. 
What  he  said  was  quite  sobering, 
frightening  even. 

The  arithmetic  of  the  situation  is 
stark.  Since  the  first  oil  crisis  at  the 
end  of  1973,  the  nonoil-producing 
less-developed  countries  have  bor- 
rowed about  $350  billion  to  finance 
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their  balance-of-payments  deficits. 
And  they  need  about  $60  billion  a 
year  of  fresh  credit  to  pay  for  their 
oil  imports;  their  annual  debt  ser- 
vice requirements  have  also  risen, 
to  about  $75  billion.  These  two 
items  alone  now  consume  nearly 
half  of  their  export  earnings.  It  is 
clear  that  they  must  either  go  right 
on  borrowing  heavily  or  see  their 
imports  and,  therefore,  their  na- 
tional standards  of  living,  shrink 
drastically. 

I  have  never  really  understood 
how  the  lenders  justified  those 
enormous  credits  in  their  own 
minds,  since  many  of  the  borrow- 
ers have  no  visible  means  of  repay- 
ment. The  head  of  one  of  the  larg- 
est bank  lenders  has  said  that  you 
don't  have  to  worry  about  sover- 
eign states'  means  of  repayment 
because  sovereign  states  never  do 
repay  their  debts — they  just  roll 
them  over.  While  that  is  broadly 
true  as  a  historical  generalization,  I 
believe  that  it  misses  the  principle 
of  the  thing.  Creditors  are  willing 
to  let  borrowers  roll  over  their 
loans  as  long  as  they  are  confident 
that  they  could  repay  if  necessary. 
But  if  that  confidence  ever  erodes, 
then  lenders  suddenly  want  their 
money  back  very  badly.  The  logic 
of  this  approach  is  weak,  but  the 
psychology  is  compelling. 

American  loans  to  the  nonoil 
LDCs  are  concentrated  in  a  relative- 
ly few  very  large  banks.  Governor 
Wallich  pointed  out  that  the  nine 
largest  American  banks,  taken  as  a 
group,  have  twice  their  capital  in- 
vested in  such  loans.  That  is  a  ratio 
that  would  keep  me  awake  at  night. 

Governor  Wallich  said  that  the 
current  25%  to  30%  growth  rate  of 
LDC  debt  to  banks  is  sustainable 
only  as  long  as  a  rapid  rate  of  infla- 
tion steadily  reduces  the  real  burden 
of  their  accumulated  debts.  But  one 
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of  the  fundamental  points  that  I 
have  been  trying  to  make  in  this 
column  is  that  a  decade  and  a  half  of 
accelerating  inflation  is  now  begin- 
ning to  destroy  the  ability  of  our 
financial  system  to  meet  long-term 
needs  for  capital  because  people  are 
becoming  unwilling  to  invest  in  any 
debt  instruments  except  the  most 
liquid  ones  available.  We  do  have 
sharp  rallies  in  the  bond  market 
when  it  looks  like  interest  rates 
m  y  go  down  for  a  while,  but  basi- 
cally people  are  moving  away  from 
long-term  claims  such  as  bonds  and 
mortgages,  and  into  highly  liquid 
things  such  as  money  market  funds 
and  Treasury  bills. 

Of  course,  the  prospects  for  a  par- 
ticular country  are  not  determined 
solely  by  its  economic  strength  and 
financial  creditworthiness.  Turkey, 
for  example,  is  in  serious  economic 
and  financial  trouble,  but  it  will  most 
probably  continue  to  be  bailed  out 
because  it  has  a  large  and  tough  army 
in  a  particularly  sensitive  corner  of 
the  globe.  Again,  according  to  the 
numbers,  Israel  is  one  of  the  most 
spectacularly  bankrupt  countries  in 
the  world.  However,  the  solvency  of 
Israel  rests  not  upon  its  own  econo- 
my but  upon  its  support  by  the 
American  Jewish  comr.  unity. 

Ironically,  while  the  explosion  of 
oil  prices  was  the  main  cause  of  the 
developing  financial  crisis  in  most 
of  the  less-developed  countries,  the 
current  softness  in  oil  prices  is  caus- 
ing a  problem  for  some  of  them  that 
do  produce  oil.  For  example,  Nigeria 
has  been  supplementing  its  oil  rev- 
enues with  heavy  borrowings  to  fi- 
nance an  ambitious  development 
program.  But  this  year  the  decline 
in  oil  prices  is  causing  its  foreign 
exchange  reserves  to  shrink  at  a  rate 
of  about  $1  billion  a  month.  Coun- 
tries that  have  a  lot  of  oil  but  few 
people  are  not  likely  to  be  severely 
affected.  But  countries  like  Mexico 
that  are  counting  on  oil  revenues  to 
finance  economic  development  will 
have  to  pull  in  their  belts  if  the 
current  glut  persists. 

Mexico  is  a  creditworthy  country, 
but  many  other  heavy  borrowers 
clearly  are  not.  When  will  the  bank- 
ers' confidence  run  out?  The  recent 
default  by  Poland  suggests  that  it 
could  happen  at  any  moment.  The 
problem  hasn't  gone  away  just  be- 
cause the  papers  have  stopped  writ- 
ing about  it.  ■ 
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If  the  price  of  new  housing  is  too  high, 
can  you  spend  money  on  expansion 
and  still  get  it  back  when  you  move? 

STUCK  IN  A 
SMALL  HOUSE? 


vestment  it  will  be  depends  on  the 
number  of  bedrooms  the  house  pres- 
ently has.  If  there  are  two,  they  will 
reap  the  highest  return  dollar-for- 
dollar  on  the  money  they  spend  on  a 
third,  should  they  later  decide  to 
move.  A  three-bedroom  house  is 
preferred  almost  two-to-one  over 
a  two-bedroom  by  potential 
home  buyers  in  my  sample. 

If  the  house  already  has  three  bed- 
rooms, the  return  on  investment  in 
upgrading  to  four  is  still  positive, 
but  lower  than  in  the  conversion 
from  two  to  three.  Expanding  from 
four  bedrooms  to  five  generally  pro- 
duced a  negative  rate  of  return  on 
investment.  That  is,  the  house  in- 
creased in  price,  thanks  to  the  addi- 
tional space,  yet  did  not  allow  its 
owners  to  recoup  the  full  amount 
they  had  spent.  In  many  instances, 
it  even  made  the  house  harder  to 
sell.  In  some  areas,  five-bedroom 
homes  are  moving  off  the  market 
slowly  not  only  because  of  their 
high  prices,  but  also  because  there 
aren't  enough  wealthy,  large  fam- 
ilies looking  for  such  units. 

Besides  another  bedroom,  what 
else?  Most  young  couples  we  have 
surveyed  who  have  recently  become 
homeowners  say  they  would  like 
something  you  may  find  surprising: 
a  study.  That  represents  a  decisive 
shift  in  tastes  for  this  group.  When 
having  children  was  the  primary  fo- 
cus, the  group's  first  choice  of  an 
extra  room  was  a  "playroom  or  TV 
room"  or  den. 

No  more.  As  average  family  size 
has  shrunk,  there  has  been  a  corre- 
sponding increase  in  occupational 
aspirations.  A  decreased  emphasis 
on  kids  was  accompanied  by  a 
growing  emphasis  on  work.  The  re- 
sult: These  couples  want  "an  office 
at  home,"  not  a  pine-paneled  den  or 
playroom. 

Three   things   have   aided  that 
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"We've  got  to  get  more  space,"  said 
Marge,  who  is  five  months  preg- 
nant with  what  will  be  their  second 
child.  "We  keep  bumping  into  one 
another  as  it  is,"  added  her  hus- 
band, Vic. 

A  few  years  ago  that  would  have 
been  no  problem.  Vic  and  Marge 
would  have  sold  their  small  house 
and  used  their  inevitable  profit  to 
make  a  down  payment  on  a  bigger 
house,  complete  with  a  nice  mort- 
gage that  they  could  repay  in  pretax, 
fast-depreciating  dollars.  No  more. 
What  with  high  house  prices  and 
scarce  mortgage  money,  the  sales 
rate  of  existing  homes  has  dropped 
by  half  in  just  18  months. 

Assuming  Vic  and  Marge  can't 
move,  and  have  to  stay  put,  where 
should  they  sink  money  into  their 
present  home  so  that  it  will  1 )  better 
meet  their  needs  and  2)  be  a  good 
investment  as  well? 

I  have  collected  enough  data  on 
home  improvements  over  the  last 
two  decades  (particularly  since 
1970)  to  help  them  to  decide  where 
they  will  get  the  best  return  on 
their  money. 

Of  all  the  large  expenditures  they 
could  make,  the  best  turns  out  to  be 
the  one  they  happen  to  need  most: 
another  bedroom.  How  good  an  in- 
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shift.  First,  many  people  in  my  sam- 
ple are  self-employed,  either  perma- 
nently or  from  time  to  time.  Wheth- 
er or  not  IRS  allows  them  the  deduc- 
tion (the  rules  have  recently  been 
tightened),  an  important  part  of 
their  work  is  often  done  there.  Sec- 
ond, particularly  during  the  last  de- 
cade, a  substantial  number  have 
taken  another  job  as  a  way  of  earn- 
ing extra  income.  Many  claim 
moonlighting  is  a  necessity;  the 
only  way  to  make  ends  meet.  Not 
surprisingly,  then,  the  prior  prefer- 
ence for  a  "hobby  room"  has  been 
supplanted  by  financially  related 
space.  Third,  more  than  half  my 
sample  consists  of  professionals, 
people  with  an  above-average  desire 
to  maintain  on  their  own  their  com- 
petence in  their  field.  The  extra 
room  helps.  You  can  close  the  door 
and  be  in  a  work  environment. 

The  majority  of  couples  I  have 
talked  with  in  Vic  and  Marge's  posi- 
tion, therefore,  would  like  to  add 
not  one  room,  but  two.  From  an 
investment  angle,  what's  the  sound- 
est way  for  them  to  add  both  a  bed- 
room and  an  office,  say? 

Stack  them.  Put  one  room  on  top 
of  the  other.  Even  if  your  entire 
house  is  on  one  level,  as  is  Vic  and 
Marge's,  this  can  be  done  in  an  at- 
tractive, even  striking  manner.  And 
the  savings  turn  out  to  be  sizable. 

Why?  No  additional  foundation 
need  be  poured  or  built,  a  sizable 
expense  if  your  plot  has  even  a  mod- 
erate slope.  Second,  less  of  the  avail- 
able lot  will  be  consumed  than  if 
you  put  two  rooms  side  by  side. 
Remember,  you  cannot  build  right 
up  to  the  property's  boundary  on  all 
sides,  just  to  the  building  line. 
(Check  the  surveyor's  map  for  per- 
missible limits  before  spending 
even  a  penny  on  construction.) 

Without  question,  the  highest 
rate  of  return  per  dollar  invested  in 
additional  living  space  during  recent 
years  has  been  to  convert  the  garage 
into  a  room.  It's  always  cheaper  to 
take  an  existing  part  of  the  house 
and  remodel  it  to  suit  other  pur- 
poses than  it  is  to  start  from 
scratch. 

For  Vic  and  Marge,  with  a  second 
child  on  the  way,  the  conversion 
makes  especially  good  sense.  They 
got  rid  of  one  of  their  two  cars.  As 
Vic  put  it:  "I  realized  one  of  us  was 
going  to  have  to  sleep  in  the  street — 
me  or  the  Datsun."  ■ 
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Commodities 


The  real  value  of  money  improves,  and 
suppliers  of  capital  require  less  induce- 
ment to  save  rather  than  to  consume. 

ITS  THE  REAL 
THING— I  THINK 


flation  you  choose  to  look  at — the 
consumer  price  index,  the  producer 
price  index  or  the  GNP  deflator — 
they  are  all  saying  the  same  thing: 
The  rate  of  inflation  is  falling  and  is 
probably  no  more  than  9%.  This 
conclusion  may  be  reinforced  by 
looking  at  recent  charts  of  individ- 
ual commodities  or  composite  indi- 
ces of  commodities  prices.  The  con- 
clusion is  inescapable — prices  are 
not  rising  anymore,  or  at  least,  if 
they  are  rising  they  are  not  going  up 
very  quickly. 

Yet  two-year  government  notes 
are  selling  at  an  interest  rate  of 
about  14%  and  some  high-grade 
corporates  are  selling  for  more  than 
15%.  This  means  that  inflation-ad- 
justed rates  of  return  are  running 
between  5%  and  6% .  This  differen- 
tial is  too  high  and  must  shrink. 
There  are  two  ways  it  can  shrink: 
Inflation  can  start  to  rise,  or  interest 
rates  can  continue  to  fall.  I  think 
that  the  latter  will  happen. 

The  inflation  rate  will  continue  to 
fall  because  food  and  fuel  prices — 
two  of  the  main  driving  forces  in 
last  year's  inflationary  bulge — are 
not  rising  nearly  as  rapidly  as  last 
year's  rate.  The  inconclusive  OPEC 
response  to  the  Saudi-created  oil 
glut,  combined  with  lower  oil  de- 
mand from  the  industrialized  na- 
tions, has  created  falling  oil  prices. 
So  fat,  at  least,  there  is  no  sign  that 
last  year's  devastating  combination 
of  sustained  high  temperatures  and 
prolonged  drought  will  again  hit  the 
U.S.  breadbasket.  This  slowing  in 
inflation  has  manifested  itself  dra- 
matically in  wholesale  prices,  as 
measured  by  the  producer  price  in- 
dex, which  rose  only  0.4%  in  May, 
after  an  0.8%  increase  in  April. 

As  inflation  abates,  the  real  value 
of  money  improves  or  at  least 
ceases  to  erode,  and  suppliers  of  cap- 
ital require  less  inducement  to  save 


"We  should  be  careful  to  get  out  of 
an  experience  only  the  wisdom  that 
is  in  it — and  stop  there;  lest  we  be 
like  the  cat  that  sits  down  on  a  hot 
stove  lid.  She  will  never  sit  down  on 
a  hot  stove  lid  again — and  that  is 
well;  but  she  will  never  sit  down  on 
a  cold  one  any  more."  Mark  Twain 
might  have  been  describing  specula- 
tors who  have  been  trying  to  pick 
the  bottom  in  interest  rate  futures. 
The  longs  have  had  their  noses 
bloodied  so  many  times  that  they 
have  quit  counting.  Yet,  maybe  the 
time  finally  has  come. 

Though  everybody  seems  to  be 
talking  about  lower  interest-rates, 
there  seems  to  be  very  little  actual 
movement  toward  such  rates.  But 
that  is  frequently  the  situation 
when  the  market  is  at  a  major  turn- 
ing point,  as  it  is  now.  I  believe  that 
the  decline  in  interest  rates  that  we 
are  witnessing  is  for  real  and  that 
the  decline,  while  it  will  not  neces- 
sarily be  sharp,  will  be  substantial. 
What  makes  me  such  a  bull? 

My  primary  reason  for  looking  for 
a  continued  rise  in  interest  rate  fu- 
tures has  to  do  with  the  interest  rate 
differential  between  risk-free  or  al- 
most risk-free  investments  and  the 
rate  of  inflation.  Historically,  this 
differential  has  run  between  3%  and 
4%.  No  matter  what  measure  of  in- 

Stanley  W.  Angrist  is  a  professor  at  Carnegie- 
Mellon  University  and  the  author  of  Sensi- 
ble Speculating  in  Commodities. 
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rather  than  consume.  Nor  is  infla- 
tion about  to  receive  a  boost  from 
an  increasing  supply  of  money  in 
circulation.  The  Federal  Reserve  in 
recent  weeks  has  kept  M1B  growing 
at  a  very  modest  rate.  Indeed,  M1B 
adjusted  for  savings  deposits  trans- 
ferred into  other  check-like  ac- 
counts has  had  a  monthly  average 
growth  rate  of  5.4%  since  the  begin- 
ning of  the  year.  This  number  is 
distorted  quite  a  bit  by  April's 
13.9% — the  only  month  this  year  in 
which  M1B  exceeded  7.5%. 

The  near-turn  market  impact  of 
the  Reagan  Administration's  tax 
cuts  is  also  slightly  bullish  for  inter- 
est rates.  The  market  had  prepared 
itself  for  a  three-year,  30%  tax  cut, 
and  now  will  not  have  to  cope  with 
anything  more  than  a  25%  cut  over 
33  months.  Consequently,  the  pre- 
vious White  House  estimated  defi- 
cit for  1981  of  $56  billion  has  been 
reduced  to  $49  billion,  while  the 
1982  deficit  has  been  scaled  back 
from  $44.7  billion  to  $27.1  billion. 

The  country's  major  economic  in- 
dicators are  certainly  failing  to 
show  any  signs  of  robustness,  add- 
ing more  fuel  to  the  bulls'  fire.  Per- 
sonal income  for  May  grew  at  only  a 
0.6%  rate.  Another  sign  of  econom- 
ic weakness  was  an  operating  rate 
of  80.1%  for  U.S.  factories,  up  from 
80%  in  April.  Similar  conclusions 
about  a  sluggish  economy  can  be 
derived  from  recent  numbers  on  in- 
dustrial production,  housing  starts, 
the  unemployment  rate  and  orders 
for  durable  goods. 

As  the  economy  slows  down  and 
interest  rates  fall,  interest  rate  fu- 
tures contracts  will  rise  in  price. 
The  question  is:  How  does  one 
trade  this  move  in  a  conservative 
manner?  The  answer:  It  can't  be 
done.  Interest  rate  futures  are  ex- 
tremely volatile,  and  having  one's 
margin  blown  away  completely  is 
not  an  unusual  event.  However,  at 
this  time,  I  believe  the  reward/risk 
ratio  is  sufficiently  favorable  that  I 
would  be  willing  to  try  a  long  posi- 
tion at  least  two  times. 

I  would  take  my  chances  with  the 
December  GNMA  contract  by  try- 
ing to  buy  it  under  66.  I  would  risk 
no  more  than  64/32  ($2,000  per  con- 
tract) from  where  I  got  in.  I  would 
look  for  at  least  an  $8,000  profit  per 
contract.  The  margin  on  a  GNMA 
contract  is  $2,000,  and  the  round- 
turn  commission  is  about  $70.  ■ 
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Unwind  in  this  exclusive  vacation 
hideaway  down  where  the  trade 
winds  play. 

Here  in  a  millionaire's  South  Pacific 
paradise,  you  will  escape  from  your 
hectic  executive  world  on  a  private 
resort  island  in  the  Fijis. 

Flying  to  Australia  on  business? 

This  is  the  perfect  place  to  break 
your  trip  for  a  few  days  (or  weeks) 
of  big  game  fishing  or  just  luxurious 
relaxation  among  the  friendliest 
natives  in  the  South  Seas. 

Diving  or  Sport  Fishing 

Our  coral  reefs  teem  with  rainbows 
of  rare  tropical  fish.  Or  fish  for  the 
big  ones  from  our  fully  equipped 
deep-sea  boats. 

Laucala's  luxury  accommodations 
and  ambience  include  tennis,  swim- 
ming, the  finest  food  and  service,  all 
in  an  exclusive  paradise  for  those 
who  can  afford  the  best. 

For  complete  details  on  rates,  trans- 
portation and  a  color  brochure, 
write: 


Noel  Douglas 

Forbes  Magazine,  60  Fifth  Avenue 
New  York;  NY  10011 


Name . 


Address . 
City  


State . 


.  Zip . 


/  favor  "Ron's  bonds"  because  the  gov- 
ernment may  one  day  stop  issuing  bonds 
with  20-to-25-year  call  protection. 

DON'T  BET  AGAINST 
RONALD  REAGAN 


By  Richard  B.  Hoey 


Evidence  is  beginning  to  accumu- 
late that  Ronald  Reagan  will  suc- 
ceed in  achieving  a  major  reversal  in 
U.S.  economic  policy  during  the 
next  several  years.  For  investors,  it 
is  likely  to  be  more  profitable  to  bet 
on  the  President  than  it  would  be  to 
bet  against  him. 

The  way  to  bet  on  the  President  is 
to  buy  30-year,  U.S.  government 
bonds  with  25-year  call  protec- 
tion—the 12%s  due  2010  or  the 
13%s  due  2011,  for  example.  The 
13%s  of  2011  (current  price,  105) 
were  issued  in  early  May  at  the  peak 
of  interest  rates.  We  call  them 
"Ron's  bonds"  because  their  price 
fluctuations  will  be  a  good  measure 
of  the  success  or  failure  of  Ronald 
Reagan's  struggle  to  control  infla- 
tion. We  think  he'll  succeed,  with 
inflation  likely  to  run  at  single-digit 
rates  over  the  next  year  and  the 
next  decade. 

The  Reagan  Administration  has 
clearly  signaled  to  the  Federal  Re- 
serve that  it  does  not  wish  the  Fed 
to  monetize  the  federal  deficit.  The 
Administration  has  also  adopted  a 
policy  of  minimal  foreign  exchange 
intervention.  A  free-floating  dollar 
will  permit  the  U.S.  to  sustain  a 
tight  monetary  policy,  even  if  some 
of  our  trading  partners  don't  wish  to 
do  the  same.  The  recent  evidence  is 

Richard  B  Hoey  is  a  vice  president,  econo- 
mist and  investment  strategist  at  Racbe 
Halsey  Stuart  Shields. 


that  the  Federal  Reserve  is  willing 
to  sustain  an  anti-inflationary  mon- 
etary policy,  even  after  the  econo- 
my has  cooled  down,  which  is  a 
sharp  break  with  past  tradition. 

Both  the  Fed  and  the  Administra- 
tion seek  a  prolonged  "honest-mon- 
ey" decline  in  interest  rates  based 
on  slow  monetary  growth  and  fall- 
ing inflation  expectations,  rather 
than  a  temporary  "funny-money" 
decline  in  rates,  based  on  premature 
monetary  ease. 

One  of  the  reasons  I  favor  "Ron's 
bonds"  (13%s,  2011)  is  that  they  are 
noncallable  for  25  years.  Most  cor- 
porate bonds  are  callable  in  five  or 
ten  years.  I  suspect  that  the  govern- 
ment may  one  day  stop  issuing 
bonds  with  20-to-25-year  call  pro- 
tection. After  all,  when  the  Trea- 
sury Department  sold  13%%  bonds 
noncallable  for  25  years,  it  was  an 
unintended  no-confidence  vote  in 
President  Reagan's  program.  There 
are  reports  that  the  Treasury  may 
issue  fewer  long-term  bonds  in  the 
future  or  cut  the  call  protection  back 
to  a  more  conventional  five  to  ten 
years.  If  so,  a  scarcity  value  might 
emerge  for  the  relatively  few  gov- 
ernment bonds  with  call  protection 
out  into  the  21st  century. 

The  new  zero  coupon  corporate 
bonds  have  had  more  appeal  to  tax- 
free  pension  funds  than  to  taxable 
individual  investors.  The  imputed 
interest  is  taxable  income  every 
year  even  though  you  receive  no 
cash  interest.  But  these  original-is- 
sue discount  bonds  may  have  appeal 
to  parents  of  young  children  whose 
tax  rate  is  lower  than  their  parents'. 
You  can  buy  the  bonds  at  25  to  35 
cents  on  the  dollar  in  your  chil- 
dren's accounts,  and,  at  maturity, 
your  children  will  get  a  lump  sum 
they  can  use  to  pay  for  their  college 
education. 

Bank  stocks  often  prosper  when 
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interest  rates  decline.  Our  favorite 
large  bank  stock  is  First  Interstate 
(44).  It  is  already  an  interstate  bank- 
ing company,  while  other  large 
banks  are  champing  at  the  bit  for  an 
easing  of  the  legal  restrictions  that 
keep  them  within  the  bounds  of  a 
single  state. 

The  company  owns  21  banks  in 
1 1  western  states,  and  is  primarily  a 
domestic  banking  operation.  Only 
8%  of  its  loans  are  international,  far 
below  the  international  share  in  the 
loan  portfolios  of  the  major  money- 
center  banks. 

First  Interstate  has  an  excellent 
record  of  above-average  financial 
performance.  Earnings  per  share 
should  rise  from  $5.91  in  1980  to 
$6.40  in  1981  and  $7.20  in  1982. 
The  stock  is  selling  at  about  6  times 
1982  estimated  earnings,  and  we 
recommend  purchase. 

I'm  still  enthusiastic  about  War- 
naco  (25).  Earnings  per  share  of 
$3.42  in  1980  should  rise  to  $4.25  in 

1981  and  $5  in  1982,  so  the  com- 
pany is  selling  at  only  about  5  times 

1982  estimated  earnings.  The  com- 
pany manufactures  and  sells  apparel 
under    such    well-known  brand 

-'M'  names  as  Hathaway,  Puritan,  War- 
ner's, White  Stag,  Christian  Dior 
and  Yves  Saint  Laurent.  High-qual- 
ity  brand-name  merchandise  has 
been  selling  well  recently,  which 
has  benefited  Warnaco.  We  contin- 
ue to  recommend  purchase. 

It's  still  early  in  the  synthetic  fi- 
i]  bers  cycle.  For  example,  Celanese 
|(67)  should  be  able  to  record  earn- 
isci  ;ings-per-share  progress  from  $8.20 
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u>.  available  at  an  attractive  price. 


in  1980  to  $9.75  in  1981  and  to 
$12.75  in  1982,  with  $15  to  $16 
possible  in  1983.  The  exact  pattern 
of  the  recovery  in  fibers  is  still  un- 
certain, but  that  helps  explain  why 
stocks  such  as  Celanese  are  still 


Ethyl  Corp.  (30)  is  a  solid  buy  for 
patient  investors.  The  company's 
troubled  antiknock  gasoline  addi- 
tive business  should  be  down  to 
nly  about  15%  of  sales  by  1983,  but 
it  is  still  depressing  the  company's 
price/earnings  multiple.  Earnings 
>er  share  should  rise  from  $4.39  in 
1980  to  $4.80  in  1981,  $5.75  in  1982 
and  possibly  $7  in  1983.  This  stock 
is  hardly  a  speculative  favorite,  but 
selling  at  5  times  1982  estimated 
amings  and  about  4  times  1983 
stimated  earnings,  it's  a  good  long- 
term  buy.  ■ 


WHICH  MUTUAL  FUNDS 
ARE  RIGHT  FOR  YOU 
IN  TODAY'S  MARKET? 

United  can  help  you  decide  with  this  package  of 
 information  and  advice  

Money  Market  Funds 

Relatively  risk-free  double-digit  yields 

United's  Report  outlines  the  services  each  of  these  double-digit-yielding  funds  offers, 
shows  the  average  maturity  of  its  investment  vehicles,  and  tells  what  this  means. 
It  gives  current  yield,  size  of  fund,  whether  or  not  exchange  privileges  are  available, 
and  much  other  useful  information.  Let  United  help  you  decide  which  of  these 
relatively  risk-free  Funds  is  right  for  you. 

Aggressive  Growth  Funds 

High  risk  —high  profit  potential 

It's  a  fact  that  more  than  50  No- Load  Funds  (never  mind  the  multitude  of  Load 
Funds)  have  grown  from  100%  to  597%  in  the  5  years  from  76  through  '80.  In 
fact,  some  have  grown  50% ,  60%  and  70%  in  1980  alone.  So  it  certainly  seems  there 
is  money  to  be  made,  if  you  pick  the  right  funds.  United  aims  to  help  you  do  that  with 
an  up-to-date  appraisal  of  30  Aggressive  Growth  Funds  which  have  outperformed 
the  market  since  1976.  Of  course  there's  no  guarantee  this  kind  of  appreciation  will 
continue,  but  in  this  timely  Report  we  feature  four  funds  for  the  investor  who  is 
willing  to  take  some  risk  while  seeking  to  make  some  real  money. 

Gold  Funds 

Is  this  a  buying  opportunity? 

For  most  of  1980  the  funds  that  invest  in  gold  stocks  were  perched  like  eagles  at  the 
top  of  our  table  of  The  Top  25  Performers.  But  because  their  fortunes  are  tied  to  the 
price  of  the  yellow  metal,  they  have  shown  they  can  move  down  as  well  as  up. 
And  today  there  are  both  bullish  and  bearish  scenarios  on  the  future  of  gold  prices. 
United  helps  you  decide  what  to  do  about  Gold  Funds  now  with  an  analysis  of  both 
possibilities  in  this  Special  Report.  It  is  packed  with  facts  and  figures  that  are  real 
eye-openers  on  each  of  9  leading  Gold  Funds. 

Performance  comparisons  for 434  Funds. 

PLUS 

•  The  Top  25  Performing  Funds  •  United's  Supervised  List 
of  6  Types  of  Funds  and  •  U  nited's  impartial  advice  on 
which  funds  to  Buy,  Hold,  or  Sell. 
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ncluded  with  the  package  is  a  2-issue  Guest  Subscription 
to  United  Mutual  Fund  Selector.  This  entire  package  of 
Mutual  Fund  information  and  advice,  just .  .  .  $  g 


Name 


□  I  enclose  $5 

F7-20  Please  send  me  the  entire 

package  of  Mutual  Fund 
  information  and  advice. 


Addres 
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City  Stale  Zip 

Not  assignable  without  your  consent 


UNITED  Mutual  Fund  Selector 

A  Division  of   United   Business   Service  Co 
212  NEWBURY  STREET  BOSTON.  MASS  02116 
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The baby 
saved  from 

cerebral 
palsycould 

beyours. 


Your  baby  picked  a  fine 
time  to  be  born.  Through 
research,  a  baby's  chances 
of  having  cerebral  palsy  are 
smaller  than  ever. 

Smaller,  but  too  big.  Doc- 
tors find  some  form  of 
cerebral  palsy  in  1  out  of 
330  newborns.  This  is 
about  10,000  babies  a  year. 

This  number  could  be 
halved  in  five  years,  and 
halved  again  in  another 
five.  All  it  takes  is  the 
money  to  fully  use  present 
medical  knowledge,  and  to 
speed  research  that  doctors 
are  sure  will  pay  off. 

Help  pay  for  research  that 
fights  cerebral  palsy.  Give 
to  your  local  United  Cere- 
bral Palsy  association. 

Think  what  your  money 
buys. 

United 

Cerebral  Palsy. 


For  the  national  organizations'  financial  i 
United  Oicbtal  Palsy  Assns  Inc  66  E  34th  St  .  N  Y  .  N  Y  10016. 
Of  the  Chafitics  Registtations  Section, 

Dept  of  State,  162  Washington  A.e  ,  Albany.  N  Y  .  N  Y  12251 


"Showers  of  Diamonds"  * 
Fountains  by  RAIN  JET® 

Extremely  beautiful  prismatic 
Fountain  Assemblies  in  bowls 
up  to  8-ft  with  lights,  or  Foun- 
tain Heads  only.  Patented, 
energy-saving  design  —  water 
recirculates.  Write  or  phone 
for  Full  Color  Literatute. 

Dealer  Inquiries  Invited 

RAIN  JET  CORP..  Dept.  FS 

301  S  Flower  St  .  Burbank.  CA  91503 

Toll-free  800-423  2379 
Calif.:  213  849-2251  Collect 


Financial  Strategy 


The  businessman  in  an  unfamiliar  coun- 
try must  become  aware  of  a  thousand 
customs.  Some  are  very  subtle. 

COSTLY 
IMBROGLIOS 


m 


A  peak  of  American  overconfidence 
in  foreign  markets  may  have  been 
attained  in  1967,  when  Litton  In- 
dustries signed  an  agreement  with 
the  Greek  government  to  attract  at 
least  $120  million  in  foreign  invest- 
ment within  two  years. 

The  director  of  this  beautiful 
dream  announced  that  finding  for- 
eign investment  for  economic  de- 
velopment was  "no  different  than 
planning  the  1  million  steps  re- 
quired for  a  successful  lunar  mis- 
sion." Litton  undertook  to  deploy 
"the  most  advanced,  yet  proven  in- 
dustrial management  techniques" 
to  this  end.  Unfortunately,  Litton 
did  not  have  staff  attuned  to  the 
specifically  European  aspects  of  the 
project,  or  to  development  econom- 
ics in  general.  For  instance,  one  of 
the  most  important  Greek  indus- 
tries is  tourism,  but  the  tourism 
specialist  on  the  Litton  team  knew 
next  to  nothing  about  tourism. 

After  two  years  the  foreign  in- 
vestments committed  and  approved 
for  Litton  projects  were  only  about 
one-twentieth  of  the  target,  and  a 
few  months  later  the  whole  under- 
taking was  scrapped. 

I  was  once  involved  in  a  madden- 
ing episode  of  a  similar  sort.  A  con- 
sulting firm  of  which  I  was  chair- 

Jobn  Train  is  ['resident  of  Train,  Smith,  In- 
veslment  Counsel,  New  York,  and  the  author 
of  The  Money  Masters  and  Dance  of  the 
Money  Bees. 


man  represented  a  major  American 
bank  that  wanted  to  acquire  a  bank 
in  the  Middle  East.  With  great  diffi 
culty,  involving  over  a  year's  negoti 
ations,  our  regional  affiliate  secured 
a  30-day  option  on  the  stock  of 
good,  local  family-owned  bank. 

Bank  acquisitions  often  follow  d 
characteristic  pattern:  One  agree 
on  a  price,  based  on  representations 
made  by  the  seller,  and  then  agrees 
on  what  to  do  if  these  representa- 
tions are  too  optimistic.  Ordinarily, 
the  seller  says:  "You  pay  me,  and  iJ 
you  can't  collect  on  any  of  the  loans, 
then  I'll  refund  some  of  your  mon 
ey."  The  buyer  says:  "No,  I'll  hold 
back  from  my  payment  to  you  an 
amount  equal  to  the  doubtful  loans 
and  as  they're  paid  off,  I'll  release 
funds  to  you."  In  the  end,  one  com- 
promises: Some  of  the  payment 
price  goes  into  a  reserve  for  bad 
loans,  held  by  a  third  party  who 
releases  the  money  to  the  seller  as 
the  loans  are  collected. 

In  our  case,  the  buying  bank's  ac 
quisition  team  members  were 
Americans,  none  of  whom  spoke 
the  local  language,  although  some 
spoke  halting  French. 

When  it  came  time  to  conduct 
the  usual  minuet  over  the  doubtful 
loans,  the  leader  of  the  buying 
bank's  team  said,  in  his  bad  French 
"Look,  gentlemen,  let's  put  the 
money  in  an  'escrow'  account  held 
by  an  outside  party.  As  the  loans  are 
paid  down,  you'll  receive  that  part 
of  the  payment." 

At  this,  the  sellers,  who  were 
prominent  local  gentry,  rose  as  one 
and  marched  out  of  the  room, 
shouting,  in  French:  "A  reserve  for 
cheating?  Never!" 

The  English  word  "escrow"  is  the 
same  as  the  French  word  escroc, 
gyp.  What  the  sellers  heard  was  not 
what  the  buyer  meant. 

Our  local  office,  with  much  labor, 
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was  finally  able  to  get  the  sellers 
back  to  the  negotiating  table,  but  not 
before  they  had  granted  a  new  short 
option  to  the  leading  local  bank.  The 
local  bank  exercised  its  option,  and 
that  was  that.  The  American  bank's 
team  hung  around  for  a  while  in 
despair,  but  never  got  another  oppor- 
tunity to  get  into  that  market. 

There  are  always  a  thousand  local 
customs  and  sensibilities  that  the 
outside  businessman  in  an  unfamil- 
iar country  must  become  aware  of. 
How  to  do  it?  There  is  no  easy  solu- 
tion, except  perhaps  to  hire  a  spe- 
cialized guide. 

A  book  called  International  Busi- 
ness Blunders  by  Ricks,  Fu  and  Ar- 
pan,  published  by  Grid,  Inc.,  4666 
Indianola  Avenue,  Columbus,  Ohio, 
describes  more  such  episodes.  An 
American  feed  company  entered 
Spain  without  realizing  that  Span- 
ish farmers  would  only  buy  from 
their  traditional  suppliers.  They  in- 
tegrated downstream,  buying  a 
number  of  chicken  farms.  But  they 
couldn't  sell  their  chickens.  At  last 
report  they  were  buying  restaurants 
to  sell  the  chickens  to. 

Simmons  Co.  entered  Japan,  confi- 
dent it  could  convert  at  least  some 
Japanese  from  sleeping  on  roll-up  fu- 
ton mats  to  Western-style  beds.  But 
after  some  time  the  company  found 
that  no  member  of  its  sales  force  had 
ever  slept  in  a  bed.  That  problem  cor- 
rected, it  found  that  no  salesman 
could  call  on  a  prospect  of  higher  so- 
cial class,  and  that  Japanese  custom- 
er-supplier relationships  are  so  tight, 
they  generally  preclude  turning  to 
outsiders.  So  much  for  converting  the 
Japanese  to  mattresses. 

An  American  airline  in  Brazil  ad- 
vertised the  "rendezvous  lounges" 
in  its  jets,  until  they  learned  that  in 
Portuguese  this  meant  a  place  to 
make  love.  And  Colgate  startled  the 
French-speaking  world  when  it  in- 
troduced Cue  toothpaste — which  in 
that  language  signifies  a  most  deli- 
cate component  of  the  female 
anatomy. 

When  the  English  businessman 
nods  his  head,  the  authors  note,  he 
is  saying  that  he  understands,  not 
that  he  agrees.  And  after  you  have 
made  a  bid  and  your  Japanese  coun- 
terpart sits  back  and  seems  to  go 
blank,  don't  nervously  raise  your 
bid,  as  some  Americans  do.  He 
hasn't  turned  you  down,  he  is  just 
meditating.  ■ 


Value  Line  Pinpoints. 


STOCKS  FOR  1981 

Or  how  to  be  a  Bull  and  a  Bear  at  the  same  time 

Among  the  1700  stocks  under  intensive  year-round  review  by  Value  Line's  70 
research  specialists,  only  108  now  offer  this  combination:  (Value  Line  6/5/81) 

•  Each  of  these  stocks  is  now  accorded  a  superior  rank  (Group  1  or  2)  by  Value 
Line  for  Probable  Market  Performance  in  the  next  12  months.  This  means  we 
think  they  will  give  stronger  price  performance  than  the  average  of  all  1700 
stocks  no  matter  which  way  the  market  goes  during  the  year  ahead. 

•  Each  is  also  accorded  a  superior  rank  (Group  1  or  2)  by  Value  Line  for  Safety. 
The  Safety  rank  is  based  on  the  stock's  price  stability  and  the  company's 
financial  strength  (each  of  which  is  also  ranked  separately). 

In  the  opinion  of  Value  Line  research,  this  handful  of  stocks  offers  investors  some 
of  the  best  opportunities  to  capitalize  on  a  rising  market  in  1981  and—  at  the  same 
time—  retain  superior  protection  in  the  event  of  a  general  decline. 

Updated  Every  Week 

Every  week  Value  Line's  regular  Summary  &  Index  presents  up-to-date  ratings  of 
EACH  of  1700  stocks  relative  to  all  others,  as  follows  .  .  . 

a)  Rank  for  Relative  Probable  Price  Performance  in  the  Next  12  Months— ranging 
from  1  (Highest)  down  to  5  (Lowest). 

b)  Rank  for  Investment  Safety  (from  1  down  to  5). 

c)  Estimated  yield  in  the  Next  12  Months  (100  stocks  offer  yields  of  12.0%  and 
up— Value  Line  6/5/81). 

d)  Estimated  Appreciation  Potentiality  in  the  Next  3  to  5  Years — showing  the 
future  "target"  price  range  and  the  oercentage  price  change  indicated.  (100 
stocks  are  in  the  165%  to  720%  range— Value  Line  6/5/81). 

e)  Current  price  and  P/E,  plus  estimated  annual  earnings  and  dividends  in  current 
12  months.  Also  the  stock's  Beta. 

f)  Very  latest  available  quarterly  earnings  results,  and  estimated  quarterly  earn- 
ings twelve  months  in  advance,  and  dividends,  together  with  year-earlier  com- 
parisons. 

In  addition,  each  of  the  1700  stocks  is  the  subject  of  a  comprehensive  new  full- 
page  Rating  &  Report  at  least  once  every  three  months— including  22  series  of  vital 
financial  and  operating  statistics  going  back  15  years  and  estimated  3  to  5  years 
into  the  future. 

Special  Bonus  Invitation 

You  can  receive  the  complete  Value  Line  Investment  Survey  (with  30-day  money- 
back  guarantee)  for  the  next  10  weeks  for  only  $33— about  HALF  the  regular  rate— 
if  no  one  in  your  household  has  subscribed  in  the  past  two  years.  And  you 
automatically  receive  these  two  bonuses: 

BONUS  #1— Value  Line's  2000-page  Investors  Reference 
Service,  including  our  latest  full-page  Reports  on  each  of 
1700  stocks  .  .  .  fully  Indexed  and  loose-leaf  bound  for 
easy  reference,  and  systemically  updated  by  new  full- 
page  Reports  in  the  weeks  ahead.  Filing  takes  but  a  minute 
a  week. 

BONUS  #2—  Evaluating  Common  Stocks,  by  Arnold  Bernhard,  Value  Line's 
founder  and  research  chief.  This  96-page  guidebook  reveals  methods  of  stock 
evaluation  that  took  decades  to  develop,  and  tells  exactly  how  to  use  the  immense 
wealth  of  precision-organized  data  in  The  Value  Line  Investment  Survey. 

CALL  TOLL-FREE:  If  you  have  Master  Card,  American  Express  or 
Visa,  phone  1-800-331-1750  (operator  13)  24  hrs.  7  days  a  week. 
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The  Value  Line  Investment  Survey 

Arnold  Bernhard  &  Co.,  Inc.,  711  Third  Ave.,  N.Y.,  N.Y.  10017 

Department  9I6C20 

INTRODUCTORY  OFFER 

□  Begin  my  10-week  trial  subscription  for 
$33  to  The  Value  Line  Survey  (limited  once  to 
any  household  every  two  years)  and  send  me 
the  two  bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1-Year  (52  issues)  subscription 
for  $330  and  send  me  the  two  bonuses  listed 
above.  There  are  no  restrictions  with  this  an- 


□  My  payment  is  enclosed.  □  Please 
charge  to:  □  American  Exp.  □  Master  Card 

□  Visa 

Expiration  Date  

Account  #  


Signature 


nual  subscription. 

SPECIAL  EXTRA  BONUS 

A  pocket-size  CREDIT 
CARD  LCD  CALCULATOR 
given  to  you  when  you  order 
The  Value  Line  Investment 
Survey  for  one  year. 
This  subscription  is  tax-deductible  and  non- 
assignable. (N.Y.  residents  add  sales  tax.) 
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Index  of  companies  covered  in  news  stories  and  by  the  columnists  in  this  issue. 
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Du  Pont  9 

Eaton  &  Howard,  Vance  Sanders  102 
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Friendly  Ice  Cream  60 
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International  Coal   15 
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McDonald's   60 

Magellan  Petroleum   92 
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Marathon  Oil   33 

Mars   19 

Merrill  Lynch  106 

MIM  Holdings  Ltd  (Australia)   109 

Mortgage  Guarantee  Insurance   50 

NLInds   40 

Nestle,  Ltd  (Switzerland!   92 

New  England  Telephone   113 


Occidental  of  North  Carolina   Jl 

Norfolk  &  Western   83 

Ocean  Spray  Cranberries   96 

PCS  Reports  82 

Paine  Webber  35 

Pure  Packed  Foods  65 

T.  Rowe  Price  New  Horizons  Fund   10SB 

Prudential  Insurance   32] 

SEDCO   33 

Sambo's  60 

Santa  Fe  Inds  83] 

Scott  Paper  67] 

Scudder  Development  Fund   102, 

Seagram  Co  Ltd  (Canada)  4,  33,67 

Security  Pacific  Bank   50 

Short  Term  Trading  Program   35 

Siemens  A  G  (W.  Germany)   54 

Southern  Railway   83 

Square  D  42 

Stride  Rite   108 

Suave  Shoe  1 08 

Sun   33 
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Texas  Air   78 

Three  M   21 

Toronto-Dominion  Bank  |Canada|   34 

Transamerica  Insurance  32 

Union  Carbide   9 

Union  Pacific   83 
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Flashbacks 


"The  more  things  change. . . ." 
Items  from  past  issues  of  Forbes 


Sixty  years  ago  in  Forbes 

"The  proposed  tariff  is  guaranteed  by 
its  author,  Senator  Fordney,  to  bring 
uniform  and  universal  prosperity! 
Democrats  describe  it  as  unadulterat- 
ed robbery.  The  truth  probably  lies  in- 
between.  That  many  of  the  schedules 
will  be  eliminated  or  drastically 
changed  is  certain.  That  they  ought  to 
be  is  equally  certain.  The  drafters  of 
this  voluminous  bill  have  failed  to 
grasp  the  elementary  fact  that  the 
transformation  of  our  country  from  a 
debtor  to  the  principal  creditor  nation 
in  the  world  renders  imperative  a 
change  in  our  whole  tariff  policy. 
They  have  also  apparently  neglected 
to  realize  that  protection  by  a  country 
fosters  protection  against  that  coun- 
try. And  the  United  States  just  now 
cneeds  greater  export  markets  than 
any  other  country  in  the  world." 

'Henry  Ford  is  gradually  learning  that 
in  him  does  not  repose  all  the  wisdom 
of  the  ages  nor  all  the  power  of  a 
Supreme  Being.  Henry's  phenomenal 
financial  success  turned  his  head.  The 
first  spectacular  exhibition  of  his  hal- 
lucination that  he  could  accomplish 
anything  and  everything  that  his  fan- 
cy suggested,  was  his  sending  of  the 
'peace  ship'  to  Europe  to  get  the  boys 
out  of  the  trenches  by  Christmas. 
Henry  seriously  imagined  that  he 
could  single-handedly  stop  the  war. 
That  disillusionment,  however,  did 
not  effect  a  cure.  He  has  since  talked 
as  wildly  as  ever  before.  Another 
cheme  has  collapsed.  With  a  beating 
>f  drums  that  resounded  throughout 
the  whole  world,  Ford  announced  that 
the  cure-all  for  labor  problems  was  a 
fat  yearly  bonus.  The  plan  worked  all 
right  while  profits  were  being  rolled 
up  by  the  millions  month  after 
month,  but  it  has  now  been  aban- 
doned and  wages  raised." 

This  item's  hostile  tone  hints  at  the 
suspicion  with  which  the  business  es- 
tablishment of  that  day  viewed  that 
day's  mo'st  successful  businessman. 
Henry  Ford's  early  1914  announce- 
ment of  his  famed  $5-a-day  wage  had 
been  denounced  as  "distinctly  Utopi- 
an" and  "foredoomed  to  failure"  (the 
New  York  Times),  even  an  "economic 
crime"  (Wall  Street  Journal).  So  it 
was  hardly  surprising  that  publica- 
tions like  Forbes  lost  few  chances  to 
recall  boners  like  Ford's  quixotic 
peace-ship  Oscar  II,   in  which  he 


crossed  the  Atlantic  in  late  1915  hop- 
ing to  end  the  war  at  once,  or  his 
announced  intention  ultimately  to 
turn  his  company  into  a  cooperative 
for  his  workers  as  soon  as  he  could 
kick  out  the  "parasites"  (by  which  he 
meant  minority  Ford  stockholders). 

What  was  less  apparent  was  what 
Henry  Ford  was  actually  doing.  His 
$5-a-day  wage,  by  drawing  the  cream 
of  the  iabor  market  and  letting  him 
speed  up  his  assembly  lines,  paid  its 
way  from  the  start;  Ford  himself  later 
called  it  "one  of  the  finest  cost-cut- 
ting moves  we  ever  made."  He  bought 
out  the  "parasite"  stockholders  in  the 
spring  of  1921  by  making  the  nation's 
Ford  dealers  put  up  most  of  the  cash: 
He  shipped  them  some  100,000  unor- 
dered Model  Ts  for  which  they  had  to 
pay  at  once. 


Fifty  years  ago 


A  1931  view  of  a  small-loan  office 

"Most  families  are  faced  with  the 
need  of  seeking  a  loan  at  least  once  in 
every  two  or  three  years,  it  has  been 
found.  And  families  with  incomes  of 
less  than  $2,000  a  year  (about  85%  of 
all  who  depend  on  wages)  are,  of 
course,  unable  to  borrow  from  the 
banks,  as  a  business  man  borrows. 
The  small-loan  company  is  the  only 
agency  to  which  they  can  turn.  Thus, 
this  business  of  financing  the  mass 
consumer  has  become,  as  banking  it- 
self did  only  fifty  years  ago,  recog- 
nized as  an  essential  public  service." 

"A  New  York  banker  was  present  not 
long  ago  at  a  dinner  for  celebrities  at 
which  Miss  Margaret  Bourke-White, 
industrial  photographer,  was  the  guest 
of  honor.  Miss  Bourke-White  had  re- 
cently returned  from  a  six-weeks'  tour 
of  the  plants  being  constructed  by  the 
Soviet  Government  under  the  widely 


Edited  By  Dero  A.  Saunders 

advertised  five-year  plan.  .  .  . 

"  'What,'  asked  the  banker,  'is  the 
real  truth  about  Russia?  Are  the  peo- 
ple getting  enough  to  eat?  Is  there 
much  unemployment?  Will  they  put 
the  plan  through?  Do  they.  .  .  ?' 

"  'Just  a  moment, '  said  Miss  Bourke- 
White.  'Do  you  want  me  to  answer  in  a 
single  chapter,  or  with  a  book?' 

"The  banker  joined  in  the  laugh.  'I'll 
give  you,'  he  said,  'ten  words.' 

"Miss  Bourke-White  thought  a  few 
seconds  and  then  replied:  'Little  food, 
few  shoes,  great  hope,  terrible  ineffi- 
ciency, striking  progress.'  " 

"General  Motors  makes  $50  million 
contract  for  safety  glass — Closing  of  a 
contract  between  General  Motors  and 
Libbey-Owens-Ford  Glass  Company, 
for  the  purchase  of  the  bulk  of  the 
corporation's  glass  requirements  for 
seven  years,  is  one  of  the  most  impor- 
tant of  current  automotive  transac- 
tions. This  will  involve  the  expendi- 
ture of  about  $50  million  by  General 
Motors  during  the  life  of  the  contract 
and  will  insure  volume  production  for 
Libbey-Owens-Ford  over  the  period." 

Twenty  five  years  ago 

"The  next  monthly  report  of  the  De- 
partment of  Labor  will  show  the  Cost 
of  Living  index  at  a  new  all-time  high 
even  before  the  latest  wage  hike  of  the 
steel  workers  and  the  increase  in  the 
price  of  steel,  which  will  result  from 
the  strike,  have  had  their  cumulative 

effect  on  the  entire  economy  

"It  is  fortunate  that  for  the  past  four 
years  the  pace  of  inflation  has  been 
slow,  at  times  almost  imperceptible, 
and  it  certainly  has  not  been  faster 
than  in  other  countries  so  that  at  least 
our  position  in  foreign  trade  is  not 
getting  worse  as  a  result  of  it.  Nor  are 
the  American  people  completely  con- 
scious of  the  fact  that  this  is  an  infla- 
tionary era." 

"Though  Wall  Street  has  lost  its  land- 
office  air,  trading  for  the  first  six 
months  of  1956  was  still  25%  higher 
than  for  1954's  first  half,  and  a  good 
50%  better  than  1953's.  Even  so,  a 
few  brokers  were  already  crying  the 
blues.  Said  one:  'Maybe  I'm  spoiled  by 
those  3-  and  4-million-share  days  in 
1955  and  late  1954.  But  look  at  what 
our  expenses  are  today  and  all  the 
expanding  we  had  to  carry  out.  Frank- 
ly, we  definitely  begin  to  hurt  when 
daily  volume  drops  below  the  2-mil- 
lion-share  level.'  " 
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Thoughts 

on  the  Business  ofl  >ite 


Moderate  exercise  and 
toil,  so  far  from 
prejudicing,  strengthen 
and  consolidate  the  body. 
Richard  Rush 


Whatever  increases  the 
strength  and  authority 
of  your  body  over  your 
mind,  that  is  sin  to  you, 
however  innocent  it  may 
be  in  itself. 
Robert  Southey 


Pleasure's  a  sin,  and 
sometimes  sin's  a  pleasure. 
Byron 


Let  the  world  have  whatever 
sports  and  recreations  please 
them  best,  provided  they 
be  followed  with  discretion. 
Richard  Burton 


None  so  little  enjoy  themselves, 
and  are  such  burdens  to 
themselves,  as  those  who  have 
nothing  to  do.  Only  the  active 
have  the  true  relish  of  life. 
Willliam  Jay 


Amusement  that  is  excessive 
and  followed  only  for  its 
own  sake,  allures  and 
deceives  us. 
Blaise  Pascal 


Think  like  a  man  of  action, 
act  like  a  man  of  thought. 
Henri  Bergson 


People  of  the  same  trade 
seldom  meet  together  for 
merriment  and  diversion, 
but  the  conversation  ends 
in  a  conspiracy  against 
the  public. 
Adam  Smith 


Levity  of  behavior  is 
the  bane  of  all  that 
is  good  and  virtuous. 
Seneca 


The  true  purpose  of  recreation 
should  he  not  merely  to  amuse, 
not  merely  to  afford  pleasure, 
not  merely  to  "kill  time, "  but 
to  increase  our  fitness,  enhance 
our  usefulness,  spur  achiei  'ement. 
Any  form  of  recreation  that 
impairs  either  our  physical 
or  mental  efficiency  does  not 
recreate.  Real  recreation 
quickens  aspiration. 
B.C.  Forbes 


Dwell  not  too  long  upon  sports; 
for  as  they  refresh  a  man 
that  is  weary,  so  they  weary 
a  man  that  is  refreshed. 
Thomas  Fuller 


Men  cannot  labor  on  always. 
They  must  have  recreation. 
Orville  Dewey 


There  is  always  some  levity 
even  in  excellent  minds; 
they  have  wings  to  rise, 
and  also  to  stay. 
Joseph  Joubert 


Restraint  is  the  golden 
rule  of  enjoyment. 
Letitia  Landon 


Tranquil  pleasures  last 
the  longest.  We  are  not 
fitted  to  bear  long  the 
burdens  of  great  joy. 
Christian  Bovee 


More  than  3.000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a 
574-page  book  at  $11.95.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave..  New 
York,  N.Y.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


There  is  nothing  like  fun, 
is  there?  I  haven't  any 
myself,  but  I  do  like  it 
in  others. 

Thomas  Haliburton 


A  cigarette  is  the  perfect 
type  of  a  perfect  pleasure. 
It  is  exquisite,  and  it 
leaves  one  unsatisfied. 
What  more  can  one  want? 
Oscar  Wilde 


Our  body  is  a  well-set 
clock,  which  keeps  good 
time,  but  if  it  be  too 
much  or  indiscreetly 
tampered  with,  the  alarm 
runs  out  before  the  hour. 
Joseph  FIall 


There  is  such  a  thing  as 
a  sacred  idleness,  the 
cultivation  of  which  is 
now  fearfully  neglected. 
George  Macdonald 


A  Text . . . 

The  wilderness  and  the 
solitary  place  shall  be 
glad  for  them;  and  the 
desert  shall  rejoice, 
and  blossom  as  the  rose. 
It  shall  blossom  abundantly, 
and  rejoice,  even  with 
joy  and  singing. 
Isaiah  35:1,  2 


Sent  in  by  Anton  G.  Bncker,  Chambers- 
burg,  Penna.  What's  your  favorite  text? 
The  Forbes  Scrapbook  of  Thoughts  on  the 
Business  of  Life  is  presented  to  senders  of 
texts  used. 


A  good  sweat,  with  the 
blood  pounding  through 
my  body,  makes  me  feel 
alive,  revitalized.  I 
gain  a  sense  of  mastery 
and  assurance.  I  feel 
good  about  myself.  Then  I 
can  feel  good  about  others. 
Arthur  Dobrin 
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HOW  THE  NEW 


BEATS  THE  IMPORTS  AT  THEIR  OWN  GAME. 


CIMARRON 

AUDI 
5000 

BMW 

320i 

VOLVO 
GLE 

SAAB  900S 
SEDAN 

EPA  MILEAGE 
NGS  WITH  STD.  TRANS. 
HWY  EST./ 
EPA  EST.  MPG* 

42/d 

33/19 

36/25 

25/16 

33/21 

RONT-WHEEL  DRIVE 

STANDARD 

STANDARD 

NOT 
AVAILABLE 

NOT 
AVAILABLE 

STANDARD 

POWER-ASSISTED 
RACK  AND  PINION 
STEERING 

STANDARD 

STANDARD 

RACK  AND 
PINION 
ONLY 

STANDARD 

STANDARD 

)UR-SPEED  MANUAL 
3LUDING  OVERDRIVE 

STANDARD 

STANDARD 
5-SPEED 

STANDARD 
5-SPEED 

STANDARD 

STANDARD 
5-SPEED 

TACHOMETER 

STANDARD 

EXTRA  COST 

STANDARD 

STANDARD 

STANDARD 

EPA  PASSENGER 
APARTMENT  VOLUME 

89  CU  FT 

90  CU  FT 

82  CU  FT 

89  CU.  FT 

89  CU.  FT 

ALUMINUM 
ALLOY  WHEELS 

STANDARD 

EXTRA 
COST 

EXTRA 
COST 

STANDARD 

STANDARD 

AIR 

CONDITIONING 

STANDARD 

EXTRA 
COST 

EXTRA 
COST 

STANDARD 

DEALER 
INSTALLED 
OPTION 

.EATHER-WRAPPED 
STEERING  WHEEL 

STANDARD 

NOT 
AVAILABLE 

EXTRA 
COST 

DEALER 
INSTALLED 
OPTION 

NOT 
AVAILABLE 

LEATHER  SEATING 
AREAS 

STANDARD 

EXTRA 
COST 

NOT 
AVAILABLE 

STANDARD 

NOT 
AVAILABLE 

MSRP" 

$12,131 
(FO  B  ) 

$11,240 

(P.O.E.) 

$13,105 
(POE  ) 

$14,850 
(POE.) 

$12,700 
(POE.) 

For  years  foreign  car  manufacturers  have 
boasted  about  their  gas  mileage,  standard 
features  and  interiors.  But  now,  there's  a 
car  that  beats  the  imports  at  their  own 
game.  Cimarron  by  Cadillac. 

As  the  chart  shows,  Cimarron  has 
features  the  imports  have,  plus  Cadillac 
comfort  and  convenience,  with  reclining 
body-contoured  bucket  seats  and 
perforated  leather  seating  areas.  Cimarron 
has  front-wheel  drive,  just  as  the  Cadillac 
Eldorado  and  Seville  do.  It  comes  with 
Cadillac's  exclusively  tuned,  road-hugging 
touring  suspension  and  a  four-speed 
manual  transmission  including  overdrive. 
What's  more,  Cimarron  behaves  like  a 
civilized  car  should.  Nimble  .  .  .  easy  to 
maneuver .  .  .  with  a  smooth,  refined  ride. 

If  you've  been  thinking  about  buying  an 
import,  it's  time  to  re-think  your  decision. 
It's  time  for  Cimarron. 

Due  to  limited  initial  production, 
Cimarron  is  not  available  at  all  Cadillac 
dealers  at  this  time. 


ated  mpg  for  comparison  Your  mileage  may  differ  depending  on  speed,  distance,  weather  Actual  highway  mileage  lower 
ire  equipped  with  GM-built  engines  produced  by  various  divisions  See  your  Cadillac  dealer  for  details, 
irer's  Suggested  Retail  Price  including  dealer  prep,  as  of  3/31/81.  Tax.  license,  destination  charges  and  optional  equipment 
Destination  charges  vary  by  location  and  may  affect  this  comparison  Level  of  standard  equipment  varies. 


A  NEW  KIND  OF  CADILLAC 
FOR  A  NEW  KIND  OF  CADILLAC  OWNER 


•$  C.  Brewer  &  Company 
finds  it  a  great  place  to  grow. 


C.  Brewer  has  been  growing  with  Hawaii  for 
more  than  154  years.  The  company's  most  valu- 
able resource  is  143,000  acres  of  Hawaiian  land. 
Its  biggest  challenge  —  to  use  it  productively  and 
wisely. 

Today  C.  Brewers  plantations  produce  400 
million  pounds  of  raw  sugar  yearly,  but  this  is 
only  one  part  of  its  diversified  agribusiness  oper- 
ation. C.  Brewer  is  the  world's  largest  grower  and 
marketer  of  macadamia  nuts,  and  its  orchards 
are  being  expanded  by  1,000  acres  each  year  to 
meet  demand  for  the  Mauna  Loa®  label. 
C.  Brewer  also  is  a  major  international 
distributor  of  molasses,  and  its  other  ag- 
ribusiness activities  range  from  spices 
and  coffee  to  chemicals  and  fertilizers. 

While  diversifying  its  agricultural 


m 

International 


acreage,  C.  Brewer  is  moving  ahead  with  selective 
development  of  residential  and  commercial 
properties  on  the  islands  of  Hawaii,  Kauai  and 
Maui. 

Through  responsible  use  of  its  resources, 
C.  Brewer  is  an  important  contributor  to  the  suc- 
cess of  IU  International,  its. corporate  parent.  IU's 
other  interests  include  transportation,  environ- 
mental, distribution  and  industrial  services  — 
which  produce  more  than  $2  billion  in  annual 
revenues. 

For  more  information  on  Hawaiian 
agribusiness,  write  John  W.  A.  Buyers, 
President,  C.  Brewer  and  Company,  Fort 
&  Queen  Streets,  Honolulu,  HI  96805. 
For  more  about  IU,  write  IU  Corporate 
Affairs,  1500  Walnut  Street,  Phila.,  PA  19102. 
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YOU'RE  SO  STRONG ,  BRAD  , 
SO  WILLING  TO  SACRIFICE.  SO 
LIKABLE  AND  RESOURCEFUL... 
YOU  SHOULD  BE  OUT 
ON  YOUR  OWN. 


Zfl  80A0N    £dV  mum 


YOU'RE  RIGHT . 

J         ;W.  1  8 1881 

mum 


PERHAPS  THE 
ONLY  LUXURY 
COUPE  WHOSE 
PERFORMANCE 

LIVES  UP 
10  ITS  PRICE. 


certain  coupes  equipped 
with  larger,  V-8  engines. 
LUXURY  THAT  GOES 

DEEPER  THAN 
SURFACE  AMENITIES. 
Even  while  the  633CSi 
embodies  all  of  the  ameni- 
ties, all  of  the  creature  com- 
forts one  expects  in  a  super- 
lative European  automobile 
—even  while  it  is  a  car  honed 
and  polished  to  the  limits  of 
human  finesse— one  noted 
automotive  journalist  insists 
"...The  real  beauty  of  this 
car  is  under  the  sheet  metal, 
hidden  in  corners  that  will 
probably  be  explored  only  by 
your  mechanic." 

A  suspension  system  con- 
sidered to  be  one  of  the 
most  advanced  in  the  world 
provides  a  seemingly 
magnetic  road-holding  abil- 
ity. Even  when  buffeted  by 
crosswinds,  the  633CSi  re- 
mains comfortingly  stable. 

A  5-speed  manual  trans- 
mission (inexplicably  absent 
in  most  other  "luxury  sport 
coupes") allows  the  exhilara- 
tion of  working  in  total  con- 
cert with  the  car  itself.  And 
provides  increased  highway 
fuel  efficiency  as  well.* 
(Automatic  is,  of  course, 
available.) 

Indeed,  the  sole  disheart- 
ening aspect  of  the  1981 
BMW633CSi  is  that,  this 
year,  our  engineers  will  pro- 
duce a  mere  900  for  the 
entire  continent  of  North 
America. 

If  you  find  the  notion  of 
owning  such  an  automo- 
bile more  than  a  little  in- 
triguing, call  your 
nearest  BMW 
dealer,  and  he'l 
arrange  a  thor- 
ough test  drive 

THE  ULTIMATE  DRIVING  MACHINE. 

BMW  MUNICH. GERMANY 

°For  example. the  633CSi(with  5-speed  standard  transmission)now  delivers  Q6]  EPA  estimated  mpg.25  estimated  highway  mileage  (Naturally,  our  fuel  efficiency  figures  are  for  comparison 
purposes  only  Your  actual  mileage  may  vary,  depending  on  speed,  weather  and  trip  length  Your  actual  highway  mileage  will  most  likely  be  lower  )©  1981  BMW  of  North  America.  Inc  The 
BMW  trademark  and  logo  are  registered  trademarks  of  Bayensche  Motoren  Werke.  A  G. 


Over  the  last  decade,  the 
purchase  of  a  luxury  sports 
coupe  has  progressively 
become  an  investment  of 
diminishing  returns. 

For,  while  the  prices  of 
some  of  the  most  exalted 
coupes  have  virtually  tri- 
pled, their  performance  ca- 
pabilities have,  to  say  the 
least,  not  kept  pace.  Debili- 
tated by  a  myriad  of  pollu- 
tion controls  and  fuel  effi- 
ciency requirements. 

With,  that  is,  one  well- 
documented  exception.  The 
BMW633CSi. 

A  car  with  an  engineering 
concept  so  basically  sound 
that  it  has  not  merely 
survived  difficult  times,  but 
has  prospered  in  them. 


A  GRAND  TOURING 
COUPE  STILL 
WORTHY  OF  THE  NAME. 
While  some  of  the  world's 
most  exalted  luxury  coupes 
were  drastically  re-engineer- 
ed  in  an  effort  to  make 
them  socially  responsible, 
the  story  of  the  633CSi  has 
been  one— not  of  radical 
change— but  of  considered 
improvement. 

It  is,  therefore,  small 
wonder  that  in  comparing 
this  car— even  to  its  impres- 
sive BMW  predecessors- 
Car  and  Driver  magazine 
said  of  the  633CSi,"...You 
lift  your  driving  to  its  stan- 
dards. Because  it  is  tighter, 
sharper,  more  immediate— 
and  faster  in  every  way." 


THE  BMW  POWER  PLANT 
AN  AUTOMOTIVE 
PARADOX. 

In  1975, when  other  auto- 
makers seemed  forever 
committed  to  the  carbure- 
tor. BMW  abandoned  it 
totally,  in  favor  of  a  comput- 
erized fuel  injection  system. 

A  replacement  of  such 
consequence,  it  resulted  in 
an  apparent  mechanical  ' 
contradiction— an  engine 
which  not  only  performed 
with  more  power  but  with 
more  efficiency  as  well. 

A  6 -cylinder  engine  that 
generates  nearly  one  horse- 
power per  cubic  inch— a 
ratio  almost  unheard  of  in 
road  cars— accelerating  the 
633  CSi  even  faster  than 


England,nowonly$3.00 


We  just  reduced  the  price  of 
jloing  business  with  England. 
The  new  low  rate  is  $3.00  for  a 
^-minute  call  when  you  dial  the 
;all  yourself,  Monday  to  Saturday, 
5a.m.  to5  p.m.  And  it's  only$2.40 
ill  other  times.  A  nice  price  to 
5ay  for  the  fastest  way  to  close  a 
ieal  today. 

If  you  don't  have  International 
Dialing  in  your  area,  you  still  get 
he  same  low  rate  as  long  as  it's  a 
;imple  Station  phone  call. 
Person-to-person,  credit  card 
ind  collect  calls,  for  example,  cost 
nore  because  they  require  special 
)perator  assistance.)  Just  tell  the 
ocal  Operator  the  country,  city, 
ind  telephone  number  you  want. 
Here's  how  to  dial  London: 


Oil  +  44  +  1  +  LOCAL  NUMBER 

(If  you  are  calling  from  a 
Touch-Tone*  telephone,  press  the 
"#"  button  after  dialing  the  entire 
number.  This  will  speed  your 
call  along.) 

Only  $3.00  to  close  a  deal  on 
the  spot.  What  a  nice  surprise! 
Or,  as  they  say  in  England, "That 

takes  the  biscuit!'    ademark  of  AT&T  Co. 

Want  to  know  more?  Then  call  our 
International  Information  Service,  toll  free 

1-800-874-4000 

In  Florida,  call  1-800-342-0400 


Bell  System 


INITIAL  3-MINUTE  DIAL  RATES 


FROM  THE  U  S 
MAINLANDT0 

DAY  RATE 

LOWER  RATE 

Austria 

$4.05 

—  A 

Belgium 

4.05 

$3.15  B 

Denmark 

4.05 

3.15  B 

Finland 

4.05 

3.15  B 

France 

4.05 

—  A 

Germany 

4.05 

3.15  C 

Greece 

4.0b 

—  A 

Ireland 

3.00 

2.40  B 

Italy 

4.05 

3.15  B 

Luxembourg 

4.05 

3.15  B 

Monaco 

4.05 

—  A 

Netherlands 

4.05 

3.15  B 

Norway 

4.05 

3.15  B 

roriugai 

o.  1  D  D 

San  Marino 

4.05 

3.15  B 

Spain 

4.05 

3.15  B 

Sweden 

4.05 

3.15  B 

Switzerland 

4.05 

—  A 

United 

Kingdom 

3.00 

2.40  B 

Vatican  City 

4.05 

3.15  B 

A)  No  lower  rate  period 

B)  Nights  5pm-5am&Sunday 

C)  Nights  5pm-5am  only 

Thecharge  for  each  additional 
minuteisl/3theinitial  3-min. 
dial  rate.  Federal  excise  tax  of 
2%  isadded  on  all  calls  billed 
in  the  United  States. 
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MTRODUCM 
IT  LETS  US  HANDL 

BY  HANDUN 


America  moves  106  billion  pieces  of 
mail  a  year,  and  the  volume  is  growing. 
That's  not  surprising  when  you  consider 
that  the  New  York  Metropolitan  area  alone 
handles  as  much  mail  as  all  of  England.  Or 
that  the  largest  weekly  magazine  didn't 
even  exist  30  years  ago. 

The  fact  is,  we  move  38  billion  more 
pieces  of  mail  a  year  than  when  we  first 
introduced  ZIP  Codes  back  in  1963.  Three 
years  of  intensive  investigation  showed  that 
a  better  way  to  handle  all  this  mail  was  to 
handle  it  less.  In  other  words,  automate. 
And  to  make  the  best  use  of  automation, 
we'll  soon  be  asking  you  to  add  four  more 
numbers  to  your  current  ZIP  Codes. 

HOW  FOUR  MORE  NUMBERS  WILL  HELP. 

The  current  ZIP  Code  in  an  address 
identifies  a  particular  Post  Office.  That's  all. 
By  adding  four  more  numbers,  we  can  fur- 
ther pin-point  mail  delivery  and  make  ZIP 


Codes  incredibly  precise.  That  allows  us 
make  greater  use  of  the  latest  technolog 
using  optical  character  readers  and  bar 
code  readers  to  automate  sorting  the  ma 
(Down  to  a  specific  letter  carrier  or  indiv 
ual  company.)  Automating  our  sorting 
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process  lets  us  reduce  handling  tremen- 
dously, which  will  enable  our  postal  worl 
ers  to  achieve  a  substantial  increase  in 
efficiency. 

And  since  labor  costs  account  for  8£ 
out  of  every  dollar  we  spend,  the  savings 
should  be  significant.  (Even  though  we'v 
reduced  the  work  force  through  attrition  | 
74,000  employees  in  the  last  10  years,  ou; 
current  biweekly  payroll  is  about  half  a  b 
lion  dollars.)  In  fact,  we  expect  to  reduce 
costs  by  $597  million  the  first  full  year  thi 
system  is  in  complete  use. 
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IP  PLUS  4. 
(ORE  MAIL 

r  LESS. 


WHAT'S  IN  IT  FOR  YOU? 

'IP  Plus  4  Codes  will  help  us  do  a 
•  job  for  less  money.  The  accuracy, 
istency,  and  efficiency  of  your  mail 
ry  will  go  up,  and  the  size  and 
ency  of  postage  rate  increases  will 
wn. 

n  fact,  we'll  even  help  businesses 
up  their  cost  of  switching  over  to  the 
jystem.  We've  proposed  a  half-cent 
unt  per  First-Class  letter  or  card  for 
who  use  ZIP  Plus  4  in  an  acceptable 
t  and  mail  in  quantities  of  500  or  more. 

I  WE'LL  HELP  YOU  GET  STARTED. 

bur  representatives  are  calling  on 
puterized  mailers  now  and  offering 
Die  tapes  they  can  use  to  help  them 
lop  software  for  their  computer  pro- 
s.  Audited  computer  tapes  of  the 

entire  national  ZIP  Plus  4  direc- 
tory are  now  available. 
Business  and  govern- 
ment agencies  with 

unique  codes,  Post 
Office  box  holders, 
/  and  business-reply  permit 
holders  are  being  notified  of 
ZIP  Plus  4  Codes.  For  mailers  with 
computerized  lists  of  500  or  more 
esses,  we  will  provide  the  additional 
[5lus  4  Codes  on  request. 
Later,  other  businesses  and  house- 
s  will  be  notified  by  mail  of  their  ZIP 


Plus  4  Codes  and  get  ZIP  Plus  4  stickers 
they  can  use  to  notify  others. 

We'll  also  have  a  special  toll-free  800 
number  people  can  call  to  get  the  new  ZIP 
Plus  4  information.  And  printed  state  direc- 
tories will  be  available,  too. 

For  additional  information,  contact 
your  Postmaster  or  Customer  Service 
Representative. 

WE  CAN'T  DO  IT  WITHOUT  YOU. 

We  expect  the  new  ZIP  Plus  4  Codes  to 
be  as  successful  as  the  current  ZIP  Codes. 
And  the  current  ZIP  Codes  are  so  widely  ac- 
cepted, they're  now  on  97%  of  the  mail. 

Use  of  ZIP  Plus  4  is  totally  voluntary.  In 
fact,  William  F.  Bolger,  our  Postmaster 
General,  says,  "If you  don't  like  it,  you  don't 
have  to  use  it.  The  choice  is  yours." 

We're  currently  handling  around  380 
million  pieces  of  mail  every  business  day. 
And  eighty  percent  of  it  comes  from  busi- 
ness and  government.  So  you  can  see  that 
your  cooperation  is  really  essential,  if  the 
new  ZIP  Plus  4  Codes  are  going  to  work. 

ZIP** 
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60  Cover  Story:  The  Right 
Stuff  is  the  essence  of  entre- 
preneurs as  well  as  of  as- 
tronauts. How  do  venture 
capitalists  spot  it? 


32  Air  fare  discounters 
"It's  like  pot:  it's  illegal  but 
no  one  gets  busted. " 


42  Racehorse  Maynes:  "I 
prepare  every  case  like  a 
sovereign  was  trying  to  kill 
my  client. " 


31  Gold: 

A  Time  To  Buy,  A  Time  To  Sell 

Is  this  the  time  to  buy?  Definitely  not,  says 
one  commercial  banker  who  acts  more  like  a 
street-smart  gold  trader.  In  fact,  he  says,  the 
conditions  that  caused  the  phenomenal  rise 
in  the  price  of  gold  in  late  1979  and  early  1980 
may  never  come  again. 

32  Airlines: 

Bucket  Shops  Of  The  Air 

Europe's  hectic  airline  ticket  discount  outlets 
are  technically  illegal.  But  last  year  alone  this 
form  of  de  facto  deregulation  cut  around  $2 
billion  off  official  international  air  fares. 

34  Airlines: 

What's  Freddie  Laker  Up  To  Now? 

Four  years  ago,  his  Skytrain  service  shook  the 
temple  of  cartel-set  air  fares.  Sir  Freddie's 
latest  idea  may  bring  down  the  walls 
altogether. 

35  Companies: 

First  National  Bank  Of  Boston 

Few  people  realize  it,  says  one  analyst,  "but 
that  bank  has  been  a  swinger  for  the  past  50 
years."  It's  also  become  a  moneymaker  by 
lending  to  customers  the  Cabots  and  the 
Lowells  would  never  speak  to. 

36  Oil: 

Who's  Ahead  In  Enhanced  Recovery? 

The  technology  of  squeezing  the  last  precious 
drop  of  oil  from  the  ground  promises  a  basic 
reshaping  of  the  U.S.  oil  industry. 

38  Mergers: 

The  Battle  For  Conoco 

Long  before  the  dust  settles,  there  are  already 
some  sure  winners. 

42  Profiles: 

Richard  (Racehorse)  Haynes 

In  25  years  at  the  bar,  he  has  become  one  of  a 
select  group  of  legendary  trial  lawyers.  In  his 
investments,  he  has  built  a  net  worth  of  $15 
million  the  same  way  he  picks  a  jury. 

48  Companies: 

Great  Atlantic  &  Pacific  Tea  Co. 

Did  the  rich  uncle  from  Germany  get  taken? 
If  you  think  that,  you  don't  know  much  about 
the  rich  uncle. 


50  The  Up-And-Comers: 
Docutel  Corp. 

"I  created  the  damn  industry  and  I  very  nearly 
destroyed  it  for  us,"  says  Jack  Meredith.  He 
also  learned  a  classic  business  lesson.  Indeed, 
what  happened  to  Meredith's  Docutel  couldl 
happen  to  any  fast-growing  entrepreneurial! 
company. 

54  The  Up-And-Comers: 
Nutri/System 

Harold  Katz  has  a  flair  for  the  dramatic — like 
laying  out  $12  million  of  his  own  money  for 
the  Philadelphia  76ers.  He  also  has  a  keen 
perception  of  the  marketing  uses  of  human 
vanity. 

56  Companies: 

Commercial  Alliance 

Venture  capital  money  can  flow  into  the  most 
mundane  of  fields.  Consider  the  Palitz  broth- 
ers and  their  hot  little  leasing  company. 


60  Cover  Story: 

Do  You  Have  The  Stuff? 

Most  of  us  drift  through  life  with  Walter 
Mitty  dreams,  half  believing  that  one  day  we 
will  come  up  with  a  monumental  invention, 
start  a  dynamic  company  or  write  a  bestseller. 
Most  of  us,  alas,  will  never  do  it.  Yet  it 
happens  every  day.  All  it  takes  is  uncommon 
courage,  enormous  self-confidence  and  an  ex- 
traordinary will  to  win. 


64  Venture  Capital: 
Sidney  Wachtel 

Wachtel  &.  Co.  has  had  a  long  string  of  suc- 
cesses, but  its  founder  still  pinches  every 
penny  and  expects  the  entrepreneurs  he 
backs  to  do  the  same.  Says  he:  "We  like  to 
make  them  sweat." 

66  Taxing  Matters: 
Tuition  Tax  Credits 

Albert  Shanker  doesn't  like  it.  Congress 
would  like  to  sweep  it  under  the  rug.  But  a  lot 
of  voters  love  it,  and  that's  why  it  just  won't 
go  away. 

67  Companies: 
Richardson- Vicks  Inc. 

Shorn  of  its  Merrell  prescription  drug  divi- 
sion, it's  a  good  deal  smaller  these  days,  as 
well  as  a  good  deal  more  profitable  and  consid- 
erably more  tranquil. 
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I-WAS/':  While  James  Wood 
wis  busy  catching  up,  says 
wa  competitor,  "everybody 
\else  is  still  moving  ahead. " 


67  Richardson-Vicks:  Test- 
ing an  old  adage  about  fat 
men  and  thin  men. 


98  The  Money  Men  "Cash 
has  no  value  " 


Faces  Behind  The  Figures 

71  Harold  Goldstein, 

Promoter 

71  George  Warde, 

Continental  Air  Lines 

71  Bruce  Sundlun, 

Outlet  Co. 

72  James  Calvano, 

Avis 

72  Andrew  Racz, 

Racz  International 

73  Robert  W.  Scherer, 
Georgia  Power  Co. 

74  Kenneth  L.  Smith, 
Department  of  the  Interior 
74  Dorothy  Berry, 
Arnold  Benihard  &  Co. 

83  Government: 

Ray  Thorne  And  The  Undeserving  Poor 

Can  you  cut  government  social  spending 
without  hurting  the  truly  needy?  Oregon's 
employment  division  administrator  has 
proven  that  you  most  definitely  can. 

84  Personal  Affairs 

Moving  to  meet  the  Japanese  challenge,  De- 
troit's Big  Three  are  now  turning  out  cars 
that  can  hold  their  own  in  cost,  mileage, 
power  and  luggage  capacity  against  the  off- 
shore competition.  Also:  how  to  find  rich 
uncles  and  good  neighbor  SAMs;  and  the  art 
of  buying  art. 

94  Statistical  Spotlight: 

When  The  Prime  Comes  Down 

When  it  does,  it  will  probably  set  off  a  stock 
market  rally  with  interest-rate  sensitive  is- 
sues at  the  front  of  the  pack.  Forbes  picked 
the  brains  of  several  leading  analysts  and 
came  up  with  37  issues  likely  to  be  among 
the  leaders. 


98  The  Money  Men: 
Robert  Van  Kampen 

Even  at  Monopoly,  he  plays 
business,  he  found  a  niche 
market  and  built  a  fortune. 


for 
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blood.  In 
crowded 


100  The  Streetwalker: 
Sears'  Supply-Siders 

Since  January  the  stock  prices  of  Sears,  Roe- 
buck's six  biggest  suppliers  have  risen  a  col- 
lective 42% . 
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Side  Lines 


Do  you  sincerely . . .  ? 

People  play  with  new-issue  stocks 
partly  as  a  vicarious  substitute  for 
being  an  entrepreneur  (thanks,  col- 
umnist Srully  Blotnick).  Vicarious 
experiences  aside,  do  you  have 
what  it  takes  to  run  your  own  com- 
pany? What  makes  an  entrepre- 
neur? Our  West  Coast  Bureau  Man- 
ager John  Merwin  put  that  ques- 
tion to  the  most  successful  venture 
capitalists  in  the  country.  Mer- 
win's  article  begins  on  page  60. 
Test  your  dreams  against  it. 

Winners  and  losers 

A  lot  of  smart  professionals  sold  Conoco  during  the  first  quarter  of 
this  year;  they  saw  the  oil  glut  coming.  But  a  lot  of  other  smart 
professionals  bought  Conoco  precisely  because  the  others  had  sold  it 
down  to  a  bargain  level.  Along  came  Seagram,  Du  Pont,  et  al. :  Chalk 
one  up  for  the  low-P/E  contrarians.  See  page  38. 

And  talking  about  oil  stocks:  If  the  managements  of  Texaco  and 
Mobil  feel  that  Conoco  is  worth  upwards  of  $85  a  share,  what  about 
their  own  stocks,  selling  around  35  and  31,  respectively?  Aren't  they 
better  buys?  Didn't  Mobil  learn  anything  from  the  Marcor  disaster 
(Forbes,  June  11,  1979)7.  Texaco  has  been  buying  its  own  bargain- 
priced  stock  on  a  relatively  modest  scale  and  Gulf  on  a  slightly  larger 
scale.  Yet  neither  has  dared  to  follow  the  imaginative  moves  of  people 
like  Henry  Singleton  of  Teledyne  and  Boone  Pickens  of  Mesa  Petro- 
leum in  radically  recapitalizing  their  companies  for  the  benefit  of 
stockholders.  Shrinking  the  capitalization  on  a  grand  scale  would  do 
more  for  share  earnings,  asset  value  and  market  price  than  the 
acquisition  of  Conoco  at  a  huge  premium  to  the  market.  It  would  also 
avoid  antitrust  problems.  But  why  am  I  so  naive?  When  choosing 
between  benefiting  their  stockholders  and  climbing  higher  on  the 
"500"  lists,  we  all  know  how  too  many  managements  will  go. 

A  plug 

Once  in  a  while  an  editor  comes  across  an  article  that  defines  what 
great  journalism  should  be.  Such  a  near-perfect  piece — "Among  the 
Believers:  An  Islamic  Journey" — appeared  in  the  July Atlantic.  Written 
by  that  first-rate  novelist  V.S.  NaipaulM  Bend  in  the  River,  Guerrillas),  it 
is  long  but  so  packed  with  insights  and  vivid  scenes  that  it  won't 
seem  long  to  anyone  interested  in  the  Third  World.  Naipaul  describes 
Iran's  Hanging  Mullah  joking  about  the  brutal  execution  of  an  aged 
former  prime  minister.  In  his  brilliant,  economical  writing,  Naipaul 
illuminates  Iran:  a  country  ruled  by  bloodthirsty  clowns.  In  the  August 
Atlantic  he  moves  on  to  Pakistan.  Don't  miss  either  issue. 

The  future 

This  issue  marks  the  start  of  my  twenty-first  year  as  Editor,-  my  first 
issue  was  dated  Aug.  1,  1961.  Two  decades!  But  looking  forward  is 
better  than  looking  back  and  I'd  like  to  say  this:  The  biggest  differ- 
ence between  now  and  then  on  this  magazine  is  the  tremendous 
increase  in  the  number  of  bright,  motivated  young  people  who  go  into 
business  journalism.  If  some  of  them  are  as  good  as  I  think  they  are, 
Forbes  will  have  no  trouble  keeping  up  its  standard  and  will,  in  fact, 
be  a  better  magazine  five  years  from  now  than  it  is  today. 


Editor 


6 


FORBES,  AUGUST  3,  1981 


If  MERRILL  LYNCH  WHITE  WELD 


CAPITAL  MARKETS  GROUP 
REPORT: 


era 


THE  FACTS: 

Merrill  Lynch  strategists  proposed 
a  productivity  thesis  back  when 
supply-siders  were  still  a  minority. 

The  purpose  of  Merrill  Lynch's  invest- 
ment strategy  group  is  to  look  into  the  future— 
I  ;and  be  right  about  it.  Some  three  years  ago,  for 
!  instance,  we  saw  the  need  to  damp  down 
inflation,  and  predicted  that  increased  produc- 
tivity would  play  a  key  role  in  the  solution. 

Now  that  supply-siders  have  become  a 
majority  in  Washington,  this  viewpoint  has 
become  commonplace.  But  Merrill  Lynch 
accounts  were  alerted  three  years  ago,  and  were 
able  to  take  advantage  of  it  with  investments  in 
computers,  semi-conductors,  instrumentation 
stocks  and  the  like. 

They  also  heard  our  opinion,  early  in 
1980,  that  the  boom  in  oil  stocks  was  coming  to 
an  end.  Many  on  Wall  Street  scoffed... loudly, 
but  not  for  long. 

Looking  ahead,  we  see  things  like  a  baby 
boom  in  the  mid-1980s.  This  will  be  caused  by 
the  increased  number  of  women  of  childbearing 
age,  and  the  likelihood  that  the  current  low 
birth  rate  will  reverse  as  they  approach  the  age 
of  35.  The  result  is  the  creation  of  whole  new 
industries  dedicated  to  saving  the  working 
mother  time,  with  good  times  ahead  for 
makers  of  microwave  ovens,  prepared  foods 
and  children's  products. 

We  also  see  a  promising  outlook 
for  industries  in  water  conservation 
and  distribution,  and  a  brighter  out- 
look for  the  bond  market. 

Our  investment  strategy 
reports  have  a  circulation  of  25,000 
copies;  they're  one  of  the  most  widely 
read  information  sources  on  Wall  Street. 
By  looking  forward,  we  help  corporations 
decide  when  to  issue  what  kinds  of  securi- 
ties, and  help  institutions  choose  what  assets 
to  seek  out.  By  looking  forward  with  us,  you 
can  get  a  better  fix  on  where  you  should  be 
five  years  from  now. 

And  having  a  good  idea  where  you're 
going  sure  makes  it  easier  to  get  there. 

IF  YOU  THINK  THE  FACTS  ARE  IMPRESSIVE, 
WAIT  UNTIL  YOU  HEAR  THE  THINKING  BEHIND  THEM 


Merrill  Lynch 


Merrill  Lvnth,  Pierce,  Fcnner  &  Smith  Inc. 


THE  FIGURES: 

"We  think.  We  look  at  the  future.  We 
sometimes  go  against  the  tide.  And  we 
do  it  very  carefully,  in  a  disciplined  way." 

Richard  )  Hoffman,  Managing  Director, 
Chief  Investment  Strategist 

"It's  a  highly  disciplined  approach  in  that 
we  have  a  totally  open  mind.  We  do  not  take 
anything  for  granted  or  at  face  value.  Everything 
is  questioned. 

"We  take  the  information  that  we 
develop  from  money  market  figures,  economct 
ncs,  economic  forecasts,  human  nature— and  we 
develop  an  overall  investment  strategy  hased  on 
what  we  think  is  going  to  happen  in  the  future 

"We  try  to  develop  areas  where  the  flow 
of  resources  is  going,  and  get  in  the  way  of  what 
might  he  developing  as  primary  demands'.' 


A  breed  apart 


Trends 


Edited  By  John  A.G)nway 


lime  at  the  tube 

Television  viewing  is  at  an  alltime 
high  but  children  are  watching  less  of 
it,  according  to  a  new  sounding  by 
Nielsen.  Preschoolers  spent  a  little 
more  than  29  hours  a  week  at  the  tube 
in  1980,  the  survey  showed,  compared 
with  close  to  33  hours  in  1979;  the  6- 
to-11  audience  put  in  253A  hours  a 
week,  down  from  29  hours.  Peggy 
Charren,  president  of  Action  for  Chil- 
dren's Television,  a  Boston-based 
battler  for  improved  programs  for 
tots,  thinks  the  numbers  indicate  that 
parents  are  deciding  that  too  much 
TV  is  bad  for  the  brood.  Women  are 
the  winners  over  men  in  every  adult 
age  bracket,  with  those  over  55  at  the 
head  of  the  parade  with  an  average  of 
38'/2  hours  a  week.  The  35-to-54 
group  stared  at  their  screens  for  about 
33  Vz  hours  a  week;  women  18  to  34 
put  in  about  30  hours.  ACT's  Charren 
was  surprised  most  by  Nielsen's  find- 
ing that  while  an  average  household 
watched  TV  6  hours  and  35  minutes  a 
day,  those  with  cable  put  in  7Vz  hours. 
"I  had  thought  people  with  cable  TV 
would  be  more  selective.  I  didn't 
think  people  could  possibly  watch 
more  TV  than  6V2  hours  a  day." 

Who  needs  demand? 

Uncle  Sam  is  putting  two  new  gold 
medallions  on  sale  despite  the  col- 
lapse of  gold  prices  and  the  fact  that 
more  than  900,000  of  the  1.5  million 
minted  last  year  went  begging.  High 
interest  rates  and  the  strong  dollar 
have  pushed  gold  from  $630  an  ounce 
down  to  about  $400  in  the  last  year, 
leaving  buyers  of  the  1980  medallions 
with  a  paper  loss  of  $230  apiece  on 
those  they  have.  The  Treasury,  which 
makes  the  things  only  because  Con- 
gress ordered  it  to,  plans  no  new  mar- 
keting pushes,  and  will  sell  the  new 
ones  through  post  offices.  The  1- 
ounce  medal  (honoring  Mark  Twain) 
will  go  for  the  daily  gold  price  plus 
$  14,  the  half-ounce  Willa  Cather  mod- 
el for  the  gold  price  plus  $7.  The  law 
says  the  Treasury  must  keep  putting 
out  the  medals  for  at  least  five  years. 
Next  year's  honorees:  Frank  Lloyd 
Wright  and  Louis  Armstrong. 

Japan's  car  prices 

The  debate  over  why  Japan's  auto- 
makers can  undersell— and  outsell — 
Detroit  keeps  boiling.  Representative 
Les  Aspin,  the  Wisconsin  Democrat, 
has  now  weighed  in.  The  edge  in  Ja- 


pan's labor  costs  (which  he  puts  at 
about  $7  an  hour  in  wages  and  fringe 
benefits)  is  completely  canceled  out 
by  the  outlay  for  shipping  and  import 
tariffs,  he  argues,  yet  the  Japanese  still 
have  an  advantage  of  $1,500  on  the 
sticker  price.  The  explanation,  he 
says,  is  better  management.  Marina 
Whitman,  the  General  Motors  econo- 
mist, sees  things  a  little  differently. 
For  one  thing,  she  has  little  taste  for 
the  whole  debate:  "Trying  to  divide 
up  the  blame  is  not  terribly  produc- 
tive." She  concedes  that  a  Japanese 
car  lands  in  San  Francisco  with  a  price 
edge  of  $1,000  to  $1,500  but  she  puts 
the  cost  of  ocean  shipping  and  tariffs 
at  about  $500.  So  where  does  the  edge 
come  from?  "You  can  divide  the  pie 
any  way  you  want,"  she  says.  Japan's 


GM's  Marina  Whitman 
Blame  is  beside  the  point. 

lower  wage  costs,  in  her  view,  prob- 
ably account  for  about  half  of  it,  but 
she  also  cites  higher  productivity  in 
Japan,  the  strong  motivation  of  its 
workers,  Japan's  newer  plants  and 
lower  materials  costs  as  factors. 
Aspin's  claim  of  better  management 
could  also  be  on  the  list,  she  says,  but 
so  could  "all  of  the  above." 

Sauce  for  the  Senator 

The  Army  got  the  needle  from  Sena- 
tor William  Proxmire  when  he  gave  it 
his  latest  Golden  Fleece  award  for 
spending  $6,000  to  study  how  to  buy 
Worcestershire  sauce  (which  retails  at 
$1.50  for  15  ounces).  The  Army's  re- 
tort: The  study  can  save  up  to  2V2 
cents  on  each  of  the  million  bottles  it 
buys  each  year,  a  $25,000  return. 


Will  unions  unite? 

"Solidarity  Forever"  may  be  labor 
battle  hymn  but  unions  seem  to  havl 
shied  away  from  mergers  that  coulil 
maintain    their    eroding  strength! 
(Membership  as  a  share  of  the  worl 
force  dropped  from  28%  to  24%  be| 
tween  1968  and  1978.)  Actually,  l! 
mergers  have  occurred  since  1971 
within  the  AFL-CIO,  which  now  inl 
eludes  102  unions,  but  most  hav'l 
been  relatively  small.  The  1979  tie-uJ 
of  Meatcutters  and  Retail  Clerks  intel 
the  United  Food  and  Commercial 
Workers  was  notable  because  it  result  I 
ed  in  a  1.3-million-member  rosterl 
One  reason  cited  for  the  reluctance  tcl 
merge  is  the  entrenched  leaders  of  the! 
big  groups,  who  hate  to  lose  clout  [ 
another  is  the  inflexible  and  comple>| 
structure  of  local  unions,  contractsl 
and  dues.  "Someone  has  to  say  they'll! 
be  number  two,"  comments  Audre>| 
Freedman,  a  labor  expert  with  thtl 
Conference  Board,  the  economic  re-l 
search  group.  The  future  could  bring  al 
change,  however,  and  the  urge  tol 
merge  may  take  hold  if  membershipl 
continues  to  shrink.  "It  takes  hard-l 
ship  to  move  things,"  says  Robert! 
Zager,  vice  president  of  the  Work  in  I 
America  Institute,  a  New  York-area| 
labor-research  organization. 

The  gift  of  tongues 

Combining  the  American  preference  I 
for  working  only  in  English  with  the 
transatlantic  time  difference,  a  Lon- 1 
don  firm,  Technical  Translation  Inter- 
national, plans  to  open  a  New  York 
office  this  month  offering  overnight 
service.  Mike  Mason,  who  runs  TTI, 
promises  that  1,000  words  handed  in 
by  5:30  p.m.  in  New  York  will  be  back 
in  the  language  of  your  choice  the 
next  morning,  at  a  cost  of  $120  for 
French  into  English.  Most  300-word 
assignments  made  before  lunch  will 
be  back  in  an  hour,  he  says.  One  fac- 
tor in  Mason's  plan  is  the  five-hour 
time  lag,  which  will  let  his  London 
translators  work  in  daylight  while 
New  York  sleeps.  London,  he  says,  is 
a  headquarters  for  top-line  translators 
and  his  office  is  within  "shouting  dis- 
tance of  the  BBC's  World  Service 
base,  a  hive  of  freelance  linguists. 
TTI's  word-processing  machines  can 
handle  11  languages,  but  Mason  can 
work  in  60  others.  What  does  he  ex- 
pect from  his  American  customers? 
Two-thirds  of  his  business,  Mason 
thinks,  will  be  putting  English  into 
other  tongues,  with  French  in  the 
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ead,  followed  closely  by  German, 
panish  and  Arabic  (tbe  last,  inciden- 
ally,  at  50%  extra).  Mason  should 
lave  a  future.  The  Modern  Language 
Association  expects  its  latest  campus 
urvey  to  show  that  only  20%  of  U.S. 
.olleges  require  a  foreign  language  for 
3  ldmission,  perhaps  60%  for  a  degree, 
virtually  unchanged  since  the  last 


vlLA  study,  in  1975. 


Measure  for  measure 


tie-u 

Statistical  indexes  may  be  as  common 
:  lis  clocks  but  new  ones  keep  coming, 
esuljrhe  American  Enterprise  Institute, 
A'hich  is  to  the  GOP  what  the  Brook- 
ngs  Institution  is  to  Democrats,  and 
ts  magazine,  Public  Opinion,  now 
ave  a  Gross  National  Spirit  Index, 
tatistician  Ben  Wattenberg,  the  mag- 
tot  azine's  coeditor,  using  data  from  oth- 
:f  1  zi  pulse-readers,  finds  the  GNS  shows 
Jfc  a  resurgence  since  Ronald  Reagan  ar- 
i  tt  rived  in  Washington.  The  reading, 
c  re  1,275  (out  of  a  possible  2,400),  is  the 
best  since  Jimmy  Carter  arrived  in 
c !  1977.  Carter  rode  in  at  1,404,  but  the 
a:  index  was  driven  down  to  956  by  No- 
us vember  1980.  While  Wattenberg  is 
Bf  imeasuring  smiles,  Martin  Lefkowitz, 
lu  a  U.S.  Chamber  of  Commerce  econo- 
ffi  mist,  has  started  gauging  groans.  He 
(has  the  Federal  Squeeze  Index,  a  com- 
■  panion  piece  to  his  Federal  Spending 
Index.  FSI-2  (the  spending  one  is  FSI- 
1)  compares  percentage  changes  in 
□l  igross  weekly  earnings  with  Social  Se- 
curity  and  income  taxes.  The  first 
:  reading:  Since  1978,  earnings  have 
gone  up  23.2%,  taxes  47.1%.  Feel 
;:i  squeezed? 


The  CPA  crop 

The  next  professional  shortage  in  the 
(U.S.  may  be,  of  all  things,  accoun- 
i  tants.  Graduates  with  accounting  de- 
Igrees  will  go  from  59,000  this  year  to 
70,000  by  1985,  according  to  the 
|  American  Institute  of  Certified  Public 
Accountants,  but  demand  will  out- 
strip the  supply.  Accounting  firms  are 
expected  to  increase  their  share  of  the 
crop  from  30%  to  33%,  hiring  more 
than  a  quarter  of  those  with  bache- 
lor's degrees  and  more  than  half  the 
master's.  Most  of  the  remainder,  the 
institute  predicts,  will  go  into  indus- 
try, government,  education  and  non- 
profit organizations.  Women  will  in- 
crease from  39%  of  today's  account- 
ing graduates  to  43%  by  1985,  says 
the  survey,  which  canvassed  420  col- 
leges and  160  accounting  firms. 


Burns  investigates. 

ppirlpnt  OT*  rif^on^  Thp*  in^iiT^npp  inHn^tTv  turns; 

A  to  Burns  Investigators  for  the  answer.  Burns 
professional  agents  perform  many  investigations 

^PfviPPQ  lnrlnHinn  r*nnfirm^tinn  of  irtQiiranr'P 

claims,  pre-employment  screening  and  credit 
checks,  as  well  as  undercover  operations  against 
theft,  industrial  espionage  and  m-plant  narcotics 
use  or  sale. 

\  V 

lilllilllS  We  orotect  vour  oeonle 
IBP  your  property,  your  profits. 

f  f  Burns  can  show  you  many  ways  to  keep  your 
f  AxCiCia  company  out  of  trouble.  You'll  find  them  m 
our  helpful  booklet,  "Protecting  people,  property  and 
profits."  To  get  your  copy,  call  toll-free  800-621-1776,  Illinois, 
312-951-7692.  Or  send  coupon  to  Burns  International  Secunty 
Services,  Inc.,  P.O.  Box  10934,  Chicago,  IL  60610. 

Name 

Title 

Company 

Address 

State  Zip 

©  Burns  International  Security  Services,  1981.  1004B-2 

MONEY  MARKET  YIELDS 
WITH  ONLY  $1,000 

Money  market  funds  offer  substantial  advantages: 

D  Prompt  liquidity  by  telephone 

D  Free  checkwriting  over  $500 

□  No  early  withdrawal  interest  penalty 

D  Free  exchange  with  other  Price  stock  and  bond  funds 

D  No  sales  charge 

Call  toll  free  1-800-638-5660.  In  Md.  1-800492-1976. 
In  Balto.  547-2308. 

T.  Rowe  Price  Prime  Reserve  Fund,  Inc. 


A  No-Load  Fund 
T.  Rowe  Price  Marketing,  Inc.  Dept.  A6 
100  East  Pratt  Street,  Baltimore,  Maryland  21202 


Name_ 


Address. 


City_ 


State. 


Zip_ 


For  more  complete  information,  including  management  fee  and  other  charges  and 
expenses,  obtain  a  prospectus.  Read  it  carefully  before  you  invest  or  send  money. 
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THREE 

GIANT  STEPS 


FOR  AMERICA 


! 


ith  a  little  help 
om  Westinghouse 
chnology. 

pmini.  Apollo.  Columbia, 
p've  been  there  with  all  of 
i?m.  Applying  one  critical 
hnology  after  another. 
1961,  Gemini.  And  the 
stinghouse  rendezvous  ra- 
system  produced  the  first 
eking  of  two  orbiting  space- 
ifts. 

1969,  Apollo.  The  earlier 
hievement  of  the  Gemini 
pgram  helped  lead  the  way  to 
first  hookup  of  a  manned 
har  lander  with  its  orbiting 
icle.  And  you  were  able  to 


I 


see  man's  first  footsteps  on  the 
lunar  surface,  live,  on  televi- 
sion, thanks  to  a  unique 
Westinghouse  video  camera 
that  performed  flawlessly. 

1981,  Columbia.  Now, 
our  country  has  the  incred- 
ibly successful  space  shuttle. 
Westinghouse  was  there  with 
four  essential  technologies: 

•  Solid  state  Remote  Power 
Controllers,  which  were 
10  times  more  reliable 
than  previous  technology, 
and  at  half  the  weight. 

•  A  master  timing  unit  so  ac- 
curate it  synchronized  all 
electronic  and  electrical 
systems  to  within  plus  or 
minus  one  second  over  30 
years. 

•  Fluorescent  lamps  devel- 
oped for  space  that  solved 


the  problem  of  heat  dis- 
sipation in  a  weightless 
environment,  achieving 
maximum  light  output  at 
extremely  high  operating 
temperatures.  And,  spe- 
cially engineered  lamp  fil- 
aments able  to  withstand 
the  shock  and  vibration  of 
launch  and  re-entry. 
•  Power  Static  Inverters,  the 
source  for  all  the  ship's 
electrical  power,  a  source 
that  has  never  failed  in  92 
million  miles  of  space  use. 
Westinghouse  is  proud  to 
have  participated  in  historical 
achievements  in  space  technol- 
ogy. This  same  Westinghouse 
expertise  is  answering  techno- 
logical challenges  for  Ameri- 
can industry  in  energy  and 
productivity. 


©Westinghouse 

A  powerful  part  of  your  life 


LONDON 

for 

LESS 


Businessmen  like  staying 
at  London  Tara  Hotel.  It's  one  of 
the  largest,  most  modern  hotels  in  London 
with  bath,  shower  and  color  tv  in  every  room. 

A  central  Kensington  location  that  puts 
business  and  entertainment  within  easy  reach. 
Plus  conference  facilities,  restaurants  and 
cocktail  lounges  all  under  the  same  roof. 
Call  800-223  6537    N.Y.  State  800-631-7917 
N.Y.C.  557-1110. 


Follow^Through 


lased  on  current  conversion  rales  Per  person,  per  nigfit 
double  occupancy  Hale  effective  unlit  Oct  31  I98t 


BrocK 


PROFESSIONAL 
PETROLEOM 
EXPLORATION 

NEW  ORLEANS,  LA 

MAIN  OFFICE 
231  CAROlMDELET  ST./5TH  FLOOR 
NEW  ORLEANS,  LOUISIANA  70130 


OKLAHOMA  CITY,  OK 


Delivering  "Deliverance!" 

Three  months  after  Edward  P.G. 
Seaga  swept  to  victory  in  a  bullet- 
riddled  campaign  that  left  at  least  100 
dead,  Forbes  (Feb.  2)  described  the 
country  Jamaica's  new  prime  minis- 
ter had  inherited  as  "one  hell  of  a 
mess."  "Deliverance!"  had  been  his 
war  cry  but  carrying  out  that  promise 
was  going  to  be  a  long,  agonizing  pro- 
cess. Michael  Manley,  his  far-left  pre- 
decessor, had  left  the  island  dead 
broke.  (The  day  before  the  October 
election,  the  central  bank  had  run 
completely  out  of  money.)  Under 
Manley's  erratic  policies,  Jamaica's 
largest  industry,  bauxite  mining  and 
alumina  production,  was  eroded  bad- 
ly; tourism,  which  should  have  been  a 
major  moneymaker,  was  at  an  alltime 
low;  the  biggest  outside  creditor,  the 
International  Monetary  Fund,  wasn't 
even  talking  to  the  Kingston  govern- 
ment; inflation  and  unemployment 
were  both  running  at  40% . 

Seaga's  first  priority  was  to  per- 
suade lenders  and  investors  to  come 
back  to  a  devastated  economy.  So  far, 
he  has  delivered.  First  he  reopened 
talks  with  the  IMF.  In  April  the  Fund 
approved  an  agreement  that  provides 
for  almost  $700  million  in  credit  over 
the  next  three  years  and  allows  Seaga 
to  borrow  more  than  $300  million 


Prime  Minister  Edward  Seaga 
First  steps  to  solvency. 


during  the  first  year.  By  the  end  of 
June,  armed  with  a  new  IMF  arrange- 
ment, he  had  worked  out  another  pact 
with  the  scores  of  foreign  banks  to 
which  Jamaica  owed  $450  million. 
They  agreed  to  defer  $103  million  of 
the  debt;  Seaga  promised  to  pay  off 
the  remainder  and  to  keep  up  the  in- 
terest. To  cap  it  all,  last  month  Seaga 
floated  a  new,  $71  million  loan  from 
25  private  banks  to  help  finance  his 
capital  formation  program. 

What  this  adds  up  to,  Seaga  says,  is 
a  "restoration  of  international  confi- 
dence in  Jamaica."  With  it  comes  bad- 
ly needed  cash  to  revive  the  island's 
economy.  Inflation,  he  says,  has  been 
checked  and,  he  claims,  has  increased 
less  than  1%  this  year  (as  measured  by 
Jamaica's  consumer  price  index). 
Kingston's  stock  market,  which  hit 
bottom  last  fall,  has  doubled  to  a  rec- 
ord high  of  120  on  its  index.  Tourism, 
which  also  hit  its  low  last  winter,  is 
still  on  Seaga's  wish  list  but  he  sees 
healthy  increases  ahead.  Along  with 
the  tourists,  he  also  thinks  outside 
investors  will  come  back  to  his  island 
and  boasts  that  more  than  300  new 
offers  have  been  made  since  his  elec- 
tion. Finally,  for  the  first  time  in  four 
years,  Jamaica's  $1.5  billion  budget 
does  not  call  for  printing  new  money. 

Deliverance  may  not  yet  be  at  hand 
but  at  least  it  seems  nearer. 

How  happy  is  Heinz? 

With  sales  for  its  1981  fiscal  year  up 
22%  to  $3.5  billion,  and  fourth-quarter 
net  up  40%,  Pittsburgh's  H.J.  Heinz 
Co.  has  the  figures  to  bolster  the  great 
expectations  Forbes  reported  last  year 
(Dec.  8, 1980).  "H.J.  Heinz  is  lucky,"  its 
president,  Dublin-born  Anthony 
O'Reilly,  said  then.  But  after  reading 
this  year's  figures,  rosy  as  they  are,  he 
adds  a  tiny  note  of  caution:  "On  bal- 
ance, I  think  we  are  lucky." 

In  December  O'Reilly  had  just 
undergone  an  investigation  by  the  Se- 
curities &  Exchange  Commission 
into  Heinz'  alleged  profit-juggling 
from  1972  to  1979.  The  perennial  feud 
with  Campbell  Soup  was  cooling  to  a 
slow  simmer.  O'Reilly  was  also  relish- 
ing zooming  profits  from  Heinz'  Hu- 
binger  subsidiary,  a  maker  of  high- 
fructose,  corn-based  syrup  designed  to 
replace  high-priced  sugar. 

Hubinger  did  pay  off.  "An  improve- 
ment in  productivity,"  O'Reilly  says, 
"plus  a  remarkable  jump  in  world  sug- 
ar prices  last  year,  took  us  from  a 
position  of  modest  profitability  to  one 
in  which  we  made  over  $15  million," 


FORBES,  AUGUST  3,  1981 


I 


Sony  announces  the 
ypewritei^dimtor/transcriber, 
text  editor,  communicator 
that  fits  in  a  briefcase. 

And  its  only  the  beginning. 


Mice  automation  will  never 
e  the  same.  Because  now  when 
ou  want  to  automate  your 
ffice,  you  can  buy  a  Sony. 

The  same  innovative 
ony  technology  that  revolu- 
ionized  home  entertainment  is 
ow  coming  to  the  office, 
^nd  its  going  to  make  your 
-ork  easier,  better,  faster,  and 
lore  efficient. 

Sony  is  about  to  begin 
revolution  in  office  automa- 
ion,  called  Sony-mation." Its 
;oing  to  make  some  of  your 
avorite  old  machines  obsolete. 
\nd  it'll  introduce  you  to 
equipment  you  never  imagined 
vas  possible. 

But  we're  not  going  to 
promise  you  all  those  things  ten 
/ears  from  now,  or  even  two 
ears  from  now.  That's  because 
he  Sony-mation  revolution  in 
jffice  automation  starts  today. 

Sony  introduces  the 
three  pound  office. 

Its  called  theTypecorder. 
name  you've  never  heard  before,  because 
antil  now  there's  never  been  anything  like  it. 

TheTypecorder  is  merely  SVfx  ll"x  IV2" 
weighs  about  3  pounds,  and  it  can  be  used  in 
/our  office  to  replace  many  single  function 
machines,  or  as  a  veritable  portable  office  that 
also  lets  you  stay  in  touch  with  your  home  office. 
With  the  SonyTypecorder  in  his  briefcase,  the 
traveling  executive,  insurance  adjuster,  reporter, 
retail  buyer  can  take  an  office  with  him  while 
ransmitting  information  to  his  home  office 

The  SonyTypecorder  takes  advantage 
of  Sony  advances  in  microcassette  technology. 
The  same  microcassette  can  store  both  dictation 
and  pages  of  text.  And  that  typed  information 
can  be  sent  from  yourTypecorder  anywhere  in 
he  world.  Coming  out  in  your  office  as  hard 
copy.  In  addition,  by  carrying  a  Sony  portable 
printer  in  that  same  briefcase, you  can  have 


hard  copy  wherever  you  travel.  Or  if  you  want 
finished  copy  in  your  office,  just  use  a  Sony 
full  sized  printer.  In  fact,  Sony  even  has  a  way  to 
turn  an  electric  typewriter  into  a  printer. 

But  no  matter  where  you  use  it,  in  your 
office  or  on  the  road,  the  SonyTypecorder  is 
truly  unique.  What  other  machine  lets  you  talk 
to  it,  type  on  it,  edit  text  with  it,  transmit  infor- 
mation through  it  and  weighs  about  3  pounds? 

Sony  reinvents  word  processing. 

With  Sony-mation  you're  not  only  going 
to  get  an  office  that  you  can  take  with  you,  you 
are  also  going  to  get  a  better  office  with  our  new 
word  processor,  Series  35.'" 

Series  35  does  things  other  word  pro- 
cessors never  dreamed  of  doing.  First  of  all,  it's 
the  only  word  processor  that's  also  a  transcriber. 
Second,  it's  so  small  and  compact  that  it  fits 


comfortably  on  top  of  any  desk. 

Series  35  is  also  simple 
to  use.The  Conversational 
Keyboard  "  usually  takes 
just  one  day  for  an  operator  to 
learn.  And  the  full  page  Sony 
screen  offers  clear,  sharp,  easy- 
to-read  characters. 

But  we  not  only  give 
you  a  clear  picture;  we  give  you 
the  first  3"-type  diskette.  It 
accommodates  as  much  infor- 
mation as  the  conventional 
sized  floppy  disk.  In  fact,  no 
other  removable  disk  lets  you 
put  so  much  information  in 
such  a  small  space.  And  because 
Series  35  is  compatible  with 
ourTypecorder,you  can  trans- 
fer information  from  microcas- 
sette to  disk. 

There's  more  to  come. 

You're  going  to  be  hear- 
ing about  other  Sony  innova- 
tions in  office  technology.  So  if 
you're  thinking  of  changing  or 
adding  equipment,  before  you 
do  anything  about  it,you  had 
better  talk  to  Sony  first, and  find  out  all  about 
Sony-mation.  But  remember  one  thing,  it's  only 
going  to  be  the  beginning.  S^)^^"Y! 

l"Tor  more  information  on  the  new  Sony-mation  revolution  call^ 
1-800-821-7700  Ex.7070,'or  send  this  coupon  to  Sony  Office 
Products,  P.O.Box  l624,Trenlon. N.J. 08650. 

D  Please  send  literature.  □  Please  have  representative  call. 

SAMt  AND  POSITION 
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Du  Pont  safety  consultants  helped  us 
cut  our  injury  rate  by  over  60%." 


Dexter  Baker, 
President, 
Air  Products  and 
Chemicals,  Inc. 

"At  Air  Products,  our 
success  in  reducing  injuries  is 
the  result  of  a  corporate  com- 
mitment to  safety  combined 
with  DuPonts  know  how  and 
experience,"  says  Mr.  Baker. 
"From  1975  to  1979,  Du  Pont's 
Safety  Management  Services 
helped  us  to  cut  our  injury  rate 
over  60%  in  the  G.S.  and 
nearly  80%  in  Europe. 

"The  human  benefits  are 
impressive.  We've  found  that 
employee  morale,  attitudes 
toward  management  and  over- 
all efficiency  improved 
significantly." 

Safety  has  always  been 
a  line  management  responsi- 
bility at  Du  Pont.  That's  why 
we  have  the  top  safety  record 
among  all  industrial  organiza- 
tions—and why,  over  the  past 
ten  years,  Du  Pont  consultants 
have  been  able  to  improve 
safety  performance  for  over 
300  clients,  here  and  abroad, 
in  a  variety  of  industries. 

Let  DuPont  help  your 
company,  too.  For  no  obliga- 
tion, we'll  do  an  analysis  of 
your  potential  savings  through 
improved  safety  management. 
Send  for  our  comprehensive 
questionnaire.  All  data  will  be 
kept  confidential.  Write  DuPont 
Company,  Room,  X38507, 
Wilmington,  DE  19898. 

Safety  Management 
Services 


Follow-Through 


lmost  10%  of  Heinz'  aftertax  profits. 
Jot  bad  for  a  six-year-old  acquisition. 
The  outlook,  however,  may  not  be 
uite  so  sweet.  O'Reilly  concedes  that 
le  40%  fourth-quarter  profit  jump 
x>ked  "unusually  strong"  because  a 
teel  strike  in  Britain  affected  con- 
ainer  supply,  which  soured  last  year's 
gures.  In  addition,  sugar  prices  have 
rashed,  shrinking  the  price  edge  fruc- 
ose  enjoyed,  and  the  Heinz  president 
dmits  that  profits  from  Hubinger 
/ill  be  down  "quite  substantially"  for 
iscal  1982.  (Some  analysts  predict 
lose  to  a  50%  drop.)  In  contrast,  cat- 
up,  Heinz'  big  staple,  has  reached  a 
7%  share  of  market;  sales  of  pet  food 
nd  french-fried  potatoes  are  up;  and 


ieinz  Anthony  O'Reilly 

fortune  always  plays  a  hand. 


'evenues  from  Weight  Watchers,  ac- 
quired in  1978,  are  bulging. 

Also  on  the  plus  side,  O'Reilly 
lasn't  heard  from  the  SEC  since  it 
ompleted  its  audit  and  perhaps  no 
ews  is  good  news.  As  for  archrival 
Campbell  Soup,  that  battle  "certainly 
sn't  on  my  back  burner,"  he  says.  To 
eep  growth  moving,  O'Reilly  is  still 
feeding  his  ad  budget,  now  up  from 
29  million  six  years  ago  to  $1 10  mil- 
ion  today.  He  is  also  consolidating 
some  of  the  gains  made  in  the  fat 
years  just  past.  But  is  Heinz  also 
stocking  the  larder  for  lean  years 
ahead?  "Fortune  has  a  way  of  evening 
itself  out  every  few  years,"  O'Reilly 
says  philosophically. 


Burns  prevents. 


he  inside  job  is  getting  out  of 
control.  Billions  are  lost  every 
year.  And  every  year  more 
g/  companies  turn  to  Burns  to  help 
prevent  inventory  heists.  Burns 
designs  a  total  security  program 
for  your  business.  With  state-of- 
the-art  electronic  systems,  uni- 
formed guards  and  expert  consul- 
tation and  investigations,  Burns  keeps 
a  close  watch  on  your  profits. 


jj  We  protect  your  people, 
your  property,  your  profits. 

©  Bums  International  Security  Services,  1981. 


"F*^J  riri  Burns  can  show 
X  xVJZiJCia  you  many  ways  to 
keep  your  company  out  of  trouble. 
You'll  find  them  in  our  helpful 
booklet,  "Protecting  people,  prop- 
erty and  profits."  To  get  your  copy, 
call  toll-free  800-621-1776,  Illinois, 
312-951-7692.  Or  send  coupon 
to  Burns  International  Security 
Services,  Inc.,  P.O.  Box  10934, 
Chicago,  IL  60610.  ioiob 
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CORPORATE  REPORT 


Take  advantage 
of  this  new,  low-cost 
advertising  service 
from  Forbes 

It's  where  publicly-held  corporations 
can  report  current  developments  to 
America's  most  important  investors. 

Corporate  Report  Updates  will 
appear  once  a  month  in  1981.  For 
added  editorial  impact  and  rele- 
vance, it  will  be  positioned  in  Forbes' 
popular  section,  "Money  and 
Investments." 

The  cost  is  modest.  A  minimum- 
sized  message  (36  lines)  is  only 
$2,1 24,  which  is  just  $3.08  for  each 
thousand  subscribers.  Additional 
space  at  $59  per  line. 

Call  or  write  today  for  all  the  details: 
Sarah  Madison 

Corporate  Report  Updates 
Forbes  Inc. 
60  Fifth  Avenue 
New  York,  NY  10011 
Phone:  (212)620-2371 


CHANGE  OF  ADDRESS 

If  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming. 
Enter  your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on 
this  form  and  check  the  subscription 
you  prefer.  □  1  year  $30  □  3  years  $60 
(the  equivalent  of  one  year  free).  Canadi- 
an orders,  add  $5  a  year.  Orders  for  other 
countries  add  $18  a  year. 

Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  N.Y.  10011 


ATTACH  MAGAZINE  MAILING  LABEL 
OR  WRITE  SUBSCRIBER  NUMBER  HERE 
(see  above  name  on  label) 
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Readers  Say 


Stockpiling  oil 

Sir:  I  bet  we  would  have  a  six-month 
supply  of  oil  in  our  salt  domes  (Fact 
and  Comment,  June  22)  if  the  oil  were 
not  government  property.  Govern- 
ment stockpiles  are  used  as  price  re- 
straints. Let  the  oil  companies  use  the 
domes  as  their  storage  facilities. 
— Steven  M  Chorkawy 
i  nn  oln  Park,  Mich 

Sir:  You  are  right  on  the  money  in 
pressing  us  to  fill  the  Strategic  Petro- 
leum Reserve  as  expeditiously  as  pos- 
sible. We  have  already  sharply  acceler- 
ated purchases  for  the  SPR  to  take 
advantage  of  the  current  slack  oil  mar- 
ket conditions,  and  Pve  been  working 
with  Congress  on  a  plan  to  ensure 
sufficient  funding  to  continue  this 
pace  over  the  next  few  years. 

The  SPR  is  an  economic  insurance 
policy  we  cannot  afford  to  neglect. 
— Donald  T.  Regan 
Secretary  of  the  Treasury, 
Washington,  DC. 


No  dilution  for  GM 

Sir:  In  the  article  "An  idea  whose 
time  has  come  V  (July  20)  you  suggest 
General  Motors'  shareholders  would 
be  diluted  by  its  financing  a  substan- 
tial part  of  its  growth  through  an 
ESOP  My  recommendation  is  that 
the  new  stock  would  be  sold  in  install- 
ments over  a  period  of  four  years  as 
GM  gets  prosperous  again  and  the 
market  reflects  its  new  international 
vigor.  The  use  of  a  preferred  stock 
that  is  convertible  and  redeemable  in 
a  suitably  priced  common  for  pur- 
poses of  the  ESOP  sale  would  guaran- 
tee there  would  be  no  dilution. 
— Louis  O.  Kelso 
San  Francisco,  Calif 


Abortion 

Sir:  Re  your  approval  of  Italian  voters 
supporting  their  liberal  abortion  laws 
("Do  As  The  Romans  Do,"  Fact  and 
Comment,  July  6),  what  makes  you 
think  that  the  Italian  voters  are  any 
more  knowledgeable  than  we,  who 
have  voted  for  so  many  mistakes? 
— Robert  //.  Huffman  Jr. 
Clayton,  Mo. 

Sir:  Although  I  applaud  the  Italians' 
ability  to  govern  themselves  as  they 
see  fit,  I  see  no  reason  to  jump  on 
their  bandwagon.  If  we  looked  to  his- 


toric, overwhelmingly  Catholic  Ire- 
land for  guidance,  we'd  sure  be  in  a 
heck  of  a  mess. 
— David  A.  Ixiubhan 
Naperville,  III 

Sir:  Government  should  stay  out  of 
people's  personal  lives  and  allow  indi- 
viduals to  make  their  own  choices 
regarding  the  bearing  of  children. 

— Terry  Cosgrove 
Urbana,  III. 

Sir:  With  your  logic,  your  next  pro- 
nouncement should  be  proeuthanasia, 
since  people  as  old  as  you  are  expen- 
sive and  inconvenient  and  their  pro- 
ductiveness has  passed  its  peak. 
— Robert  W.  Reamer 
Garden  City,  N.Y. 

Sir:  Cancel  my  subscription.  I  will 
donate  refund  to  the  Pro-Life  Move- 
ment to  help  combat  unthinking  su- 
perficial statements  such  as  yours. 

— Paul  W.  Braunstein 
Bay  Shore,  N.Y. 

Sir:  Cancel.  .  .  .  Your  credibility  as  an 
intelligent,  thinking  man  vanished 
like  the  hot  air  in  a  punctured  balloon. 

— William  J.  Dormin 
Park  Ridge,  III. 

Sir:  I  certainly  bet  your  father,  a  Scot- 
tish Presbyterian,  would  raise  h  -  - 1 
with  such  a  position.  Remember  what 
happened  to  the  Roman  Empire? 

— Ed  Holbrook 
Summit,  N.J. 

Yeah — the  Empire  lasted  about  1,000 
years. — MSF 

Sir:  It's  a  good  thing  your  mother 

didn't  share  the  same  views — don't 

you  agree? 

— Paul  S.  Zimmerman 

Augusta,  Me. 

Usually.— MSF 


Fraudulent  inflation 

Sir:  We  were  very  pleased  to  see  in 
Other  Comments  (June  8)  a  short 
blurb  on  fraud.  Even  your  average  citi- 
zen looks  at  insurance  companies  as 
fair  game.  Filing  a  fraudulent  claim  is 
nothing  more  than  getting  a  few  of 
the  premium  dollars  back  after  all 
these  years. 

What  they  don't  realize  is  that  the 
losses  to  the  insurance  industry  re- 
sulting from  criminal  insurance  fraud 


are  passed  directly  to  the  public  U 
higher  premiums. 

—James  F.  Aljern 
Director, 

Insurance  Crime  Prevention  Institute 
Westport,  Conn. 

Sir:  What  about  the  great  practice  oi 
some  insurance  casualty  carriers  o: 
failing  to  make  reasonable  settlement 
offers  for  injury  claims,  in  order  to  use 
claimants'  money  to  earn  presenl 
high  investment  income? 
— Donald  M.  Gorectke 
Milwaukee,  Wis. 


Scotch-taping  Astroturf 

Sir:  Re  Randy  Green's  lawnmower 
picture  ( Forbes,  July  20)  of  "3M's  rug- 
ged, enduring  artificial  Astroturf.  .  .  |j 
Suggest  you  hang  it  on  the  wall  with 
Monsanto's  Scotch  tape. 

Also,  how  come  the  salutation, 
"Sir,"  on  all  your  Readers  Say  letters? 
Is  this  department  out  of  bounds  for 
women? 

— Dan  J.  Forrestal 
St.  Louis,  Mo. 

These  letters  are  to  the  Editor,  who 
happens  to  be  male. — MSF 


Long  precedent 

Sir:  As  Fact  and  Comment  (May  11) 
points  out,  the  Rapid  Deployment 
Force  is  an  effective  weapon  and  in- 
sightful concept.  It  was  originated  in 
1664  by  the  British  and  founded  in 
this  country  as  the  Marine  Corps  in 
1775.  Need  we  reinvent  the  wheel? 
—Orest  W.  Bedrij 
Poughkeepsie,  N.  Y. 


Men  buy  the  jewelry 

Sir:  Your  comparison  of  ads  for  ex- 
pensive necklaces  from  Carimati  and 
Harry  Winston  (Fact  and  Comment, 
June  8)  ends  with  the  question,  "Who 
among  those  able  to  afford  such  a 
piece  can  see  herself  as  a  young,  ethe- 
real bride?" 

Most  purchases  of  expensive  jewel- 
ry are  made  by  husbands  or  other  gen- 
tlemen admirers.  Also,  it  is  not  so 
unusual  to  have  a  man  many  years  her 
senior  buying  such  a  trinket  for  his 
"young,  ethereal  bride." 
— Beverly  J.  Harrah 
Los  Angeles,  Calif. 
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INTRODUCING 
JETTA  DIESEL: 
"S  FOUR  OF  THE 
BEST  MILEAGE 
CARS  IN 
AMERICA. 


Wait  a  minute. 

How  can  we  say  that 
one  car  is  four  of  the 
best  mileage  cars  in 
America? 
Easy. 

Because  the  new 
Jetta  Diesel  is  liter- 
ally four  Volkswag- 
ens in  one. 

When  you  fill  it  up, 
the  Jetta  Diesel's  in- 
credibly economical  like  our 
Rabbit  Diesel,  the  best  mileage 
car  in  America. 

In  fact,  it  gets  an  EPA  esti- 


OF  AMERICA 


mated  |4J  mpg,  57  mpg 
highway  estimate.  (Use 
"estimated  mpg"  for  com- 
parisons. Your  mileage  may  vary  with 
weather,  speed  and  trip  length.  Ac- 
tual highway  mileage  will  probably 
be  less.) 

When  you  load  it  up,  the  Jetta  Die- 
sel's spacious  like  our  Dasher  Diesel 
Wagon.  With  enough  room  and  lux- 
ury so  if  won't  cramp  your  style  -  or 
your  passengers -on  long  trips. 

And  when  you  rev 
est  it  up,  the  Jetta  Diesel 
mpg  handles  a  lot  like  our 
sporty  Convertible. 
Because,  despite  its  economical  die- 
sel  engine,  if  ]s  a  lot  like  our  Convert- 


57  : :  41 


ible,  thanks  to  its  rack-and-pinion 
steering,  front-wheel  drive  and  4- 
wheel  independent  suspension. 

But  perhaps  the  most  impressive 
thing  about  the  Jetta  Diesel  is  that  it's 
like  a  Jetta  Diesel,  which  means  that 
if  gives  you  sleek  European  styling, 
sophisticated  German  engineering 
and  a  trunk  large  enough  to  handle 
8  suitcases. 

So  you  see,  having  a  Jetta  Diesel 
really  is  like  having  four  of  the  best 
mileage  cars  in  America. 

Except  you  only  need  one  park- 
ing place. 

ALL OUR 
BEST  IDEAS 
IN  ONE  CAR. 

JETTA. 


'With  all  thy  getting  get  understanding' 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


BIG  BUCKS  IN  BURNING  AND  STEALING  FOR  YOURSELF 


In  the  old  days,  many  summer  resorts  used  to  bum  down 
at  the  end  of  a  poor  season  or  before  refurbishing  for  a 
dubious  new  one.  Now  every  type  of  property  burns  for 
profit.  When  gas  first  jumped  to  $1  a  gallon,  gas-gulping 
recreational  vehicles  were  reported  stolen  or  burned  to  the 
tune  of  $1 1 1  million — five  times  that  of  the  previous  year. 

Auto  insurance  frauds  are  estimated  to  be  running  at  $3 
billion  a  year  currently. 

Arson  for  profit — quite  apart  from  the  spectacular  arson- 
for- vengeance  cases — is  reaching  epidemic  proportions.  Illi- 


nois' Cook  County  went  seriously  after  firebugs  and,  with 
coordinated  law  enforcement  last  year,  charged  1 54  with  the 
crime.  So  far  more  than  half  have  been  convicted,  vis-a-vis  a 
national  average  conviction  rate  of  1%  for  such  crimes. 

Arson  fires  up  inflation  as  well  as  buildings  and  cars 
because  the  cost  of  fire  casualty  and  liability  insurance  that 
must  be  carried  climbs  with  every  crime.  We're  talking 
about  Sbillions. 

Knocking  off  car  thefts,  fires  and  "accident"  shake- 
downs will  also  knock  inflation  down  a  few  notches. 


INSTEAD  OF  REVOKING  PHILIP  AGEE'S  PASSPORT 

maybe  the  U.S.  should  revoke  his  right  to  return  to  this 
country. 

This  Benedict  Arnold  used  his  detailed  knowledge  as  a 
former  top  CIA  official  to  publish  lists  of  CIA  operations 
and  undercover  agents  abroad,  some  of  whom  were  subse- 


quently assassinated.  If  it's  not  possible  constitutionally 
to  forbid  Agee's  return  to  his  native  land,  then  he  ought 
to  be  extradited  from  West  Germany  on  charges  of 
murder  or  treason — whichever  will  result  in  the  worst 
punishment. 


"I'VE  GOT  A  HOT  FALSIE  FOR  YOU!" 

Those  clerical  fanatics  now  ruling  Iran  are  upset  about  So  they  published  a  list  of  government  telephone  num- 
the  numbers  of  their  leaders  being  blown  up  by  followers  of  bers — asking,  really  and  truly,  that  citizens  call  in  "with 
government-murdered  opponents  of  crazed  Khomeini.         any  information,  whether  it  is  true  or  false." 

ONE  GOOD  THAT  WILL  COME  FROM  THE  CARTER  PRESIDENCY 


will  be  a  reform  of  the  reform  of  the  Democratic  Party's 
presidential  nominating  procedures. 

In  the  name  of  democracy,  "open"  voting  for  delegates 
at  precinct  levels  too  often  has  enabled  obsessed  single- 
issue  coteries  to  grab  significant  numbers  of  delegates.  In 
many  states  the  present  procedures  have  frozen  out  sena- 
tors and  governors  and  congressmen  and  other  party  offi- 


cials. The  result  is  that  the  likes  of  a  McGovern  or  a  Jimmy 
Carter  emerge  with  all  the  marbles — no  matter  how  few 
they  have  of  their  own. 

Party  platforms  are  built  by  splicing  these  split  splinters, 
and  they  have  all  the  lack  of  strength  among  voters  that 
one  would  expect. 

At  least  in  the  old  smoke-filled-room  days,  before  the 
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extinction  of  party  bosses,  conventions  did  concern  them-  Somewhere  between  the  pros  and  the  not-so-amateur; 

selves  with  trying  to  name  a  presidential  candidate  that  single-issue  cons,  there  has  to  be  a  better  way.  My  feeling 

had  some  national  appeal,  some  sense  along  with  a  sense  is,  if  the  latter  weigh  less,  the  nominees  and  nomination 

of  obligation  to  the  party  structure.  will  be  worth  more. 

FOR  AN  EYE  OPENING  EYEFUL,  EVERY  CEO 


should  earmark  one  day — just  once — to  be  spent  personal- 
ly signing  every  check  over,  say,  $1,000  that  his  company 
will  be  sending  out.  Just  the  headquarters  checks — not  the 
divisions,  subsidiaries,  et  al.  Not  salary  checks.  No  prior 
warning.  Just  the  checks  that  go  out  on  one  of  the  "pay 
bills"  days  of  the  month. 

As  CEO,  you  may  even  discover  that  you  are  not  entitled 
to  sign  corporate  checks.  In  that  case,  no  invoice  is  to  be 
paid  that  you  haven't  initialed  that  day. 

What  a  myriad  of  questions  you'll  have;  how  much  you'll 
learn  that  you  never  knew.  Not  (necessarily)  that  anything 


is  wrong.  Just  that  you'll  be  aware  in  a  way  that  no 
financial  statement  can  ever  convey  where  all  the  money 
goes — and  if  all  of  it  should. 

At  lunch  the  other  day,  Jim  Harvey,  Transamerica's  new 
CEO,  said  he'd  done  exactly  that  shortly  after  taking  over. 
"To  put  it  mildly,  it  was  quite  a  learning  experience,"  he 
chuckled. 

At  Forbes  a  few  years  ago,  I  did  a  day's  check  signing,  but 
discovered  that  most  of  the  ones  that  were  questioned 
turned  out  to  be  for  things  I  had  requested.  Needless  to  say 
we  have  not  repeated  the  gambit. 


HE  IS  A  BONNY  PRINCE  AND  IT  WAS  A  BONNY  DAY 


Britain's  economy  is 
bloody  awful,  and  an  awful 
lot  of  English  bobbies'  blood 
is  spilling  in  unaccustomed 
street  rioting  that's  more  vi- 
cious hooliganism  (shades  of 
soccer  bashings)  than  racism. 
But,  happily,  from  Prince 
Charles  the  beleaguered  Brits 
are  getting  even  more  lift 
than  from  their  spouting 
North  Sea  oil. 

Among  the  events  of  his 


to  r)MSF,  Nancy  Reagan,  Prince  Charles,  Mayor  Koch 
hectic  24-hour  visit  to  the  Big  Apple  was  luncheon  aboard 
Forbes'  Highlander  with  our  First  Lady  as,  sort  of,  his 
date.  Bride-to-be  Di  was  busy  in  London  doing  all  the 
things  that  brides-to-be  have  to  get  done  before  they  are. 

It  was  most  easy  to  understand  why  the  Prince  of 
Wales  is  enormously  popular  throughout  the  realm 
whose  crown  he'll  one  day  wear.  At  the  awful  job  of 
being  awfully  nice  to  everybody  all  the  time,  he  brings 
an  ease,  a  smile,  a  sincerity  and  a  genuine,  warm 
interest  that  has  none  of  the  glazed  fakery  about  it  that 
so  often  afflicts  those  constantly  in  the  public  eye. 


He  bantered  with  the  chef 
as  he  sampled  the  wares  in 
the  galley  and  chuckled  de- 
lightedly at  a  ribald  Koch 
sticker  over  a  crew  mem- 
ber's bunk.  When  we  gave 
him,  as  a  wee  memento,  a 
silver  cigarette  box  that  a  de- 
cades-ago  Prince  of  Wales 
had  inscribed  as  a  gift  to  a 
worthy  subject  [see  photo- 
graph), Prince  Charles  re- 
marked: "I  hope  it  will  be  as 
long  before  my  gifts  turn  up  in  the  pawn  shops." 

Among  the  many  things  Mayor  Koch  said  about  Ireland 
and  the  Prince  (which,  if  they  were  as  appreciated  by  the 
New  York  Irish  as  they  were  unappreciated  by  the  British 
press,  served  the  Mayor's  reelection  aims)  was  this  com- 
ment, "He's  a  nice  prince." 

Koch  is  absolutely  right.  Isn't  it  a  happy  thing  that,  in 
these  dour  days,  there  is  a  bright,  decent  young  man  who, 


for  real,  is  a  Prince  among  men. 


After  waving,  at  photographers'  requests,  from  the 
bridge  of  the  Highlander,  Prince 
Charles  was  greeted  with  a  cho- 
rus of  "Please  wave  the  other 
one."  The  perplexed  Prince  of 
Wales  looked  at  both  hands  and 
asked  us,  "What  is  the  differ- 
ence between  my  hands?" — not 
realizing  that,  in  the  photogra- 
l^/^i  ;  ^  $  Peers'  lenses,  there  was  a  visi- 
bility difference. 


fife  HIGHLANDER 
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SALOMON  (THE  BROTHERS,  THAT  IS) 

needs  the  wisdom  of  Billy  back,  according  to  for- 
mer goodfriends  and  partnered  profit  producers. 


MOVIES 

City  of  Women — Only  a  Fellini  nut  would  find  this  nutty  checks? 
novie  anything  but  confusingly  boring.  The  Decline  of 
Western  Civilization — These  spaced-out  aberrants,  made 
amous  for  their  cacophony  termed  "punk  rock,"  have  as 
ittle  relationship  to  the  state  of  Western  civilization  as 
:hey  do  to  modern  music  in  all  its  forms,  including  rock 
itself.  The  film  provides  a  real  insight  into  the  heads  of 
these  vacuous,  oft-violent  Wasted  few.  Eyewitness — 
The  actor  acting  as  the  janitor  is  as  unlikely  in  the  role  as, 
18  Say,  his  falling  in  love  with  the  actress  who  plays  the 
heroine.  And  the  unlikely  plot  twists  are  as  hard  to  follow 
as  they  are  unbelievable.  Lots  of  audience  tension, 
though.  History  of  the  World — Part  I — Mel  Brooks'  lat- 
est motion  picture  throws  up  on  everything  it  touches, 
from  the  Old  Testament  to  the  Spanish  Inquisition. 
While  there  are  some  widely  separated  laughs  {i.e.,  waiter 
Brooks  taking  orders  at  the  Last  Supper,  "Separate 


BEING  CONFIDENT  IS  GREAT 

when  there  is  some  reason  for  it. 


Moses  descending  with  three  precious  tablets, 
"Yes,  Lord,  I  will  pass  unto  your  people  your  fifteen  .  .  ." 
one  falls  and  smashes,  "...  uh,  your  Ten  Command- 
ments"), most  of  the  humor  isn't.  The  film's  greatest 
sacrilege  is  simply  that  it's  not  even  funny.  In  fact,  it's 
enough  to  bludgeon  to  death  most  anyone's  sense  of 
humor.  Melvin  and  Howard — After  watching  such  a 
hapless  nice  guy's  hopeless  efforts  to  fulfill  a  few  modest 
dreams,  one  really  wishes  that  Melvin  had  received  a 
hunk  of  Howard  Hughes'  fortune.  Raiders  of  the  Lost 
Ark — Blazingly  glorious  color  with  pure  black-and-white 
Good  guys  and  Bad  guys.  The  critics'  flap  over  whether 
kids  should  be  able  to  go  unattended  is  utter  tommyrot; 
these  dummies  must  think  Hansel  and  Gretel  is  a  cuddly 
tale  for  tiny  tots.  The  "horrors"  in  Lost  Ark  are  almost  on 
a  par  with  kids'  imaginations.  Anyone  from  6  to  86  will 
dig  this  Covenant  Dig. 

THE  SELF  SATISFIED 

never  really  are. 


DON'T  CONFUSE  REAGANOMICS  WITH  THATCHERISM 


By  M.S.  Forbes  Jr. 


Skeptics  of  Reagan's  economic 
program  point  to  the  failure  of  Brit- 
ish Prime  Minister  Margaret 
Thatcher.  If  such  a  cure  doesn't 
work  there,  why  should  it  here? 

There  are  certainly  similarities  be- 
tween the  two.  Both  are  strong  be- 
lievers in  free  enterprise  and  both 
came  into  office  promising  tax  cuts, 
spending  cuts  and  tighter  credit.  The 
doubters  too  are  right  about  the  terri- 
ble performance  of  the  British  econ- 
omy since  the  Tories  took  over. 

In  reality,  though,  how  these  two 
leaders  translate  philosophy  and 
promises  into  everyday  policy  is 
markedly  different. 

Strip  away  rhetoric  and  Mrs. 
Thatcher's  program  is  one  of  sheer 
austerity:  Squeeze  the  economy 
hard  enough  and  inflation  will  go 
away  and  then  all  will  be  well. 
Reagan  recognizes  that  any  belt- 
tightening  must  be  accompanied 
by  incentives  for  individuals  to 
earn  more,  to  innovate,  to  save. 
Without  this  motivation,  all  else 
will  be  ineffective  in  curing  our  eco- 
nomic ills.  That's  why  the  Presi- 


dent's tax  cuts  are  so  important. 

Taxes.  When  the  Tories  took  of- 
fice in  1977,  they  enacted  a  siz- 
able cut  on  top  income  tax  rates. 
The  standard  income  tax  rate  was 
also  reduced  (from  33%  to  30%). 
But  at  the  same  time,  Conserva- 
tives doubled  the  valued  added 
tax,  substantially  raising  prices  for 
goods  and  services.  Result:  The 
average  Brit  was  worse  off  than 
before.  Subsequently,  Mrs.  Thatch- 
er boosted  taxes  in  1980  and  again 
in  1981. 

There  are  no  such  downers  in  the 
Reagan  program. 

Spending.  Mrs.  Thatcher  has  no 
equivalent  of  a  David  Stockman. 
Government  spending  and  budget 
deficits  have  ballooned. 

She  approved  enormous  pay  in- 
creases for  bureaucrats  that  were 
recommended  by  a  commission  cre- 
ated by  her  Socialist  predecessors. 
She  relied  more  on  exhortation  than 
axe-swinging.  Reductions  were  left 
to  civil  servants,  who  designed 
them  to  raise  the  greatest  public 
outcry  while  leaving  bureaucratic 
fat  largely  untouched. 

Her  austerity  program  has  led  to 


billions  more  being  spent  on  unem- 
ployment insurance,  and  she  has 
been  ineffective  in  stemming  the 
rising  flow  of  bail-out  money  to 
British  Steel  and  other  industrial 
"lame  ducks." 

What  has  made  her  austerity  so 
lethal  is  that  it  has  fallen  almost 
entirely  on  the  private  sector. 

One  area  where  there  is  a  legiti- 
mate comparison  is  the  belief  in 
the  efficacy  of  monetarism,  which 
holds  that  you  can  reduce  infla- 
tion by  reducing  money  supply. 

The  problems  with  monetarism 
are  fundamental  (see  "Let's  not  go 
overboard  with  monetarism,"  june 
8).  An  economy  can  be  just  as  badly 
damaged  by  too  little  credit  as  by 
too  much. 

Excessive  stringency  has  been  the 
bane  of  Mrs.  Thatcher  and  it  is  a 
danger  for  President  Reagan. 

History  shows  that  incentive-ori- 
ented tax  cuts  and  control  of  gov- 
ernment spending  will  sharply  re- 
duce inflation  and  stimulate  eco- 
nomic growth.  Under  those 
circumstances,  the  record  demon- 
strates that  the  money  supply  will 
take  care  of  itself. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editor  's  mind. -MSF 


Newest  Rivals 

The  primary  rivals  of  such  corpo- 
rate goliaths  as  General  Motors  or 
IBM  are  now  foreign  companies,  espe- 
cially Japanese  ones.  The  important 
competition  in  many  markets  is  not 
among  American  firms,  but  between 
U.S.  and  foreign  companies.  Such  ac- 
tions as  splitting  off  the  Chevrolet 
division  from  General  Motors,  which 
the  FTC  considered  as  recently  as 
1976,  seem  archaic  at  a  time  when 
many  American  industries  are  fight- 
ing for  survival. 

— Time 

To  Die  Over 

People  don't  die  for  a  second  wash- 
ing machine.  But  they  die  every  day 
for  ideas.  Human  rights,  the  right  to 
dissent,  the  right  to  speak  and  pub- 
lish— that's  what  we  want  to  defend 
and  we  must  say  so. 

— Rep.  Millicent  Fenwick  (R-NJ.) 

Huge  Returns  on  $1,500 

Studies  at  Princeton  and  Lawrence 
Berkeley  Laboratory  have  demon- 
strated that  a  sophisticated  job  of  in- 
sulation and  leak-plugging,  costing 
about  $1,500  per  residence,  can  re- 
duce the  heating-fuel  consumption  of 
most  homes,  even  "well-insulated" 
homes,  by  50%  or  more.  The  capital 
investment  would  pay  for  itself  in 
three  years  because  of  lower  heating 
bills.  This  means  that  current  resi- 
dential oil-storage  capacity  lasts 
twice  as  long  .  .  .  which  is  equivalent 
to  adding  storage  tanks  in  the  base- 
ment. Combined  with  existing  oil 


company  and  retailer  storage,  this 
added  capacity  would  provide  the 
U.S.  with  a  full  winter's  supply  of 
residential  heating  oil  that  could  be 
used  in  an  emergency. 

— Barry  M.  Casper,  MIT,  and 
E.  William  Colglazier,  Harvard 

PR  President 

All  the  President  is,  is  a  glorified 
public  relations  man  who  spends  his 
time  flattering,  kissing  and  kicking 
people  to  get  them  to  do  what  they  are 
supposed  to  do  anyway. 

— President  Harry  Truman 

Turn  of  the  Wheels 

It  seems  like  only  yesterday  that  we 
signed  a  peace  treaty  with  the  Japa- 
nese aboard  the  battleship  Missouri, 
and  told  them  they  would  never  be 
allowed  to  make  arms  again. 

"What  should  we  do  instead?"  a 
defeated  Japanese  admiral  asked. 

"Why  don't  you  make  auto- 
mobiles?" one  of  Gen.  Mac  Arthur's 
advisers  suggested. 

"Ah  so.  How  do  you  build  an  auto- 
mobile?" 

"It  sounds  hard,  but  I'm  sure  you 
people  can  get  the  hang  of  it.  Here's  a 
book  with  the  instructions." 

It  was  1981  and  both  the  American 
ex-aide  and  the  Japanese  ex-admiral 
had  aged  considerably.  When  the 
American  walked  into  the  luxurious 
offices  of  the  ex-admiral,  the  Japanese 
stood  up  slowly  and  bowed. 

"I've  been  sent  by  the  President  of 
the  United  States,"  the  American 
said.  "He  knows  we  go  way  back, 


"At  least  it's  a  dry  heat. ' 


and  felt  I  should  bring  his  message 
personally." 

"What  message?" 

"He  wants  you  to  stop  making  so 
many  damn  Japanese  cars." 

"But  if  we  can't  make  cars,  what 
else  can  we  make?" 

"He  wants  you  to  start  making 
arms." 

"But  we  don't  know  how  to  make 
arms." 

"The  President  told  me  to  give  you 
this." 

"What  is  it?" 

"A  book  of  instructions." 

— Art  Buchwald 

Salomon  Says 

"We  used  to  think  of  ourselves  as 
having  the  brains  and  Morgan  [Stan- 
ley] the  connections.  Now  they've  got 
a  lot  of  bright  young  people  who  are 
giving  us  fits." 

— a  Salomon  Brothers  partner, 
The  Asian  Wall  Street  Journal 


All  I  want  in  the  world  is 
very  little.  I  only  want  the 
best  of  everything,  and 
there  is  so  little  of  that. 

—author  Michael  Arlen 


Demoralizing  Women 

In  rear  areas  or  on  the  fringes  of  the 
combat  zones  in  Vietnam,  American 
military  officers  and  enlisted  men  con- 
jured up  a  vision  of  themselves  as 
heroes  facing  constant  danger  with 
courage  and  fortitude.  My  presence 
there  was  an  affront,  for  it  kept  re- 
minding them  that  there  was  very 
little  danger  there. The  presence  of  a 
woman  dispelled  all  the  glamour  of 
war.  ...  In  the  absence  of  a  national 
emergency  that  would  bind  soldiers 
and  civilians,  men  and  women,  to- 
gether in  a  common  purpose,  the  draft- 
ing of  women  takes  away  whatever 
fun  there  is  in  being  a  soldier. 

— Frances  FitzGerald,  author  and 
former  Vietnam  correspondent, 
quoted  in  New  York  Times 

Partisan  Definition 

Asked  to  distinguish  between  a 
misfortune  and  a  calamity,  Disraeli 
quipped:  "If  Gladstone  fell  into  the 
Thames,  that  would  be  a  misfortune, 
and  if  anybody  pulled  him  out  that,  I 
suppose,  would  be  a  calamity." 

— The  Book  of  Insults,  Ancient 
and  Modern,  by  Nancy  McPhee 
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Is  your  small  copier  being  killed 
by  popular  demand? 


^  small  business  can  work  a  small  copier  to  death  in 
time  at  all. 

A  few  extra  copies  here.  A  little  overtime  there.  And 
ddenly,  everyone  wonders  why  the  copier  quit. 
Well,  you  can't  blame  the  copier.  Small  copiers  are 
Iy  built  for  small  work  loads.  Push  one  past  its  limits 
a  you'll  get  poor  quality  copies.  Or  no  copies  at  all. 
Fortunately,  there's  a  bigger  small  copier  designed  to 
oid  such  a  fate.  The  Minolta  EP520. 
It  has  the  capacity  to  put  in  a  lot  of  overtime  without 
lot  of  trouble  And  it  takes  options  to  help  a  growing 
siness  handle  work  overloads  Like  a  document-feeder 
d  sorter  Or  a  counter  to  keep  track  of  the  copies 
u've  made. 

The  EP520  comes  with  Minolta's  exclusive  micro-toning 
stem  to  assure  you  rich  contrasts  and  crisp,  clear  copies, 
dge  to  edge,  and  corner  to  corner  On  any  kind  of  paper 
DtO  11"  x  17" 


It  even  has  a  self-diagnostic  system  that  tells  you 
when  it  needs  service.  And  what  kind  of  service  it  needs. 

So  if  you  want  a  small  copier  that  won't  give  in  to 
heavy  demands,  get  the  Minolta  EP520. 

It  could  be  the  most  popular  decision  you  make  all  year. 

For  the  copier  that  works  overtime,  call  toll-free  800-526-5256. 
In  New  Jersey,  call  201-797-7808.  For  yOUr  ©  1981  Minolta  Corporation 
authorized  Minolta 
dealer,  look  for 
our  trademark 
in  the  Yellow 
Pages. 

The  EP  520. 
Your  Next 
Copier.  * 


THE  EDITORS  OF  ROAD  &  TRACK 
UNANIMOUSLY  CHOSE  SAAB  AS  THE  BEST 
SPORTS  SEDAN  FOR  THE  '80s. 

NOT  BMW  NOT  AUDI.  NOT  VOLVO. 
SAAB. 


The  editors  of  Road  &  Track  magazine  were 
asked  to  come  up  with  "10  best  cars  for  the  '80s." 

They  did  it  without  thinking  about  categories. 

They  did  it  without  thinking  about  price. 

And  surprisingly  enough,  when  the  results  were 
in,  the  ten  best  cars  weren't  the  ten  most  expensive. 

What  wasn't  surprising,  at  least  to  us,  was  that  the  Saab  900 
Turbo  was  on  every  editor's  list 

We  could  go  into  long  speculation  as  to  why,  complete  with 
technical  details  and  a  list  of  past  accomplishments.  But  we'd 
rather  just  quote  the  editors,  who  said,  'We  have  all  enjoyed  its 
sporting  characteristics  on  the  road." 

So  if  you  don't  have  the  time  to  drive  every  top-performance 
sedan  on  the  market,  start  with  the  one  preferred  by  those  who  did. 
The  Saab  900  Turbo. 


THE  MOST  INTELLIGENT  CAR 
EVER  BUILT. 


What's  Ahead  for  Business 


Bracket  creep 
is  still 
fueling  inflation 


5" 


OPEC  gets 
belated  lesson 
in  Adam  Smith 

economics 


The  strong  dollar 

will  hurt 
exports  but  help 
wage  restraint 


GOOD  BYE  TO  INFLATION? 

We  continue  to  scale  down  our  estimate  of  the  year-end  inflation 
rate.  What's  Ahead  has  been  saying  it  would  be  8%.  Right  now,  7% 
looks  more  likely  and  6%  is  within  possibility.  The  U.S.  is  leaving 
double-digit  inflation  farther  and  farther  behind.  Deflation  is  in  the  air. 
Gold,  silver,  diamonds,  all  the  traditional  hedges  are  way  down,- 
collectibles  are  soft;  house  prices  are  beginning  to  give  ground.  Except 
for  income  taxes,  which  keep  rising,  thanks  to  bracket  creep,  most  of 
inflation's  momentum  is  weakening.  And  the  Reagan  Administration 
is  striving  to  do  something  about  taxes. 

People  forget:  We  did  not  have  double-digit  inflation  in  this 
country  until  OPEC  began  to  use  its  monopoly  power.  But  that  power 
has  been  greatly  worn  away.  OPEC,  its  dreams  nurtured  by  believers  in 
the  omnipotence  of  state  planning,  has  suddenly  discovered  Adam 
Smith.  Shove  prices  up  and  people  use  less.  Some  people  call  the 
resultant  reduction  in  demand  "conservation."  We  call  it  what  it  is: 
the  efficient  working  of  the  price  mechanism.  OPEC  is  not  immune  to 
its  rules.  If  it  wants  to  keep  a  market  big  enough  to  satisfy  its 
members'  economic  ambitions  it  will  have  to  exercise  price  restraint 
for  a  long  time  to  come. 

Weep  not  for  OPEC.  At  $32  a  barrel,  oil  is  still  66%  higher  than  it 
was  as  recently  as  1979.  Yes,  dollar  prices  have  gone  down,  but  as  far  as 
the  producers  are  concerned  they  have  gone  down  less  than  you  think. 
Oil  is  paid  for  in  dollars.  The  dollar  has  been  strong.  Thus,  part  of  what 
they  have  lost  in  dollar  prices  the  nations  have  recovered  in  terms  of 
what  those  dollars  will  buy  in  most  of  Western  Europe.  Remember, 
OPEC  does  far  more  shopping  there  than  it  does  in  the  U.S.  Take  Saudi 
Arabia's  base  price  of  $32  a  barrel.  In  deutsche  marks  this  now  comes 
to  78  marks,  against  only  56  marks  a  year  ago.  You  get  similar  figures 
for  Britain,  France,  Italy  and  Switzerland. 

Thus,  even  though  its  dreams  of  world  domination  lie  in  ruins,  OPEC 
and  its  members  are  a  lot  better  off  than  a  decade  ago.  In  the  long  run 
that  is  good  for  trade.  Meanwhile  the  world  has  learned  that  oil  is  a 
dwindling  resource  and  is  using  it  more  carefully. 

The  stronger  dollar  is  a  mlxed  blessing.  It  is  going  to  make  things 
tougher  for  U.S.  exporters.  Even  where  U.S.  engineering  firms  like 
Bechtel  and  Fluor  manage  huge  Middle  Eastern  projects,  the  pressure 
will  be  on  them  to  let  subcontracts  to  suppliers  from  other  countries. 
But  there  is  a  positive  side  to  all  this.  To  preserve  jobs  in  the  face  of 
foreign  competition,  workers  will  tend  to  be  more  flexible  about  wages 
and  working  conditions.  Productivity  will  improve  and  this  itself  is 
counterinflationary. 

Oil-induced  inflation  is  dead.  Wage-induced  inflation  will  moderate 
under  the  impact  of  foreign,  especially  Japanese,  competition.  Now  if 
Congress  will  go  along  with  the  Administration  and  do  something 
about  tax-  and  government-spending-induced  inflation  there  is  an 
excellent  chance  for  a  return  to  stable  prices. 
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The  Forbes  Index 


Forbes  Index 
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The  Forbes  Index  Components 


The  Index  inches  downward.  The 

Forbes  Index  is  falling — for  the  first 
time  in  nine  months.  Declines  hit 
several  key  components,  including 
new  housing  starts  and  the  ratio  of 
new  orders  for  durable  goods  to  manu- 
facturers' inventories.  Consumer  debt 
also  declined  by  nearly  2%  since  Feb- 
ruary. That  slows  the  economy  now, 
but  it  provides  a  margin  for  stepped- 
up  borrowing  when  the  economy  re- 
bounds in  the  future. 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 

composed  of  eight  equally  weighted  elements: 

Total  industrial  production 

New  claims  for  unemployment  compensation 

The  cost  of  services  relative  to  all  consumer  prices 

The  level  of  new  orders  for  durable  goods  compared  with 

manufacturers'  inventories 

Total  retail  sales 

New  housing  starts 

Personal  income 

The  change  in  the  amount  of  consumer  installment  debt 
outstanding 

To  measure  these  eight  elements,  Forbes  monitors  11 
series  of  U  S.  government  data.  The  last  14  months'  data 
for  each  series  :s  presented  at  right. 
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Consumer  installment  credit  (Sbillions! 
total,  seasonally  adjusted  (Federal  Reserve] 
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Over  350,000  policyowners 

are  learning  that  Great  Southern  has 

|the  insurance  buy  of  a  Lifetime. 


Four  of  them  might  know 
the  company  behind  it...NLT. 


NLT  Corporation.  We're  insurance, 
>  broadcasting,  entertainment,  real  estate  develop- 
I  ment,  data  processing,  lodging,  and  more. 

Great  Southern  Life  Insurance  Company  of  Houston  is 
li  part  of  it.  Great  Southern  just  introduced  one  of  the  most 
$  exciting  life  insurance  programs  the  industry  has  ever  seen ... 
I  Lifetime  Life.  Lifetime  Life  offers  Great  Southern's  clients 
I  total  flexibility  in  deciding  on  variable  amounts  of  coverage, 
cash  withdrawals,  skipping  premium  payments  while  earning 
I  interest  on  policy  funds  at  current  market  rates— and  lots 
(3  more.  And,  it's  typical  of  the  kinds  of  innovations  consumers  ■ 
)  are  coming  to  expect  from  members  of  our  family,  r  \ 

Great  Southern  is  an  important  and  exciting  part  of  NLT.             TWTW  ^  1^ 
i  A  corporation  made  up  of  interesting  people  doing  interesting            l^w  I 
]  things.  And  always  doing  them  a  little  better  than  they're               A  ^  ■  mm 
j  expected  to.  / 

You  never  heard  of  NLT?  Well . . .  keep  listening. 

I  More  than  you'd  expect 


Only  someone  on  the 
right  course  can  help  you 
with  yours. 

A  universal  bank  has  the  right  instruments  to 
determine  your  exact  position  and  help  plot  the 
best  course  to  your  goal.  The  coordinates  of  our 
branch  system  dot  the  globe.  Whenever  and 
wherever  you  encounter  problems  with  compli- 
cated international  financing,  contact  the 
Deutsche  Bank. 

We'll  put  your  business  on  a  proper  course. 
Call: 

New  York  (212)  940-8000 
Toronto  (416)  865-0630 


Deutsche  Bank 


A  century  of  universal  banking 

CentralOffice  Frankfurtam  Mam/Dusseldorf  Branches  abroad  Antwerp.  Asuncion,  Barcelona, 
Brussels,  Buenos  Aires,  Hong  Kong.  London,  Madrid,  Milan,  New  York,  Paris.  S3o  Paulo. 
Tokyo,  Representative  Offices  Beirut.  Bogota.  Cairo.  .Caracas,  Istanbul.  Johannesburg.  Lagos, 
Mexico.  Moscow.  Nairobi.  Osaka.  Rio  de  Janeiro.  San  Jos6.  Santiago.  Sydney.  Tehran.  Tokyo. 
Toronto,  Subsidiaries  Geneva.  Hong  Kong.  London.  Luxembourg,  Singapore.  Zurich 


Forbes 


It  will  be  a  long  time— perhaps  not  in  our 
lifetime — before  the  price  of  gold  returns 
to  the  peak  of  $850  an  ounce. 


Gold  doesn't 
tarnish 


By  Ben  Weberman 

F|  or  gold  there  is  a  time  to  buy 
and  a  time  to  sell,  and  this  most 
definitely  is  not  the  time  to  buy. 
We  were  looking  for  a  really  reputable 
authority — not  one  of  your  self- 
anointed  goldbugs  with  their  pseudo- 
mystical  jargon  but  someone  with  a 
grip  on  the  facts.  All  trails  led  to  Fred- 
eric S.  Bogart;  a  commercial  banker 
who  acts  more  like  a  street-smart  gold 
trader.  He  is  senior  vice  president  and 
head  of  the  precious  metals  depart- 
ment of  $6.2  billion-asset  Republic 
National  Bank  of  New  York,  one  of 
the  U.S.'  largest  bullion  dealers.  Re- 
public is  part  of  the  Trade  Develop- 
ment Banking  Group,  headquartered 
in  Switzerland,  with  a  history  of  gold 
trading  that  goes  back  100  years  to 
Beirut,  Lebanon.  Bogart  neither  hesi- 
tated nor  hedged  in  his  bearishness  on 
gold.  The  conditions  that  sent  the 
price  of  gold  soaring  from  less  than 
$400  an  ounce  in  November  1979  to 
$850  two  months  later  will  probably 
never  converge  again,  he  said. 

"The  trend  is  still  downward.  I  see 
trends,  not  levels,"  he  adds.  "Watch 
interest  rates  and  political  trends  for 
an  indication  of  the  next  change  in 
gold.  Low  inflation  and  political  calms 
will  hold  down  the  quotes." 

Bogart  believes  deeply  that  gold,  "as 
a  store  of  value,"  should  change  price 


Republic's  Frederic  S.  Bogart 

The  end  of  the  speculative  boom. 


at  about  the  same  rate  as  inflation. 
The  slow  climb  in  the  price  of  gold, 
from  a  low  of  $100  in  September  1976 
to  $400  in  late  1979,  was  reasonable. 
But  the  push  from  $400  to  $850  two 
months  later  did  not  make  sense,  he 
says.  Buyers  entered  the  market  from 
all  over — individuals,  overseas  finan- 
cial institutions,  central  banks.  Every- 
one wanted  some  gold.  No  financial 
plan  was  complete  without  gold  to 
hedge  inflation. 

"Those  were  the  halcyon  days  in 
1980,"  Bogart  reminisces  as  he  sits  at 


a  quiet  trading  desk,  with  green,  flash- 
ing prices  changing  within  a  narrow 
range  on  the  cathode-ray  quote  ma- 
chines. "We  were  making  $7.50  an 
ounce  on  gold  we  traded  in  enormous 
volume.  Today,  the  spread  is  75  cents 
an  ounce  and  volume  is  quiet." 

Five  factors,  he  said,  joined  in  un- 
usual confluence  to  make  gold  attrac- 
tive. Inflation  exceeded  interest  rates, 
making  it  suicidal  to  hold  a  money 
market  instrument.  The  Russian  in- 
vasion of  Afghanistan  created  fears  of 
a  Soviet  takeover  of  Middle  Eastern 
oilfields,  and  uncertainties  generated 
by  the  Carter  presidency  contributed 
to  the  gold  price  rally. 

U.S.  seizure  of  Iranian  assets  after 
that  country's  fanatics  took  American 
hostages  was  the  final  straw,  he  said. 
Many  Middle  Eastern  and  Far  Eastern 
countries  felt  safer  holding  gold  inter- 
nally rather  than  gold  or  dollar  invest- 
ments in  the  U.S. 

The  price  of  gold  was  further  pulled 
up  by  the  Hunt  brothers'  purchases  of 
silver,  he  said,  which  sent  the  price 
from  $8  an  ounce  in  mid- 1979  to  $50 
in  January  1980.  Because  many  metal 
traders  and  speculators  felt  gold  was 
trading  at  a  historically  low  ratio  of  15 
times  the  silver  price,  "$750  for  gold 
seemed  justified."  Traditionally,  gold 
traded  30  to  40  times  as  high  as  silver. 
"The  prudent  investor  who  wanted  to 
enter  the  metals  field  bought  gold 
rather  than  silver,  so  the  price  ran  up 
to  $850,"  Bogart  said. 

Silver  collapsed  soon  after  the  Com- 
modity Exchange  of  New  York 
(COMEX)  imposed  tougher  margin  re- 
quirements, intended  to  inhibit  spec- 
ulation, that  brought  about  a  cash  cri- 
sis in  that  market.  The  requirement 
was  raised  to  $20,000  a  contract 
($40,000  for  big  operators)  by  January 
1980.  Only  $2,000  cash  had  to  be 
posted  for  each  contract  three  months 
earlier.  The  increased  cash  deposit 
pulled  the  rug  from  under  anyone  who 
might  have  wished  to  trade  or  swap. 
Bogart:  "This  ended  the  speculative 
boom,  sent  silver  plunging  and 
brought  about  the  downfall  of  gold." 

The  pattern  is  changed  completely 
today,  he  explains.  Interest  rates  are 
far  above  receding  inflation  and  pro- 
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vide  the  highest  real  rate  of  return  in 
memory.  There  are  no  immediate 
fears  of  oilfield  takeovers,  nor  of  asset 
seizures,  and  Reagan  is  providing 
strong  leadership  for  this  country. 

Speculation  really  started  when  gold 
was  $500  and  rising.  At  that  point 
industrial  users  bought  only  what  was 
necessary.  Individuals  began  unload- 
ing old  gold  and  silver  when  the  price 
rose  past  $500  an  ounce.  Later,  specu- 
lators lost  interest,  and  after  the  price 
spiked  at  $850,  withdrew  completely. 
Central  banks,  too,  acted  peculiarly. 
They  bought  gold  actively  as  the  price 
rose  from  $450  to  $850.  As  the  price 
was  coming  down  they  continued  to 
buy.  But  some  key  Far  Eastern  and 
Middle  Eastern  countries  have  been 
sellers  as  the  price  fell.  They  stopped 
buying  when  gold  dropped  to  $450, 
permitting  a  free  fall  in  price  from 
that  level  to  $395. 

What  about  the  future? 

"The  official  institutions  will  be 
back  when  the  price  settles  down  and 
fluctuates  narrowly,"  says  Bogart.  But 
that  won't  be  very  exciting.  "Why  buy 
gold  when  money  instruments  return 
18%  to  20%  and  inflation  is  only 
8%?"  he  asks. 

"Small  people  are  out  of  the  market, 
big  cash  buyers  are  sitting  on  their 
hands  and  speculators  are  waiting  to 
see  the  market  bottom  out.  The  price 
trend  can  go  only  one  way — down." 


But  here's  the  sad  thing:  Of  all  the 
hundreds  of  thousands  of  little  people 
enticed  into  the  market  by  the  chirp- 
ing of  the  goldbugs,  most  were 
fleeced.  "The  huge  majority  of  the 
public,  from  the  biggest  player  to  the 
smallest  individual,  has  lost  money  on 
gold,"  Bogart  declares.  The  biggest 


The  price  of  gold  is  below  $400  an 
ounce  instead  of  $800.  Now  you 
can  buy  that  chain  or  watch  you 
couldn't  afford  last  year.  Who's 
kidding  whom? 

Cartier,  Inc.  sells  an  18-karat,  18- 
inch-long,  half- inch-wide  solid  gold 
necklace  with  a  heart  motif  for 
$325.  A  year  ago,  when  gold  was 
about  $600,  the  necklace  carried 
the  same  price  tag.  What  was  the 
price  three  months  ago  when  gold 
was  20%  higher  than  now?  You 
guessed  it — $325.  Why?  We  asked 
Fernanda  Gilligan,  director  of  pub- 
lic relations.  She  replied:  Cartier's 
prices  "couldn't  possibly  reflect  up- 
ward or  downward  changes  of  gold 
in  the  gold  market."  The  gold  used 
in  that  and  other  currently  dis- 
played items  was  purchased  nine 
months  to  a  year  ago,  she  says.  "It 
would  take  us  several  months  to 


volume  took  place  between  $400  anc 
$850  and,  at  today's  low  levels,  few 
who  are  still  in  the  market  have  papei 
profits.  It  was  ever  thus:  Whenevei 
they  tell  you  anything — stocks, 
bonds,  gold,  diamonds — "can  only  gc 
up,"  just  keep  your  hands  in  youl 
pockets.  ■ 


make  an  adjustment  at  the  retail 
level." 

At  Madison  Avenue's  Toumeau 
watch  shop  in  New  York  City,  a 
Rolex  self-winding  "Oyster"  model 
men's  18-karat  gold-encased  and 
gold-band  watch  has  sold  for 
$7,650  since  February  1980,  when 
the  price  of  gold  was  near  $700  an 
ounce.  While  the  price  of  gold  was 
fluctuating  as  low  as  $500  that 
year,  the  price  was  not  adjusted. 
Tourneau  has  no  plans  to  cut  prices 
today.  What's  the  excuse?  Other 
factors  such  as  a  strong  dollar 
against  the  Swiss  franc  put  Swiss 
labor  expense  at  a  disadvantage. 

Most  jewelry  retailers  say  that 
inventories  turn  over  every  six  to 
nine  months.  If  gold  continues  to 
trade  at  or  below  current  levels, 
prices  may  go  down,  so  it  may  pay 
you  to  wait. — Jayne  A.  Pearl 


What  goes  up  doesn't  always  come  down 


In  the  U.S.  we  have formal  airline  deregula- 
tion. In  London  they  quietly  tolerate . . . 


Bucket  shops 
of  the  air 


By  Lawrence  Minard 

18P^  ei'enuing  on  how  you  look  at 
■  it,  Riaz  Dooley  is  a  law- 
M^Dreaker,  or  a  trustbuster,  or  the 
best  thing  to  hit  air  travel  since  Sir 
Freddie  Laker's  Sky  train.  Headquar- 
tered in  third-floor  offices  in  central 
London's  pornography-filled  Soho  dis- 
trict, Dooley,  a  Pakistani  whose  ex- 
port-import business  crumbled  with 
the  government  of  Zulfikar  Bhutto, 


runs  one  of  Europe's  fastest-growing 
airline  ticket  discount  outlets — 
"bucket  shops,"  as  the  European  com- 
mercial aviation  authorities  rudely 
call  them.  But  given  the  size  of  the 
savings,  who  cares  about  epithets? 
Last  year  alone,  Dooley  and  his  co- 
horts in  London,  Amsterdam,  Hong 
Kong  and  Singapore  cut  around  $2  bil- 
lion off  the  official  fares. 

Suppose  you  want  to  fly  round  trip 
from  London  to  Tokyo.  The  cheapest 


published  normal  economy  price  is 
$3,144.  But  Dooley  can  book  you  a 
fully  confirmed  open-return  ticket,  on 
a  scheduled  airline  and  valid  for  one 
year,  for  less  than  $1,000. 

Other  London  bucket  deals:  Lon- 
don-Nairobi return:  $600  vs.  $1,884 
officially.  London-Bombay  return: 
$550  as  against  $1,754  officially.  Lon- 
don-Sydney and  back:  $1,110— with 
four  days  in  Bali  or  Singapore  if  you 
wish — from  a  discounter  vs.  $3,026. 

Strictly  speaking,  this  "subterra- 
nean market"  is  probably  illegal.  Un- 
like America,  Europe  has  not  yet  dere- 
gulated its  airlines,  preferring  to 
maintain  the  fiction  of  high  fixed 
prices.  Every  year  or  so,  the  75  airlines 
that  participate  in  the  International 
Air  Transport  Association's  (LATA) 
Tariff  Coordination  recommend  a 
fare  structure  to  the  national  govern- 
ments associated  with  the  LATA  car- 
riers. The  governments  then  agree 
among  themselves  to  fix  the  fares  the 
airlines  can  charge.  Although  there  is 
nothing  illegal  about  buying  a  ticket 
for  less  than  LATA's  published  prices, 
anyone  selling  discount  tickets  is,  in 
theory,  probably  breaking  the  law. 

As  OPEC  is  learning  to  its  cost, 
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however,  cartels  do  not  work  well 
when  supply  exceeds  demand. 
Throughout  the  world — and  especially 
on  the  North  Atlantic  and  Southeast 
Asian  runs — there  is  severe  overcapac- 
ity. An  airline  seat  is,  moreover,  the 
world's  most  perishable  commodity: 
When  the  plane  door  swings  shut,  an 
empty  $2,000  seat  is  literally  worth- 
less. Their  cash  flows  already  seriously 
damaged,  the  IATA  airlines  have  been 
forced  to  cut  corners  in  a  desperate 
effort  to  fly  with  fewer  empty  seats. 
British  Caledonian  executive  Ian  Rit- 
chie chairs  IATA's  Fare  Deal  Monitor- 
ing Group.  Concedes  Ritchie:  "The 
only  way  to  unload  capacity  in  a  reces- 
sion is  to  discount  your  goods.  Airlines 
are  thus  forced  to  engage  in  back-street 
operations." 

Committed  as  they  are  to  govern- 
ment interventionist  philosophy, 
most  Europeans  simply  will  not  face 
the  facts  of  the  marketplace.  But  in 
Britain  and  the  Netherlands,  where 
the  discounters  are  especially  active, 
the  governments  are  studiously  look- 
ing the  other  way.  "Selling  discount 
tickets  in  London,"  says  an  IATA 
source,  "is  like  smoking  pot  in  Amer- 
ica. It's  illegal,  but  no  one  gets  busted." 

Whatever  its  legal  status,  the  dis- 
counting works  like  this: 

Suppose  Air  India  decided  that, 
based  on  prior  statistics,  a  particular 
London-Bombay  return  flight  will 
take  off  with  50  empty  seats.  The 
airline  contacts  its  "consolidator,"  or 
general  sales  agent — probably  one  of 
the  more  reputable  bucket-shop  oper- 
ators— and  tells  him  he  can  have  50 
seats  at,  say,  $500  each,  vs.  the  cartel 
price  of  $1,754.  The  consolidator  then 
shops  the  seats  around  to  travel 
agents  (in  which  case  he  adds  around 
$50  to  bis  $500  cost)  or  to  the  general 
public  (in  which  case  his  gross  margin 
is  around  $100).  In  either  case  the 
airline  gets  $500  per  seat  that  it  would 
have  lost  otherwise. 

"The  only  real  trick  in  this  busi- 
ness," explains  Virendra  Kapila,  a 
London  consolidator,  "is  knowing 
which  airlines  are  offering  what  dis- 
counts on  which  routes,  and  knowing 
the  [travel]  agents  who  need  the  tick- 
ets." Kapila  and  other  bucket-shop  op- 
erators note  that,  aside  from  offering 
discount  tickets,  most  airlines  are 
also  raising  the  commissions  paid  to 
travel  agents  from  IATA's  legal  fixed 
9%  to  as  much  as  25%  in  a  parallel 
effort  to  move  their  goods. 

One  way  around  the  IATA  rules  is 
to  issue  perfectly  legal  cut-rate  "inclu- 
sive tour"  tickets — air  tickets  and  ho- 
tel accommodation.  The  consolidator 
then  breaks  up  the  package  into  single 
units  with  a  phony  hotel  accommoda- 


tion voucher  that  the  passenger 
throws  away  once  the  danger  of  IATA's 
or  government  inspectors'  asking 
embarrassing  questions  is  past. 
Hence  the  name  "throwaway  pack- 
ages." Of  course,  the  airlines  and  the 
IATA-approved  travel  agents  know 
what  is  going  on.  But  they  have  a  fall 
guy — the  consolidator  and  bucket- 
shop  operator. 

The  bucket-shop  business  is  not 
without  its  unsavory  elements. 
Stories  abound  of  naive  travel- 
ers being  ripped  off,  stranded  in 
faraway  places  with  an  unendorsable 
standby  ticket  that  might  be  good  on 
the  next  flight  out — unfortunately,  sir, 
not  until  next  week.  Jack  Roche  is  a 
travel  adviser  with  London's  43,000- 
circulation  Business  Traveller  maga- 
zine, in  whose  pages  the  bucket  shops 
advertise  and  which  specializes  in 
spreading  the  word  about  discount 
fares.  He  has  a  few  commonsense 
rules  that  should  minimize  the 
chances  of  getting  burned: 

Ask  the  bucket-shop  operator  how 
long  he  has  been  in  business.  If  the 
answer  is  less  than  five  years,  be  extra 
careful. 

Ask,  pointedly,  if  the  ticket  is  a 
confirmed  booking  or  merely  a 
standby  ticket;  disreputable  bucket 
shops,  says  Roche,  advertise  standby 
fare  prices  as  come-ons. 

Ask  for  the  telephone  number  of 
the  airline's  reservation  office,  and 
ask  if  the  operator  minds  if  you  call 


the  airline  to  see  if  you  are  indeed 
confirmed  on  the  flight  indicated  on 
the  ticket.  Then  call. 

Ask  what  restrictions  apply  to  the 
ticket.  For  how  many  days  is  it  valid? 
To  what  extent — and  in  what  form — 
is  it  refundable?  Can  it  be  endorsed  to 
other  airlines?  Most  discount  tickets 
cannot  be  used  on  other  carriers,  and 
so  are  not  usually  suitable  for  busi- 
nessmen who  must  change  schedules 
and  hop  between  carriers. 

The  airlines  are  making  some  effort 
to  check  the  spread  of  discounting. 
Two  months  ago  ten  IATA  member 
carriers  formed  the  Fare  Deal  Moni- 
toring Group  to  watch  discounting  ac- 
tivities and,  in  September,  to  recom- 
mend action.  As  of  July  1,  the  German 
government  has  decreed  that  all  tick- 
ets issued  in  West  Germany  must  be 
fully  endorsable  to  other  airlines  and 
fully  refundable  in  cash.  Since  one  of 
discounting's  prime  attractions  for 
the  airlines  is  selling  a  seat  both  com- 
ing and  going,  this  tactic  could  cool 
the  bucket  shop  in  Frankfurt. 

In  the  longer  term,  however,  the 
IATA  cartel  is  doomed.  All  it  can  do  is 
keep  up  pretense  and  hope  a  sufficient 
number  of  people  will  pay  full  fare  to 
keep  the  average  passenger-mile  rate 
above  the  discount  price.  Gloats  buck- 
et-shop king  Riaz  Dooley:  "If  the  air- 
lines put  the  bucket  shops  out  of  busi- 
ness, they'll  just  put  themselves  out  of 
business.  They  need  me  as  much  as  I 
need  them."  ■ 
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Bucket-shop  king  Riaz  Dooley 

At  savings  of  $2  billion,  who  cans  about  epithets? 
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Freddie  Laker,  who  shook  the  temple  of 
cartel-set  air  fares  with  Sky  train,  may  bring 
the  walls  down  with  Globetrain. 


The  traveler's 
friend 


By  Barbara  Ellis 


W'hen  Britain's  Freddie 
Laker,  the  Robin  Hood  of 
thrifty  travelers,  launched  his 
lie  trills  transatlantic  Skytrain  service 
late  in  1977,  it  was  the  beginning  of 
the  end  for  the  inflated  structure  of 
international  air  fares. 

Four  years  ago  Laker's  $135  Lon- 
don-New York  fare  flew  in  the' face  of 
a  $382  minimum  economy  fare  set  by 
the  International  Air  Transport  Asso- 
ciation, the  100-mcmbcr  airline  car- 
tel. The  majoi  airlines  responded  with 
their  own  cheap  standby  seats  but 
tailed  to  drive  Laker  from  the  busi- 
ness. And  today  IATA  no  longer  "rec- 
ommends" a  fare  on  the  North  Atlan- 
tic routes. 


Meanwhile,  Laker's  Skytrain  has 
risen  to  fourth  place  in  terms  of  pas- 
sengers carried  among  the  43  airlines 
flying  the  Atlantic,  behind  TWA,  Pan 
Am  and  British  Airways.  Skytrain 
earned  $6  million  last  year;  the  IATA 
airlines,  collectively,  lost  $1.5  billion 
on  the  Atlantic. 

So  now  Sir  Freddie  (knighted  in 
1978)  is  expanding  the  concept,  hop- 
ing to  build  his  $500  million  (rev- 
enues) Laker  Airways  into  a  giant. 
He  is  introducing  Globetrain,  a 
round-the-world  service,  that  will  fly 
London-Los  Angeles-Honolulu-To- 
kyo-Hong Kong.  He  is  waiting  for 
British  authorities  to  negotiate  with 
the  U.S.  and  Japan,  but  has  secured 
licenses  from  Britain  and  Hong  Kong 
and  hopes  to  begin  operations  by 


Christmas.  He  forecasts  277,000  one 
way  passengers  for  the  transpacifit 
route,  with  1 88,000  for  the  other  sec 
tions.  On  the  London-Los  Angelei 
leg  already  operating,  Skytraii 
charges  $310  for  a  same-day  walk-on 
compared  with  the  big  airlines'  one 
way  economy  fare  of  $1,024. 

Airline  watchers  say  Globetrair 
could  be  close  to  the  final  blow  tfl 
IATA  and  fixed  fares.  In  Hong  Kon> 
recently  for  a  license  hearing,  Lake; 
tasted  the  irony  of  other  airlines  op 
posing  his  low-priced  service  as  un 
necessary  because  their  own  "pub 
lished  air  fares  didn't  mean  any 
thing." (See preceding  article) 

In  his  fight  to  open  up  the  European 
market,  however,  Laker  is  battling  in 
terests  more  vested  and  awesome 
than  IATA.  Turned  down  twice  by 
Britain's  Civil   Aviation  Authority 
when  he  applied  for  666  European 
routes  last  year,  Laker  is  suing  the 
CAA  and  the  Department  of  Trade 
The  case  goes  to  Britain's  High  Court 
in  October.  Laker's  argument:  that 
the    European    Common  Market's 
founding   Treaty   of   Rome — whic 
calls  for  free  competition — should  ap- 
ply to  air  transport. 

"If  we  win,"  he  says,  "the  European 
Court  will  effectively  be  saying  that 
the  EEC  governments  are  operating 
illegally."  There  would  be  some  very 
dramatic  changes  in  European  air 
transport,  but  not  necessarily  a  lot 
more  airplanes.  A  lot  more  flexibility 
and  a  lot  more  freedom  for  the  coa 
sumer,  and  probably  lower  fares.  For 
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bouter  Airways  Freddie  hiker 

After  the  revolution,  on  the  transatlantic,  now  cutting  the  fares  on  the  transpacific. 
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equivalent  distances,  European  air 
fares  are  typically  3  times  U.S.  rates. 
Laker  would  expect  to  cut  the  existing 
$100  London-Paris  fare  by  50%. 

But  how  likely  is  it  that  ten  differ- 
ent governments  and  state  airlines 
will  give  up  their  monopoly  agree- 
ments? Laker's  reply  is  typical  of  the 
man.  "If  you  don't  try,  you  are  not 
going  to  get  anywhere." 

That's  almost  a  personal  motto  for 
the  59-year-old  English  entrepreneur, 
who  left  school  at  16  to  go  into  the 
aviation  industry — as  teaboy,  sweeper 
and  engineer's  apprentice.  But  there  is 
more  than  brashness  and  ambition 
behind  his  current  expansion  drive: 
Business  has  turned  sluggish  on  his 
bread-and-butter  Atlantic  route. 

"I  spent  last  weekend  at  Gatwick 


By  Thomas  0  Donnell 

W1  hen  Roger  Wheeler,  the 
chairman  of  Telex  Corp.,  was 
gunned  down  in  Tulsa,  there 
were  reverberations  in  the  boardroom 
of  First  National  Bank  of  Boston.  It  was 
"The  First"  that  helped  put  Wheeler 
into  the  business  that  some  observers 
think  led  to  his  death:  jai  alai. 

Here  was  a  prestigious  Boston  insti- 
tution, which  counts  John  Hancock 
and  Paul  Revere  among  its  initial  de- 
positors, involved  with  a  gambling- 
dominated  sport.  Many  people  were 
surprised,  but  perhaps  they  shouldn't 
have  been.  "This  bank,"  says  one  ana- 
lyst, "has  been  a  swinger  for  the  past 
50  years." 

However  you  choose  to  characterize 
it,  $16  billion  (assets)  First  National 
Boston  Corp.,  the  parent  holding  com- 
pany, has  been  an  excellent  money- 
maker in  recent  years.  Its  return  on 
average  assets — an  acid  test  of  sound 
bank  management — stands  at  0.7%, 
higher  than  any  other  money  center 


airport  around  the  time  of  the  transat- 
lantic departures,"  he  says.  "A  year 
ago,  there  would  be  1,000  backpackers 
in  the  terminal  at  that  time — 500  to 
600  on  weekdays.  You  go  in  that  ter- 
minal today,  there  aren't  any.  They 
are  not  traveling." 

So  he  is  hunkering  down — postpon- 
ing $12  million  of  the  $14  million  he 
plans  to  spend  on  his  headquarters 
site  at  Gatwick,  London's  number 
two  airport,  eliminating  underused 
flights  and  increasing  advertising. 

He  is  also  strengthening  the  pack- 
age-tour side  of  the  business,  a  main- 
stay that  brings  Laker  Airways  50% 
of  revenues.  The  budget  package  tours 
to  Europe  this  year  are  some  18% 
ahead  of  last  year — proving  that  peo- 
ple will  travel  if  the  price  seems  right. 


bank.  Last  year,  when  the  average  U.S. 
bank  showed  an  earnings  gain  of  only 
10%,  The  First  came  through  with  a 
20%  rise  in  earnings  per  share. 

Though  competitors  such  as  Citi- 
bank and  NCNB  get  publicity  for 
stretching  banking  regulations  to 
their  limit,  in  many  ways  The  First  is 
more  innovative.  That  tradition  be- 
gan in  1934,  when  Serge  Semencnko, 
a  Harvard-educated  White  Russian 
emigre,  invented  the  term  loan.  Until 
then,  banks  lent  for  no  longer  than  90 
days,  even  though  those  90-day  ad- 
vances might  be  regularly  renewed  for 
a  decade  or  more. 

Semencnko  built  up  business  by 
convincing  companies  to  take  out 
term  loans  to  retire  their  preferred 
stock.  Since  preferred  dividends — un- 
like interest  on  loans — are  not  tax  de- 
ductible, the  borrowers  could  amortize 
the  loans  with  the  tax  savings.  Today 
term  loans  are  the  industry  norm,  yet 
eyebrows  were  raised  at  the  time. 

"Everything  sort  of  flowed  from 
there,"  says  Richard  Hill,  the  Massa- 


In  a  business  that  is  thoroughly  in- 
stitutionalized, Laker  Airways  has  yet 
another  distinction:  It  is  privately 
owned,  90%  by  Sir  Freddie,  10%  by 
his  former  wife,  Joan.  Going  public 
has  been  suggested  "a  thousand 
times,"  says  Laker,  but  he  finds  the 
thought  of  being  a  majority  sharehold- 
er working  for  the  minority  unattrac- 
tive: "If  I  don't  work  my  arse  off  all 
the  time,  the  dividend  drops,  the  prof- 
it drops,  the  value  of  the  shares  goes 
down  and  that  puts  mine  down.  As  it 
is,  any  profit  we  have  is  plowed  into 
the  company.  We  don't  pay  any  divi- 
dends and  the  chairman  [himself] 
does  not  get  any  salary." 

In  brief,  Laker  enjoys  what  he  is 
doing,  which  is,  to  put  it  mildly,  driv- 
ing the  airline  establishment  batty.  ■ 


chusetts  Yankee  who  has  been  The 
First's  chairman  since  1971.  "That 
launched  our  special  industries  divi- 
sion." This  unit  is  much  like  a  new- 
business  commando  squad.  It  devel- 
ops business  among  film  companies — 
The  First  today  is  one  of  Hollywood's 
top  lenders — as  well  as  theater  opera- 
tors, trucking  companies,  hotel 
chains,  broadcasters  and,  of  course,  jai 
alai.  First  of  Boston  also  pioneered 
equipment  leasing,  consumer  check- 
ing accounts  with  overdraft  privileges 
and  skip-a-month  loans. 

The  banking  business  has  not  al- 
ways smiled  on  innovation,  but,  per- 
haps because  its  credentials  were  im- 
peccable, The  First  could  afford  to  be 
regarded  as  a  bit  daring.  ."We  don't 
mind  being  seen  as  a  little  roguish," 
says  one  executive.  "That's  preferable 
to  being  a  sleepy  Boston  bank."  He 
adds,  however:  "But  too  much  unusu- 
al publicity  can  hurt." 

It  has  certainly  hurt  in  recent 
weeks.  According  to  a  report  by  Flor- 
ida gambling  regulators,  The  First  per- 
suaded a  reluctant  Wheeler,  who  also 
owned  a  private  oil  company  and  a 
10%  interest  in  $187  million  (1980 
revenues)  Telex  Corp.,  to  buy  World 
Jai  Alai  for  $50  million.  Wheeler  was 
told  it  was  "a  great  investment  oppor- 
tunity," says  one  Florida  official. 

It's  easy  to  see  why  The  First  want- 
ed Wheeler's  purchase  to  go  through. 
It  was  a  nice  piece  of  business.  To 
begin,  the  bank  extended  Wheeler  a 
$33  million  loan  at  about  2%  above 
prime  to  finance  the  deal.  It  also  pock- 
eted a  juicy  fee.  Florida  officials  char- 
acterized that  fee  as  "unusual."  The 
lending  officer  who  advised  Wheeler 
testified  that  the  loan  was  unusual, 
too — explaining  that  most  banks 
wouldn't  touch  the  gambling  business 
"with  a  ten-foot  pole." 


The  Lowells  may  talk  only  to  the  Cabots  in 
the  home  of  the  bean  and  the  cod.  But  the 
biggest  bank  is  much  more  democratic. 

A  slightly 

improper 
Bostonian 
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First  National  Bank  of  Boston  Chairman  Richard  Hill 

When  your  credentials  are  impeccable,  you  can  afford  to  be  roguish. 


So,  has  The  First  done  anything 
wrong?  Sitting  in  his  spacious  modern 
office,  the  usually  easygoing  Hill,  who 
began  his  bank  career  as  a  summer 
employee  at  $15  a  week,  flares  at  the 
question:  "Of  course,  we  don't  have  a 
policy  against  lending  to  companies 
connected  with  gambling.  All  kinds  of 
good  customers  have  such  connec- 
tions. The  State  of  Massachusetts,  for 
one,  would  be  a  very  unhappy  place  if 
it  lost  its  income  from  dog  tracks  and 
the  lottery." 

Hill  has  a  point.  Risking  money  is 
what  banking  is  all  about.  If  the  law 
says  a  business  is  legal,  lending  to  it  is 
legal,  too.  Why  shouldn't  The  First  fill 
the  void?  If  above-average  loan  mar- 
gins result,  so  much  the  better.  First's 
overall  0.36%  loan-loss  ratio  is  near 
normal,  and  Hill  claims  that  special 
industries'  loans  lead  to  relatively 
fewer  charge-offs  than  regular  com- 
mercial lending. 

Part  of  the  reason  for  that  is  the 
highly  personal  way  The  First  goes 
after  special  industry  clients.  Hill,  for 
example,  made  his  mark  by  moving 
the  bank  into  interstate  trucking  near- 
ly 25  years  ago.  That  was  another 
business  that  most  banks  then  stayed 
away  from.  Hill  learned  the  fundamen- 
tals by  visiting  individual  companies 
and  attending  trade  association  con- 
ventions. He  then  helped  develop  re- 
volving loans  for  truckers  backed  by 
their  rigs,  and  set  up  a  special  truck- 
lending  unit,  which  has  hauled  in  sub- 
stantial profits. 

Hill  also  helped  push  The  First  into 
leasing.  In  the  Fifties,  banks  weren't 
allowedtoleasedirectly.SoTheFirstset 
up  a  leasing  subsidiary.  It  would  send 
customers  there  to  finance  deals  indi- 
rectly. Lloyd's  of  London  tapped  this 
expertise  by  hiring  The  First  as  a  con- 
sultant in  1979.  IBM's  new  4300  pro- 
cessor had  suddenly  outdated  some 


$400  million  worth  of  370s  that 
Lloyd's  had  insured  against  obsoles- 
cence (Forbes,  May  28,  1979).  The 
First  helped  Lloyd's  market  and  re- 
lease its  inventory — and  earned  a  fee 
in  the  process. 


Those  strong  numbers  that  put  The 
First  so  high  as  a  moneymaker  owe 
something  to  its  willingness  to  swing 
on  occasion.  They  owe  even  more  to 
the  constructive  way  The  First  has 
helped  finance  the  commercial  and 
industrial  revival  of  New  England.  It 
is  the  region's  largest  bank  and  is  as 
flexible  in  conventional  lending  as  in 
its  more  offbeat  activities.  Foreign 
earnings  are  strong,  too.  The  First 
has  been  one  of  the  largest  U.S. 
banks  in  South  America,  mainly  in 
Brazil  and  Argentina,  since  the  early 
1900s,  and  it  is  now  expanding  in  the 
Far  East.  Hill  is  also  ready  to  set  up 
branches  throughout  New  England 
when  interstate  deposit-taking  be- 
comes a  reality. 

Meanwhile,  the  cash  register  contin- 
ues to  ring  merrily,  with  first-half  oper- 
ating earnings  per  share  up  13%  over 
1980.  Like  most  bank  stocks,  The  First 
sells  at  a  modest  multiple — less  than  5 
times  expected  1981  earnings — but 
with  a  record  like  The  First's,  its  stock- 
holders can  afford  to  be  patient.  ■ 


Tertiary  recovery?  Mark  this  phrase.  It 
means  that  old  'forgotten"  oil  may  be 
worth  as  much  as  new  discoveries. 

Goo  and  residue: 
Where  tomorrow's 
profits  are 


By  Howard  Rudnitsky 
with  Jay  Gissen 


T 


hey  didn't  take  out  all  the  oil 
from  the  Pennsylvania  fields 
around  the  turn  of  the  century. 
There  are  still  over  5  billion  barrels 
remaining  underground  in  places  like 
Bradford  and  Titusville. 

Geologists  have  known  about  such 
neglected  reserves  for  decades.  But 
when  Washington  deregulated  prices 
of  so-called  old  oil  two  years  ago,  de- 
veloping them  made  economic  sense. 
Kendall,  Pennzoil  and  Quaker  State 
have  all  worked  on  chemical  pilot 
projects  to  see  if  they  can  ultimately 
recover  about  10%  of  that  Pennsylva- 
nia crude.  At  current  prices,  that  is 
worth  some  $15  billion. 


Other  companies  are  well  past  the 
experimental  stage.  Shell  and  part- 
ners, for  example,  are  now  investing 
$1.6  billion  in  a  carbon  dioxide  project 
aimed  at  recovery  from  west  Texas' 
45-year-old  Wasson  field.  Standard  Oil 
of  Indiana  is  putting  $1.5  billion  into 
1 1  separate  enhanced  recovery  efforts 
in  the  nearby  Permian  Basin.  Chev- 
ron, meanwhile,  will  invest  $500  mil- 
lion in  similar  projects  through  the 
middle  of  the  decade. 

Why  is  this  old  oil  so  hard  to  get  at? 
Why  did  its  active  development  have 
to  wait  upon  sky-high  oil  prices? 

There  are  substantial  reserves  of  so- 
called  heavy  oil,  largely  in  California. 
This  thick,  sticky  crude  clings  to  rock 
formations  and  won't  respond  well  to 
conventional  water  flooding.  There  is 
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perhaps  an  equal  amount  of  oil 
trapped  in  old  reservoirs — many  in 
Texas — that  have  lost  pressure.  New 
injection  techniques  can  force  this  oil 
to  the  surface. 

All  this  involves  what  oilmen  call 
enhanced  or  tertiary  recovery.  Con- 
ventional or  primary  wells  send  oil 
gurgling  to  the  surface  unassisted. 
Secondary  recovery  involves  pumping 
water  underground  to  force  out  petro- 
leum deposits.  This  is  an  old  process 
long  used  to  extend  the  life  of  reser- 
voirs. The  tertiary  technologies  are 
more  costly  and  sophisticated.  They 
can  involve  steam,  carbon  dioxide  or 
other  chemicals  (see  chart  below). ' 

These  projects  don't  have  the  glam- 
our of  bringing  home  a  wildcat  well. 
But  for  the  industry's  future,  they  may 
well  be  just  as  important.  "After  con- 
servation and  some  good-but-not- 
spectacular  new  discoveries,  the  best 
thing  we've  got  going  is  enhanced  oil 
recovery,"  says  Bruce  E.  Lazier,  an 
analyst  with  Paine  Webber  and  a  for- 
mer Mobil  Oil  petroleum  engineer. 

Various  government  offices  and  oil 


industry  experts  have  all  reached  a 
similar  conclusion:  There  are  around 
35  billion  barrels  of  oil  that  can  ulti- 
mately be  produced  using  existing  en- 
hanced-recovery  methods. 

A  few  years  ago  that  prospect  was 
largely  theoretical.  It  can  cost  up  to 
$20  to  $25  per  barrel  to  get  at  these 
hard-to-extract  reserves.  But  now  new 
government  incentives  are  making 
such  big  spending  worthwhile.  Be- 
sides the  two-year-old  price  decontrol 
of  old  oil,  companies  also  get  a  re- 
duced-rate on  windfall-profits  taxes — 
cut  to  30%  from  60%  or  more — on 
earnings  from  enhanced  recovery. 
"These  factors  are  having  a  marked 
effect  on  investment  in  projects  that 
were  uneconomical  in  the  past,"  says 
Donald  G.  Russell,  vice  president  of 
production  at  Shell  Oil. 

Before  decontrol,  California  heavy 
oil  had  an  average  price  of  $6.50  per 
barrel,  usually  more  than  the  marginal 
cost  of  production.  Getty  Oil,  which 
for  years  owned  low-cost  heavy-oil  re- 
serves that  it  extracted  at  Kern  River, 
was  an  exception.  It  could  earn  a  mod- 


est return  even  at  low,  controlled 
prices.  Today,  however,  heavy  oil  sells 
for  about  $25  a  barrel. 

Such  higher  prices  are  necessary  for 
most  enhanced-recovery  projects,  es- 
pecially the  newer  ones  designed  to 
get  oil  out  through  gas  injection.  Shell 
and  Mobil,  for  example,  are  spending 
over  $500  million  just  to  build  a  480- 
mile  pipeline  to  transport  C02  from 
Colorado's  McElmo  Dome  field  to  the 
Wasson  field.  Systems  to  pump  out 
the  C02  from  McElmo  Dome  will 
cost  $650  million. 

Operating  costs  are  also  extremely 
high.  "They  can  easily  exceed  capital 
costs,"  says  Amoco  engineer  Mike 
Drennon. 

At  the  moment,  the  most  produc- 
tive tertiary  recovery  methods — over 
90%  of  the  total — involve  thermal 
processes.  For  example,  steam  can  be 
used  to  bring  to  the  surface  either 
heavy  oil  or  trapped  pockets  of  light 
oil — provided  the  latter  are  not  much 
deeper  than  1,500  feet. 

Getty,  Shell  and  Chevron  are  the 
largest  thermal  producers.  Shell's  dai- 


When  the  gushers  stop  gushing 


It's  exciting  to  see  wells  spewing  oil  from  natural  pres- 
sure. But  often,  after  only  some  20%  of  its  potential  has 
been  recovered,  a  reservoir's  natural  production  trails  off. 


Here  are  the  three  most  widely  used  enhanced  recovery 
techniques.  Even  with  these  advances,  however,  produc- 
tion often  still  falls  below  50%  of  actual  reserves. 


With  the  oldest  and  most  common  method, 
water  is  injected  into  a  second  well  nearby. 
The  water  pressure  helps  push  the  oil  up, 
which  boosts  recovery  by  up  to  35%. 


Water  flooding  is  typically  ineffective  with 
heavy  oil.  Some  type  of  thermal  injection — 
frequently  steam — is  required  to  lower  the 
viscosity  and  force  the  crude  to  rise. 


One  of  the  newer  techniques  is  carbon 
dioxide  injection.  The  gas  is  forced  into 
wells,  releasing  oil  locked  in  rock  pores 
that  otherwise  would  be  trapped. 
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ly  output  has  jumped  to  100,000  bar- 
rels since  it  purchased  Belridge  Oil 
some  two  years  ago  for  $3.65  billion. 
That  move,  in  fact,  represented  a  ma- 
jor commitment  to  enhanced  oil  re- 
covery. Belridge  owns  7,000  acres  of 
heavy  oil  in  California. 

By  mid-decade,  if  total  thermal  pro- 
duction reaches  450,000  barrels  a  day 
and  heavy  oil  prices  average  $32  per 
barrel,  it  could  bring  in  combined 
earnings  of  some  $700  million  annual- 
ly for  these  corporations.  In  the  1990s, 
with  newer  recovery  processes,  prof- 
its will  run  into  the  billions. 

Besides  such  integrated  oil  giants 
and  a  few  larger  independents — who 
may  thus  be  assured  of  a  domestic 
supply  source  for  years  to  come — 
what  other  companies  will  profit  from 
enhanced  recovery? 

One  beneficiary  is  UGI  Corp.,  a  gas 
utility  with  a  growing  sideline  in 
delivering  CO2  to  oilfields.  Another  is 
Production  Operators  Inc.,  a  leader  in 
CO2  and  nitrogen-enhanced  oil  recov- 
ery techniques  as  well  as  a  maker  of 
compressors  for  gas  recovery.  A  third 
potential  winner  could  be  Indiana- 
based  Sullair  Corp.,  an  air  compressor 
manufacturer  that  is  developing  a  way 
to  deliver  steam  mjection  to  greater 
depths  and  with  less  heat  loss. 

Enhanced  recovery  is  far  less  risky 
than  synthetic  fuels.  "Even  if  a  barrel 
of  oil  falls  to  $28  for  a  year  or  two  it 
won't  mean  that  much,"  says  First 
Boston's  Thomas  Petrie.  "The  over- 
riding factor  at  this  point  is  the  favor- 
able tax  rate."  Adds  another  analyst: 
"Only  if  oil  prices  turn  down  and  stay 
down  for  three  or  four  years  will  a 
serious  erosion  in  the  economic  re- 
turn on  enhanced-recovery  invest- 
ments occur — and  I  don't  think  that's 
going  to  happen." 

Enhanced-recovery  methods  won't 
solve  our  energy  or  oil  import  prob- 
lems. But  it  could  prevent  them  from 
getting  worse.  As  enhanced  recovery 
increases,  primary  production  will 
probably  drop.  New  domestic  crude 
will  become  harder  to  find,  and  exist- 
ing reserves  will  dwindle.  The  result, 
according  to  a  Shell  expert,  is  that  the 
U.S.  will  be  getting  well  over  50%  of 
its  domestic  production  from  en- 
hanced-recovery methods  by  the  end 
of  the  century. 

A  quicker  and  more  likely  result  of 
the  growing  interest  in  enhanced  re- 
covery may  be  an  acceleration  of  the 
trend  toward  sellouts  by  smaller  oper- 
ators of  partly  played-out  properties. 
Or  the  capital  costs  of  enhanced  re- 
covery will  make  it  attractive  to  hook 
up  with  a  big  oil  partner.  Louisiana 
Land  &  Exploration,  for  example,  is 
already  working  with  Exxon  to  devel- 


op its  Jay-Little  Escambia  Creek  field 
in  Florida  through  nitrogen  injection. 

The  new  technology  puts  pressure 
on  smaller  independent  oil  producers 
in  another  way,  as  well.  Most  of  these 
exploration-oriented  companies  pay 
little  or  no  current  tax.  "They  can't 
write  off  most  of  this  stuff,"  says 
Paine  Webber's  Lazier.  "How  are  they 


going  to  finance  a  project  when  their 
interest  cost  is  a  real  aftertax  cost?" 
Result:  an  incentive  to  sell  out  to  well- 
heeled  oil  companies.  The  entrepre- 
neurs who  squeeze  out  these  last 
drops  of  profit  from  the  ground  are  far 
more  likely  to  be  anonymous  corpo- 
rate giants  than  traditional  oil-patch 
swashbucklers.  ■ 


Who  has  been  making  a  killing  in  Conoco? 

Winners 
and  losers 


By  Alysa  A.  Lappen 


No  matter  how  the  Conoco 
battle  comes  out,  there  are 
some  very  big  winners  among 
mutual  funds  and  other  institutional 
investors.  The  giant  oil  company  is  a 
favorite  of  the  institutions;  they  own 
62%  of  its  stock. 

The  biggest  profits  go  to  Los  Ange- 
les-based Capital  Group,  Conoco's 
largest  shareholder.  The  firm,  which 
oversees  some  $10  billion  in  assets, 
held  some  4  million  Conoco  shares  as 
of  Mar.  31,  the  most  recent  date  for 
which  ownership  data  are  available. 
Other  institutional  investors  with 
major  stakes  include  Citicorp  (2.3 
million  shares),  the  College  Retire- 
ment &  Equity  Fund  (1.3  million)  and 
Mellon  Bank  (1.2  million). 

Capital's  stock. — now  a  3%  stake  in 
Conoco — is  spread  among  several  ac- 
counts, but  one  subsidiary's  clients 
alone  stand  to  make  $100  million. 
Robert  Kirby,  a  Capital  money  man- 
ager, picked  up  most  of  his  Conoco 
holdings  in  1978  and  1979  at  an  aver- 
age price  of  $35  or  so.  He  cashed  in 
over  700,000  shares  when  Dome  Pe- 
troleum tendered  for  $65  in  Tune  and 
then  bought  back  nearly  200,000 
shares  weeks  later  when  the  price 
dropped  to  the  low  50s. 

That  made  Kirby  a  double  winner. 
Still,  he  admits  to  betting  right  for  the 
wrong  reasons.  Kirby  bought  into 
Conoco  for  its  domestic  rather  than 


international  reserves  as  well  as  major 
coal  holdings.  He  never  dreamed  of  a 
takeover.  "We  were  mostly  lucky,  not 
smart,"  he  concludes. 

Relative  to  its  size,  however,  per- 
haps the  biggest  winner  was  Welling- 
ton Management  Co.,  which  runs 
Vanguard  Group's  $1  billion  Windsor 
Fund.  The  famous  John  Neff  and  his 
partner,  John  Nyhein,  help  run  this 
outfit,  and  they  accumulated  most  of 
their  750,000-share  block  of  Conoco 
between  January  and  April  at  an  aver- 
age price  of  $52.  Did  they  have  inside 
information?  No,  just  common  sense. 
"We  bought  Conoco  because  its 
price  earnings  ratio  made  it  the 
cheapest  domestic  oil  stock,"  says 
Nyhein.  "People  take  over  companies 
because  they  are  cheap." 

But  smart  people  can  make  mis- 
takes, too.  Note  some  of  the  famous 
names  who  were  sellers  of  Conoco. 
During  the  first  three  months  of  1981 : 
Morgan  Guaranty,  the  T.  Rowe  Price 
funds,  and  Warren  Buffett's  Berkshire 
Hathaway.  And  consider  the  plight  of 
Minneapolis-based  Investors  Diversi- 
fied services,  which  manages  $5.5  bil- 
lion in  mutual  funds.  It  bought 
300,000  Conoco  shares  in  the  fourth 
quarter  of  1980  when  the  price  was 
peaking  at  around  $70.  Come  early 
1981  and  the  talk  of  an  oil  glut,  the 
boys  at  IDS  unloaded  200,000 
shares — taking  a  loss  of  perhaps  $3 
million.  Whipsawed  they  were.  Red- 
faced,  too.  ■ 
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In 1980,  the  world  s 
leading  importers  purchased 
20  billion  dollars  worth 
of  Brazilian  products. 
And,  for  good  reasons. 


Wouldn't  you  have  confidence  in  the  products 
of  a  country  which  boasts  an  annual  average  growth 
rate  of  6.6     a  gross  national  product  amounting 
to  208. 1  billion  dollars,  a  population  comprised 
mainly  of  young  people,  and  an  active  work  force 
of  3  5  million? 

The  world's  leading  international  importers 
certainly  do.  And  that's  why  they  purchase  products 
manufactured  in  Brazil,  one  of  the  world's 
ten  major  exporters. 

Last  year  alone,  Brazil  exported  20  billion 
dollars  worth  of  products  and  services.  All  of  this, 
thanks  to  the  high  level  of  technological  development 
attained  by  a  country  which  manufactures  motors, 
sporting  goods,  ships,  footwear,  toys,  airplanes, 
household  appliances,  canned  desserts,  and  many 
other  quality  goods.  And,  of  equal  importance, 
displays  a  totally  professional  degree  of  competence 
in  the  areas  of  finance,  project  engineering,  steel 
production,  and  industrial  assembly. 

Throughout  the  world,  there  are 
many  countries  using  100% 
Brazilian  technology  in  the 
planning  and  coastruction 
of  hydroelectric  projects, 


subways,  railroads,  superhighways, 
and  residential  complexes. 

To  these  countries,  it's  purely  a  question 
of  quality  and  ability. 

If  you  are  interested  in  Brazil,  its  products,  and  its 
expanding  markets,  why  not  talk  things  over  with  the 
manager  at  Banco  do  Brasil?  He  knows  all  about 
these  things. 

OVER  1  300  BRANCHES  IN  BRAZIL  •  BRANCHES  ANO  OFFICES  IN  ABIDJAN  ■ 
AMSTERDAM  •  ANTOFAGASTA  •  ASUNCION  •  ATLANTA  •  BARCELONA  • 
BOGOTA  •  BRUSSELS  •  BUENOS  AIRES  •  CARACAS  •  CHICAGO  • 
COCHABAMBA  •  COLON  •  CONCEPCION  -  DALLAS  •  FRANKFURT  • 
GENEVA  •  GRAND  CAYMAN  •  HAMBURG  •  HOUSTON  •  LAGOS  •  LA  PAZ  • 
LIMA  •  LISBON  -  LONDON  .  LOS  ANGELES  •  MACAO  •  MADRID  •  MANAMA  • 
MENDOZA  •  MEXICO  CITY  .  MIAMI  •  MILAN  •  MONTEVIDEO  • 
MONTEVIDEO  IOLD  CITYI  •  NEW  YORK  •  OPORTO  •  PANAMA  •  PARIS  • 
PARIS  IOPERAI  •  PAYSANDU  •  PUERTO  PRESIDENTE  STROESSNER  •  OUITO  ■ 
RIVERA  .  ROME  •  ROTTERDAM  •  SAN  FRANCISCO  •  SANTA  CRUZ  DE  LA 
SIERRA  •  SANTIAGO  •  SINGAPORE  •  STOCKHOLM  •  SYDNEY  •  TEHRAN  • 
TOKYO  •  TORONTO  •  VALPARAISO  •  VIENNA  •  WASHINGTON  •  ZURICH 


BANCO  DO  BRASIL 

tour  gateway  to  business  in  Brazil 
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They're  looking  at  the  beginning  of  the  end  for  production  line  paper  wc 


Computerization  has  dramatically  changed  the 
way  information  is  being  handled.  And  the  key  to 
putting  computer  power  where  the  action  is— 
virtually  eliminating  the  need  for  paper  work  — 
is  the  ubiquitous  computer  terminal. 

At  Galion  Manufacturing  Division,  Dresser 
Industries,  a  leading  manufacturer  of  construction 
equipment,  a  system  of  Raytheon  PTS  2000  pro- 
grammable terminals  is  delivering  vital  parts 
inventory  and  flow  data  directly  to  the  production 
line.  Right  where  the  decisions  are  made. 


It  s  part  of  a  long-range  plan  to  fully 
computerize  operations  at  Galion,  where  the 
terminal  is  fast  becoming  as  essential  as  the  tel« 
phone.  And  the  logical  replacement  for 
cumbersome  paper  records. 

In  a  wide  range  of  business  applications  th 
include  manufacturing,  distribution,  transports 
tion,  insurance,  finance,  and  government, 
Raytheon  terminals  are  helping  people  use  infoi 
tion  more  quickly  and  more  efficiently.  So  it's  n 
surprising  that  Raytheon  Data  Systems  has  bee 
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he  largest  independent  supplier  of  computer 
enninals  in  the  U.S. 

Yet  terminals  are  only  part  of  what  Raytheon 
loes  in  the  field  of  information  handling.  For 
:xample,  our  word  processing  equipment  is  bring- 
ing new  efficiency  and  flexibility  to  office 
)rocedures  throughout  industry.  And  when  you 
idd  our  experience  in  distributed  processing 
ystems,  minicomputers,  and  telecommunications, 
ou  understand  why  Raytheon  Data  Systems  is 
irmly  positioned  in  this  rapidly  growing  industry. 


Raytheon. . .a  55  billion  company  in 
electronics,  aviation,  appliances,  energy, 
construction,  and  publishing.  For  copies  of 
our  latest  financial  reports,  please  write 
Raytheon  Company,  Public  Relations,  141  Spring 
Street,  Lexington,  Massachusetts  02173. 


With  shrewdness  and  pure  gall,  Racehorse 
Haynes  has  made  a  name,  and  a  few 
million,  as  one  of  the  U.S. '  top  trial  lawyers. 


Profiles 


Wise  counsel 


By  Toni  Mack 


Richard  (Racehorse)  Haynes 
of  Houston  likes  to  spend  his 
spare  time  strolling  the  aisles 
of  a  local  Army-Navy  surplus  store, 
chatting  with  the  customers.  Other 
times  he  can  be  found,  a  compact, 
stocky  figure,  at  various  barbershops 
around  town.  Haynes  likes  to  talk  to 
the  patrons,  find  out  what  they're 
thinking,  why  they  picked  a  certain 
magazine  from  the  rack. 

Another  small-town  Texas  boy  get- 
ting by  in  the  big  city?  Hardly.  Race- 
horse Haynes,  53,  is  one  of  a  select 
group  of  renowned  trial  lawyers — men 


like  F.  Lee  Bailey,  Melvin  Belli  and 
Percy  Foreman — who  can  make  the 
tightest  case  against  a  client  look  as 
flimsy  as  dandelions  in  a  breeze. 

Take,  for  instance,  the  trials  of  Ft. 
Worth  oil  tools  heir  T.  Cullen  Davis. 
Davis  was  accused  of  murdering  his 
wife's  lover  and  daughter.  Though  eye- 
witnesses swore  the  killer  was  Davis, 
Haynes  cast  doubt  on  their  testimony 
and  won  the  case.  In  1979  Davis  was 
tried  for  conspiring  to  murder  the  judge 
in  his  divorce  case.  Evidence  against 
Davis  included  FBI  cassettes  and  video- 
tapes on  which  jurors  heard  and  saw  a 
man  saying  "I  got  Judge  Eidson  dead  for 
you"  and  Davis  replying  "Good."  But 


Haynes  convinced  the  jury  that  Davis 
thought  he  was  acting  undercover  for 
the  FBI  and  won  acquittal. 

So  why  does  a  legal  luminary  like 
Haynes  loiter  in  barbershops?  To 
study  people.  From  selecting  a  jury  to 
giving  the  final  argument,  Haynes' 
success  in  the  courtroom  depends  on 
his  ability  to  understand  and  manipu- 
late people.  During  his  25  years  at  the 
bar,  Haynes  has  become  a  master  of 
the  subject.  He  excels  in  the  voir  dire 
examination,  where  attorneys  inter- 
view prospective  jurors.  "I  ask  them 
how  they  feel  about  things.  People. 
Life.  Death,"  he  says  in  a  husky  voice, 
worn  out,  one  imagines,  by  exhorting 
juries.  He  stares  fixedly  at  his  visitor. 
"I  might  ask  you — and  this  is  one  of 
the  most  serious  moments  of  your 
life — to  think  about  your  best  friend. 
When  did  you  meet  this  person? 
When  did  you  last  see  him?  Are  you 
satisfied  with  your  station  in  life?  Do 
you  dream?  Do  you  have  hopes?  What 
do  you  read?"  It's  an  intense,  mesmer- 
izing performance,  but  Haynes  has 
spent  as  much  as  three  hours  with  a 
single  prospective  juror. 

He  once  surprised  a  colleague, 
though,  by  accepting  a  juror  without 
one  question.  Normally,  Haynes  likes 
jurors  who  are  bright,  with  no  undue 
respect  for  authority,  who  are  happy 
with  themselves  and  thus  not  likely 


Defense  attorney  Racehorse  Haynes  in  his  Houston  office 

"I  prepare  every  case  like  a  sovereign  was  trying  to  kill  my  client. 


Many  times,  they  are. 
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The  85°  a  gallon 
motor  fuel. 


Americans  are  turning  in 
increasing  numbers  to  a  cheaper 
and  cleaner  motor  fuel.  This 
year  a  third  of  a  million  vehicles 
are  expected  to  be  converted 
from  gasoline  to  propane  carbure- 
tion,  an  increase  from  35,500 
just  three  years  ago.  Propane 
costs  significantly  less  than  gaso- 
line. It's  clean-burning  and 
reduces  engine  wear.  It's  safe, 


widely  available  and  92%  of  pro- 
pane used  in  America  is  produced 
in  America. 

The  retail  arm  of  our  Northern 
Liquid  Fuels  Company,  Northern 
Propane  Gas  Company,  is  one 
of  the  nation's  leading  marketers 
of  propane  motor  fuel  and  is 
aggressively  expanding  its  contri- 
bution to  the  propane  revolution. 


Over  50  years,  forward  looking  - 
strategies  have  built  our  energy- 
based  businesses  to  the  position 
we  enjoy  today:  a  balanced 
and  diversified  earnings  structure 
of  secure  profitability  and  ex- 
panding opportunities  for  growth. 
For  further  information  call 
George  L.  Mazanec,  president  of 
Northern  Liquid  Fuels  Company, 
at  402-633-4079. 


Significant  per-gallon  price  differentials  between  gasoline  and  propane  vary  locally. 


Northern  Natural  Gas  Company  ■  Peoples  Natural  Gas  Company  ■  Northern  Plains  Natural 
Gas  Company  ■  Northern  Natural  Resources  Company  ■  Northern  Liquid  Fuels  Company  ■ 
Northern  Petrochemical  Company  ■  Nortex  Gas  &  Oil  Company  ■  Northern  Coal  Company 

The  right  mix  at  the  right  time 


INTERNORTH 


International  Headquarters.  Omaha,  Nebraska  68102 


This  plane  flies  three  times  faster 

than  a  bullet. 


ALLEGHENY  INTERNATIONAL 

SPECIAL  SKILLS  FOR  SPECIAL  NEEDS. 


'he  U.S.  Air  Force  SR-71  is  the  Providing  special  metals  is  one 

ivorld's  fastest,  highest-flying  way  Allegheny  International  is 

production  plane. It's  made  almost  meeting  the  special  needs  of 

entirely  of  titanium  —  an  excep-  aerospace  and  defense.We're 

lonally  strong,  lightweight     ^  also  one  of  the  leading  sup 


ind  heat-resistant 
[netal  that  allows 
\  to  travel  at  speeds 
i  excess  of  Mach  III, 
ind  at  altitudes 
)ver  80,000  feet. 

This  pressure  vessel,  used 
in  aircraft  systems,  contains 
fire  suppressing  gas  that  can 

snuff  out  a  fire  in  seconds. 

\  took  the  special  skills  of 
Mlegheny  International  to  meet 
he  special  needs  of  this  remark- 
ble  plane.  Our  experience  in  the 
eveiopment  and  manufacture  of  to  develop 
itanium  and  other  special  metals  sophisticated 
as  essential  in  the  development  components 
I  the  SR-71.  The  metals  we  make 
are  also  needed  for  critical 
elements  in  jet  engines, 


pliers  of  fire  suppression 
systems  for  use  in  civilian 
and  military  aircraft, 
NATO  armored  vehicles 
and  ships  of  virtually  every 
description.  These  sys- 
tems react  fast— some  within 
milliseconds— to  save  lives  and 
protect  property. 
At  Allegheny  Inter- 
national, we're  also 


using  our  special 
skills  in  electronics 


w — ; 


for  satellites 

and  other  spacecraft.  In  fact, 
more  than  300  electronic 
spacecraft  and  missiles,  components,  all  manufactured 

by  Allegheny  International,  were 
used  in  the  Space  Shuttle. 


We  believe  that  matching  special 
skills  to  meet  special  needs  is  the 
means  for  our  future  growth. 
And,  at  Allegheny  International, 
we're  applying  our  special  skills 
ingrowth  markets  the  world 


over- in 
health 
cessing, 
That's 
Allegheny 
special.  If 
know  more 
Internationa 


More  than  300 
electronic 
components 
were  produced 
by  Allegheny 
International 
for  use  in  the 
Space  Shuttle 
program. 


consumer  products, 
care,  food  pro- 
transportation, 
what  makes 
International  so 
you'd  like  to 
about  Allegheny 
write  to  us  at 
Box  456  L,  Two 
Oliver  Plaza, 
Pittsburgh, 
PA  15230 
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to  unleash  hostility  on  a  defendant. 
But  in  this  case — two  police  officers 
accused  of  beating  a  black  man  to 
death — Haynes  wanted  a  "dumb" 
jury,  one  given  to  prejudice  and  not 
inclined  to  disbelieve  men  of  the  law. 
The  colleague  asked  why  Haynes 
hadn't  questioned  the  juror.  Haynes 
pointed  to  the  jury  card,  a  question- 
naire that  gave  items  like  the  man's 
occupation,  his  wife's  name,  where  he 
lived,  etc.  Under  "Length  of  Resi- 
dence" the  man  had  written  "120'  x 
60'."  "That  tells  us  all  we  want  to 
know,"  smiled  Haynes.  The  police- 
men were  acquitted. 

Haynes  also  uses  his  psychological 
tactics  on  the  prosecution.  Norman 
Lee,  now  a  county  judge  in  Houston, 
recalls  his  first  case  as  Haynes'  associ- 
ate. Lee  was  just  out  of  law  school,  but 
Haynes  told  reporters  he  was  an  evi- 
dence expert  from  New  York.  Before 
they  examined  the  evidence,  Haynes 
gave  Lee  a  plan:  Peruse  some  piece  of 
evidence  carefully — what  piece  didn't 
matter — and  then  give  it  a  knowing 
look,  make  a  few  notes  and  retreat  to 
the  sidelines.  Once  in  the  evidence 
room,  Lee  grabbed  a  shoe  and  fol- 
lowed orders — in  full  view  of  the  pros- 
ecuting attorneys.  After  leaving  the 
room,  Haynes  and  Lee  tiptoed  back  to 
peek  through  a  small  window  in  the 
door.  The  prosecutors  were  urgently 
examining  the  shoe.  Whispered 
Haynes:  "I  just  wanted  to  give  them 
something  to  think  about  tonight." 

With  moves  like  that,  bom  of 
shrewdness  and  pure  gall,  Haynes  has 
begun  to  make  himself  a  legal  legend. 
His  first  fame  came  with  the  book 
Blood  and  Money,  the  tale  of  a  Hous- 
ton plastic  surgeon  accused  in  1970  of 
murdering  his  wife  with  a  concoction 
of  excrement,  pus  and  pastry.  The  Da- 
vis trials  came  a  few  years  later,  and 
his  reputation  was  secured. 

His  courtroom  savvy  has  also  won 
him  the  playthings  of  the  rich — a 
Porsche  Turbo  Carrera,  a  Texas  ranch, 
a  51 -foot  sailboat — but  life  was  not 
always  so  easy.  Racehorse  Haynes  (so 
dubbed  by  a  school  football  coach) 
grew  up  on  the  wrong  side  of  the 
bayou  from  the  tony  neighborhood 
where  he  now  lives.  His  mother  took 
in  washing;  his  father,  a  plasterer  by 
trade,  often  took  a  second  job. 

The  work  ethic  was  dominant.  Re- 
calls a  childhood  friend:  "It  was  in- 
grained in  you  at  home,  at  church,  at 
school,  on  the  athletic  field:  The  hard- 
er you  work  and  the  more  determined 
you  arc,  the  more  you  can  accomplish. 
Horatio  Alger  really  lived." 


It  was  also  a  neighborhood  where 
differences  were  settled  on  the  sand- 
lot.  At  around  5  foot  7,  Haynes 
learned  to  survive.  He  later  became 
Texas'  amateur  welterweight  boxing 
champion,  and  to  this  day  he  relishes 
confrontation. 

In  one  case,  a  prosecutor  put  an 
engineering  expert  on  the  stand  and 
questioned  him  at  length,  referring  of- 
ten to  hefty  tomes  splayed  across  a 
table.  The  jury  was  duly  impressed. 
Then  Haynes  stood  up  with  one  slim 
folder  in  his  hand  and  began  to  fire 
questions.  The  expert,  not  knowing 
what  the  folder  held,  got  rattled,  and 
the  jury  was  disenchanted.  In  the  fold- 
er? hMechanix  Illustrated.  Haynes  had 
improvised  the  questions. 

That  aggressiveness  gives  Haynes 
some  combative — if  self-righteous — 
notions  about  his  vocation.  "I  don't 
like  bullies,"  he  says  belligerently, 
"and  the  government  can  be  the  big- 
gest bully  of  all.  When  I'm  fighting  the 
bullies,  I  am  exemplifying  my  role  as 


So  why  does  a  legal  lumi- 
nary Wee  Haynes  loiter  in 
barbershops?  To  study  peo- 
ple. Haynes*  success  in  the 
courtroom  depends  on  his 
ability  to  understand  and 
manipulate  people. 


one  of  freedom's  trustees.  The  men 
and  women  who  do  what  I  do  are 
really  the  difference  between  free  peo- 
ple and  the  Gestapo."  It  makes  a  good 
pretrial  pep  talk,  of  course.  "I  prepare 
every  case  like  a  sovereign  was  trying 
to  kill  my  client."  He  pauses;  his 
voice  drops  dramatically.  "Many 
times,  they  are." 

It's  an  Us-versus-Them  mentality 
that  has  made  for  Haynes'  best  court- 
room strategy:  trying  the  victim.  Ear- 
ly this  year  Haynes  was  called  to  de- 
fend Vickie  Daniel,  charged  with  mur- 
dering her  husband,  Price  Daniel  Jr.,  a 
former  Speaker  of  the  Texas  House  of 
Representatives  and  son  of  a  former 
U.S.  senator.  The  case  won't  go  to 
court  until  October,  but  Haynes  has 
already  defended  Vickie  in  a  child 
custody  suit  brought  by  the  dead 
man's  sister.  During  the  custody 
trial — said  to  be  a  preview  of  the 
murder  trial — Haynes  brought  out 
testimony  that  Price  Daniel  Jr.  beat 
his  wife,  sexually  fondled  his  chil- 
dren, grabbed  a  grown  man's  genitals, 
smoked  marijuana  and  drank  to  ex- 
cess. Vickie  kept  her  children.  Says 
Haynes:  "I've  got  a  letter  from  a  juror 
that  says,  'If  they  prosecute  Vickie  for 


themurder,  1'llnotvoteforthatD.A.'  " 

Understandably,  Haynes  is  paid 
well  for  his  work — a  reported  $3  mil- 
lion for  the  last  Davis  trial.  So  he 
knows  from  experience  that  success- 
ful professionals  have  investment 
problems.  "They  have  a  lot  of  cash 
flow,  it's  ordinary  income,  and  Uncle 
Sam  has  his  hand  in  their  back  pock- 
ets," he  says.  "They  have  to  make 
some  kind  of  investment  to  shelter 
their  income,  so  they're  easy  targets 
for  con  men  and  hustlers." 

How  has  Haynes  dodged  the 
hustlers — and  built  a  net  worth  of 
around  $15  million?  The  same  way  he 
picks  a  jury:  on  his  judgment  of  peo- 
ple. He  looks  for  investment  partners, 
he  says,  who  are  honest,  hard  workers 
with  pride  in  what  they  do.  Then  he 
puts  his  money  on  the  line. 

Last  year,  for  example,  Haynes 
played  golf  one  afternoon  with  Lee 
Stone  Jr.,  a  man  he  had  never  met  be- 
fore. But  he  liked  him  well  enough  to 
put  up  5%  of  the  cost  of  a  well  Stone 
proposed  to  drill.  In  return  Haynes 
would  get  about  2.5%  of  whatever  was 
found.  The  well  went  100%  over  bud- 
get, and  Stone  kept  appearing  in 
Haynes'  office  with  his  palm  up. 
Though  friends  insisted  Haynes  was 
being  taken,  he  had  faith.  In  May  the 
well  hit  an  estimated  25  billion  cubic 
feet  of  gas,  and  Haynes'  $200,000  in- 
vestment will  be  worth  around  $1.8 
million  at  current  gas  prices. 

Haynes  often  gets  involved  in  in- 
vestments through  his  clients.  Several 
years  ago  Haynes  defended  a  Memphis 
grain  company  that  was  accused  of 
shortweighting  its  ships.  He  got  to 
know  one  executive  well,  and  when 
the  man  left  to  form  his  own  commod- 
ity brokerage  house,  Haynes  went  into 
commodities.  "He  guides,  and  all  I  do 
is  put  on  the  brakes,"  says  Haynes.  "I 
made  $600,000  or  $700,000  in  com- 
modities last  year.  It's  a  little  slow  this 
year,  but  I'm  gonna  dance  with  the  guy 
that  brought  me." 

Real  estate  investments  come  from 
clients,  too — ones  who  pay  property 
instead  of  cash  for  his  services. 
Haynes  must  pay  income  taxes  on  the 
appraised  value  of  property  received 
as  a  fee,  and  property  taxes.  But  in- 
stead of  a  depreciating  asset — i.e., 
cash— he  has  an  appreciating  asset. 
"Those  properties  have  gone  up  by 
multiples  of  ten,  damn  near  every  one 
of  them,"  says  Haynes  contentedly. 

Haynes  has  a  lot  to  be  content 
about.  It's  all  there  in  the  framed  acco- 
lades that  line  his  office  walls.  "Not 
bad  for  a  good  old  country  boy,"  he 
comments.  Racehorse  Haynes  is  as 
countrified  as  Ed  Koch — but  it  does 
make  a  good  line.  ■ 
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Brazil  means 
business. . .  and  profits 

That's  why  Brazil  now  comes  to  you  with 
6  major  trade  fairs... in  New  York,  Atlanta,  Dallas, 
Miami,  Los  Angeles  and  Chicago... presenting 
the  best  and  newest  quality  products  by  the 
foremost  Brazilian  manufacturers,  competitively 
priced  for  the  American  market. 


Today  Brazil  Is  A  Rapidly  Growing  Industrial  Nation. 


Its  1980  exports  of  $20  billion  represents  a  tenfold  increase  over 
the  past  fifteen  years.  Brazil  is  well  on  its  way  toward  becoming 
a  major  economic  power. .  .thanks  to  its  dynamic  industrial 
technology  and  diversified  production. 


When  Brazil  Export/81  Comes  Into  Your  Market  Area,  you  will 
find  a  broad  range  of  products  on  display  to  meet  your  particular 
needs. .  and  if  you  are  looking  for  special  products  to  meet  your 
own  unique  design  or  specifications  requirements,  the  Brazilian 
manufacturing  representatives  will  be  on  hand  to  fill  your  request. 


Here  Are  The  Groups  Of  Products  Being  Presented: 

As  you  can  see,  there  will  be  products  of  interest  to  most  American  buyers  —  and  you  in  particular. 


•  Automobile  parts 

•  Agricultural  equipment 

•  Processed  foods  &  alcoholic  beverages 


•  Tile  and  ceramic  construction  materials 

•  Jewelry  and  precious  stones 

•  Textiles 

•  Women's  fashions  and  sporstwear 


•  Hardware  and  tools 

•  Housewares  and  furniture 

•  Footwear  and  leather  goods 


Choose  The  Place  And  Time  For  Your  Visit  To  Brazil  Export/81 

The  Brazil  Export/81  trade  fair  program  is  conceived  and  designed  for  your  convenience.  Here  are  the  cities,  dates  and  locales: 


New  York  City 

Aug.  31  — Sept. 2 
N  Y  Coliseum 


Atlanta 

Sept.  9- Sept.  11 
Apparel  Mart. 
Exhibit  Hall 


Dallas 

Sept.  20- Sept.  22 
Market  Hall 


Miami  Beach 

Sept.  30- Oct.  2 
Convention  Center 


Los  Angeles 

Oct.  11  — Oct.  13 
California  Mart 


Chicago 

Oct.  19- Oct.  22 
McCormick  Place 


Pre  Register  Now— For  The  Trade  Only 

Select  the  city  of  your  choice  and  register  in  advance  by  filling 

out  this  coupon  and  mailing  it  to: 

Mr.  Walter  J.  Faustini,  Brazil  Export  81 

551  Fifth  Avenue,  New  York,  NY  10176  Suite  210 

Tel.  (212)  733-6447 

for  your  free  Brazil  Export/81  visitors  credentials. 

Name  

Title  

Firm  


Please  Check  Below  The  Classification 
Of  Your  Business: 

□  Wholesaler  □  Mfs.  Agent 

□  Retailer  □  Manufacturer 

□  Dept.  Store  □  Importer-Exporter 

□  Premium  Buyer  □  Other 

□  Chain  Drug  Store 

Please  Check  Below  The  Trade  Fair  Locale 
You  Wish  To  Visit: 


Street. 
City  


State. 


Zip  Code  . 


Telephone 


□  New  York 

□  Atlanta 

□  Dallas 

□  Miami  Beach 

□  Los  Angeles 

□  Chicago 


Aug.  31  -  Sept.  2 
Sept.  9  —Sept.  11 
Sept.  20  -  Sept.  22 
Sept.  30  —  Oct.  2 
Oct.  11    -Oct.  13 
Oct.  19   -  Oct.  22 


N.Y  Coliseum 
Apparel  Mart.  Exh.  Hall 
Market  Hall 
Convention  Center 
California  Mart 
McCormick  Place 


Did  those  rich  Germans  get  taken  in  the 
U.S.  supermarket  business?  It  looks  that 
way — but  only  on  the  surface. 

Auf  Wiedersehen, 
A&P? 


By  Jeff  Blyskal 

James  Wood  is  the  smart  British 
chairman  installed  by  the  German 
owner  to  refurbish  the  $7  billion 
Great  Atlantic  &  Pacific  Tea  Co. 


Wood  must  sometimes  wonder  why 
he  took  the  job. 

Germany's  Tengelmann  Group,  a 
big,  family-owned  European  food  re- 
tailer, holds  a  50.3%  stake  in  the  New 
Jersey-based  supermarkets.  But  with 


$53  million  in  losses  showing  up  on 
A&P's  register  tape  over  the  past  five 
quarters,  the  Germans  are  not  happy. 

A  warning  flare  went  off  last  April 
in  the  form  of  A&P's  bid  to  buy  Niag- 
ara Frontier,  a  $554  million-a-year 
Buffalo,  N.Y.  supermarket  chain,  at  a 
cost  of  $83  million  in  cash  and  debt. 

The  basic  reason  for  the  Buffalo 
deal  may  be  this:  Tengelmann  knows 
A&P  has  no  hope  of  turning  a  signifi- 
cant, sustainable  profit  for  at  least 
the  next  two  years,  and  the  company 
needs  to  latch  on  to  Niagara  Fron- 
tier's $17.3  million  in  pretax  earn- 
ings. That  way  A&P  can  recoup  at 
least  some  of  its  $170  million  in  loss 
carryforwards  and  investment  tax 
credits,  which  will  begin  to  run  out 
next  year. 

The  Germans  got  involved  with 
A&P  back  in  1979,  when  Tengelmann 
bought  a  42%  interest  in  the  112- 
year-old  company  for  $79  million. 
The  sellers  were  primarily  institu- 
tions, eager  to  bail  out  at  about  mar- 
ket price.  A&P's  then-chairman, 
Jonathan  Scott,  had  already  closed 
about  half  of  the  ailing  chain's  roughly 
3,500  stores  and  returned  the  com- 
pany to  minimal  profitability,  but  by 
1978  the  slimmcd-down  A&P  was 
losing  money  again. 

Last  year  Scott  quit — to  start  a  real 
estate  investment  firm  in  Dallas — and 
Tengelmann  recruited  Wood  to  re- 
place him.  Wood,  a  good-humored  51- 
year-old,  was  running  Grand  Union,  a 
U.S.  subsidiary  of  Sir  Jimmy  Gold- 
smith's Cavenham,  Ltd.,  and  like 
Scott  had  a  superlative  reputation.  He 
cost  Tengelmann  plenty:  A  five-year 
contract  gives  Wood  a  yearly  base  sal- 
ary of  $400,000,  a  $300,000  bonus,  an 
option — yet  to  be  exercised — on 
200,000  A&P  shares  and  10%  owner- 
ship in  A&P  if  he  stays  until  1985. 

Wood's  three-part  strategy  is  this: 
1 )  modernize  stores  in  areas  where  he 
knows  A&P  will  do  well  and  spend 
heavily  on  the  profitable  Canadian 
subsidiary;  2)  fix  up  the  badly  deterio- 
rated stores  in  areas  like  New  York 
City  and  Chicago  that  previous  man- 
agements had  all  but  written  off;  3) 
later,  maybe  in  two  years  if  all  goes 
well,  replace  old  stores  with  new  ones 
in  major  markets. 

Along  the  way,  Tengelmann  has 
been  trying  out  its  European-style 
Plus  store  concept — small  outlets  of- 
fering low  prices  and  absolutely  no 
frills  (customers  even  pay  for  the  pa- 
per bags).  Also,  Wood  talks  of  testing  a 
\\  .i  1 6  house-type  store  in  Chicago, 
probably  by  September. 

Now  the  problems.  Industry  experts 
say  that  Wood  has  not  greatly  im- 
proved his  all-important  distribution 


A&P  Chairman  James  Wood 

Moving  from  the  bakery  to  the  meat  department? 


48 


FORBES,  AUGUST  3,  1981 


systems.  Notes  one  competitor,  "If 
you  can't  get  the  product  into  the 
store,  how  can  you  hope  to  increase 
your  sales?" 

Wood  says  things  are  better  but  ad- 
mits that  A&P's  numerous  older  out- 
lets still  make  deliveries  difficult, 
largely  because  of  inefficient  unload- 
ing facilities.  What's  more,  A&P  dis- 
tribution centers  have  operated  at  half- 
speed  and  half-capacity,  cutting  ser- 
vice in  an  effort  to  reduce  costs. 

There  is  also  the  burden  of  too 
much  manufacturing  capacity  to  pro- 
duce house-brand  Ann  Page,  Plus  and 
generic  "no  name"  goods.  These  ac- 
count for  9%  of  revenues — but  A&P's 
dollar  sales  now  are  roughly  what  they 
were  four  years  ago,  so  unit  volume  is 
off  dramatically.  Consider  the  1.5- 
million-square-foot  Horseheads,  N.Y. 
plant,  operating  at  50%  of  capacity. 
Critics  insist  A&P  could  buy  the  same 
"private  label"  products  from  national 
manufacturers  at  lower  cost. 

A&P's  suppliers  point  out  that 
while  top  management  has  been 
changed,  few  day-to-day-operations 
people  have  been  replaced.  "A  lack  of 
coordination  between  purchasing  and 
merchandising  is  common  at  A&P," 
says  one  supplier. 

Price-cutting,  which  helped  create 
this  year's  $10  million  first-quarter 
loss,  is  especially  tough  on  A&P.  Says 


one  New  York  area  supermarket  ex- 
ecutive, "Sure  the  company  is  being 
aggressive,  but  with  a  high  cost  struc- 
ture, A&P  just  can't  afford  it."  Hence 
the  serious  first-quarter  losses. 

And  there  is  more  bad  news.  The 
Tengelmann-hatched  1 5,000-square- 
foot  Plus  stores,  which  were  extreme- 
ly successful  in  Germany,  are  a  flop  in 
the  U.S.  "We've  halted  expansion  to 
see  where  we're  going,"  says  Wood, 
puffing  a  Dutch  cigar. 

So  where  does  this  leave  A&P  and 
Tengelmann?  As  one  competitor  puts 
it,  "While  Wood  is  catching  up,  every- 
body else  is  still  moving  ahead." 

Jonathan  Scott,  a  voice  from  the 
past,  isn't  overly  optimistic  either.  "In 
the  food  business,"  he  says,  "when  you 
can't  keep  your  volume  growing  as  fast 
as  the  industry  or  inflation,  that's  a 
hell  of  an  indicator  you're  not  giving 
the  customer  what  he  wants."  Last 
year  A&P  sales  grew  4.6% — less  than 
half  the  industry  rate. 

Can  A&P  ever  attain  true  profitabil- 
ity? Wood  is  candid.  "Sometimes  I 
have  some  bad  moments  when  I 
think  not,"  he  says.  "But  if  it's  going 
to  be  done  at  all,  it's  got  to  be  done 
within  the  next  two  or  three  years." 
Why  the  deadline?  Come  1983,  A&P's 
$130  million  in  long-term  debt  begins 
to  mature  at  an  accelerated  rate  of 
$1 1.8  million  per  year,  vs.  the  current 


rate  of  about  $1.7  million. 

Erivan  Haub,  who  controls  Tengel- 
mann, is  tight-lipped  about  his  U.S. 
investment — as  always.  Helga  Haub, 
his  wife  and  an  A&P  board  member, 
says  only  that  A&P  is  "still  strug- 
gling." Rosemarie  Baumeister,  a  Ten- 
gelmann vice  president,  admits  the 
turnaround  is  "taking  much  longer 
than  expected,"  but  says  Tengelmann 
has  no  plans  for  leaving. 

Were  the  Germans  sold  a  bill  of 
goods  in  the  first  place?  Maybe  not. 
A&P's  prime  attraction  was  that  it 
was  "cheap  and  available,"  according 
to  German  sources.  Haub  has  paid  an 
estimated  $120  million — roughly  $6 
and  change  per  share — for  half  of  a 
company  that  still  has  over  $275  mil- 
lion in  working  capital.  And  Tengel- 
mann has  riot  been  pouring  much  ad- 
ditional cash  into  A&P 

By  this  account,  the  Germans  were 
making  a  deal  with  little  downside 
risk — even  though  success  was  a  long 
shot.  At  worst,  Haub  could  realize  per- 
haps $3  a  share  for  his  A&P  stock.  Book 
value  is  nearly  $11,  and  the  $5  market 
price  today  is  barely  below  his  acquisi- 
tion cost.  In  short,  liquidation  would  be 
no  disaster  for  the  German  investor. 

James  Wood,  hired  as  a  baker  to 
help  make  the  dough  rise,  may  wind 
up  at  the  meat  counter — trying  to  sell 
off  the  choice  cuts.  ■ 


SCUDDER 


TAX-FREE* 
MONEY  MARKET 
FUND 


Scudder  Tax  Free  Money  Fund  is  a 
money  market  fund  for  investors  in 

 ,   high  tax 

brackets. 
$1,000  mini- 
mum. Free 
check  writing. 
Telephone 
redemption. 
No  interest  penalty  for  withdrawing 
cash  whenever  you  wish.  Free 
exchanges  within  the  Scudder  Family 
of  Funds.  Backed  by  Scudder,  Stevens 
&  Clark's  62  years  of  investment 
counsel  experience. 


*Some  income  may  be  subject  to  state,  local  or 
federal  taxes. 


I  1 

SCUDDER  TAX  FREE 
MONEY  FUND 

175  Federal  Street,  Boston,  MA  021 10 

CALL  TOLL  FREE  or  WRITE  for 

a  free  prospectus,  including  complete 
information  about  management  fees 
and  expenses.  Read  it  carefully 
before  you  invest  or  send  money. 

800-453-6600 

Name  


Address. 
City  


State. 


Zip. 


l^mX-EXEMPT  INCOME*j 


The  Up-And-Comers 


Docutet  pioneered  the  ATM  a  decade  ago, 
then  blew  the  lead.  It  was  a  classic  example 
of  entrepreneurial  control  gone  awry.  . 


"When  you 
get  cocky" 


By  Anne  Bagamery 

IN  1977  I  was  positive  they  were 
going  to  give  me  the  Businessman 
of  the  Year  award,"  recalls  B.J. 
"Jack"  Meredith,  chairman  of  Dallas- 
based  Docutel  Corp.  Then  he  winces: 
"I've  still  got  the  acceptance  speech. 
Just  goes  to  show  you  what  happens 
when  you  get  cocky." 

Meredith  can  be  forgiven  on  one 
count:  If  any  company  could  have  in- 
spired cockiness  back  in  1977,  it  was 
Docutel.  In  less  than  a  decade  it  had 
gone  from  a  minuscule  startup  to  a 
$31  million  industry  pioneer,  having 
virtually  created  the  market  for  auto- 
mated bank  teller  machines,  or 
ATMs.  In  1976  Docutel  earned  $1.6 
million,  and  its  five-year  return  on 
equity  averaged  a  robust  21%.  Even 
with  competition  from  the  likes  of 
Diebold,  IBM  and  NCR,  tiny  Docutel 
still  held  80%  of  the  market  with  its 
Total  Teller  300,  and  its  next-genera- 
tion machine — the  TT2000 — was  the 
odds-on  favorite  for  Citibank's  mam- 
moth 200-plus  order. 

Yet  one  critical  mistake — rushing 
the  TT2000  to  market  before  it  was 
thoroughly  tested — sent  Docutel  from 
industry  leader  to  industry  joke.  Its 
name  became  synonymous  with  unre- 
liability— sure  death  in  a  service  in- 
dustry. In  1977  it  lost  $8  million  on 
sales  of  $25  million,  scared  off  poten- 
tial customers  (like  Citicorp,  which 
formed  its  own  ATM  company),  and 
drove  existing  customers — its  biggest 
asset — into  the  arms  of  the  competi- 
tion. Docutel  very  nearly  went  under. 

But  after  a  year's  retrenching,  Doc- 
utel came  back  in  1978  with  a  new 
machine,  a  new  service  contract  with 
TRW,  and  new  financial  controls.  It's 


back  in  the  black — last  year  was  its 
best  ever,  with  earnings  of  $4.7  mil- 
lion on  sales  of  $54  million — but  it 
now  runs  second  in  market  share 
(27%  to  Diebold's  35%)  and  Meredith 
admits  Docutel  will  never  again  domi- 
nate the  industry  it  created. 

What  happened  to  Docutel — intro- 
ducing a  second-generation  product 
prematurely — could  happen  to  any 
fast-growing  entrepreneurial  com- 
pany. Nobody  understands  that  better 
now  than  Jack  Meredith.  A  cheery 
Texan  with  the  boyish  charm  and  dis- 
tinctive voice  of  his  famous  younger 
brother  Don  (the  sportscaster  and  for- 
mer Dallas  Cowboys  quarterback), 
Meredith  takes  his  company's  suc- 
cesses and  lumps  quite  personally.  "I 
created  the  damn  ATM  industry,  and 
I  very  nearly  destroyed  it  for  us,"  he 
admits.  "I  was  patting  myself  on  the 
back  so  hard,  I  broke  my  arm." 

In  1967  Docutel  was  nothing  more 
than  a  two-man  captive  spinoff  of 
Recognition  Equipment — two  engi- 
neers trying  to  duplicate  for  use  in 
American  banks  the  wall-mounted 
cash  dispensers  they  had  seen  during 
a  trip  to  Europe.  Meredith,  who  had 
come  to  Recognition  Equipment  as 
head  of  marketing  after  six  years  at 
IBM,  saw  a  potential  gold  mine: 
"Here  was  something  that  would  give 
customers  24-hour-a-day  service  and 
give  banks  a  hell  of  a  marketing  tool." 
But  Recognition  Equipment  wasn't 
exploiting  the  opportunity.  So  in  1968 
Meredith  left  to  set  up  a  venture  cap- 
ital firm  with  his  brother  Don,  in  part 
to  help  invest  Don's  personal  appear- v 
ance  and  endorsement  revenues.  But 
he  also  recruited  Houston  broker  Tom 
Burke  and  Humble  Oil  heir  Walter 
Fondren  because,  as  Meredith  puts  it, 


"What  did  tv/o  East  Texas  boys  know 
about  venture  capital?"  Shortly  there- 
after, the  firm,  IP  Corp.,  bought  Rec- 
ognition Equipment's  stake  in  the 
new  venture. 

Meredith  quickly  saw  that  there 
was  nothing  proprietary  about  the 
ATM  technology— IBM  could  copy  it 
in  a  week.  Clearly,  what  was  crucial 
was  marketing — getting  bankers  to 
accept  the  machine,  and  bankers  in 
turn  getting  customers  to  use  it.  Here 
again,  Docutel  could  be  run  over  by 
IBM's  marketing  power.  But  Docutel 
had  a  head  start  and  marketing  was 
Meredith's  forte.  So  in  1969  he  in- 
stalled himself  as  president  and  start- 
ed selling — "a  temporary  arrangement 
that  lasted  1 1  years." 

It  was  a  hard  sell.  Banks  had  little 
inclination — and,  during  the  1973-74 
recession,  less  money — for  an  unprov- 
en  machine  that  they  considered  little 
more  than  an  expensive  gimmick. 
Meredith  tried  cost-effectiveness  ar- 
guments—that a  $40,000  ATM  could 
be  cheaper  than  a  $10,000-a-year  tell- 
er for  routine  transactions,  provided 
enough  customers  used  it.  He  pointed 
out  the  24-hour  convenience  feature. 
No  dice.  Those  banks  that  did  buy 
ordered  a  token  machine  and  stuck  it 
in  the  lobby.  Not  surprisingly,  cus- 
tomers ignored  it. 

"Banks  were  extremely  slow  to  re- 
alize that  customers  would  be  hooked 
one1  they  tried  the  machines,"  ex- 
plains Linda  Fenner  Zimmer,  an  inde- 
pendent analyst  who  follows  the 
ATM  industry.  "The  trick  was  getting 
them  to  try  it.  They  should  have 
painted  them  red,  put  plants  around 
them,  advertised,  promoted,  given 
them  funny  names,  anything." 

The  big  break  came  in  early  1976, 
when  the  First  National  Bank  of  At- 
lanta took  Meredith's  suggestions 
and  went  all  out  to  promote  its  $1.5 
million  Docutel  TT300  ATM  system. 
The  bank  named  the  machine  "Tillie 
the  Teller"  and  spent  $500,000  in 
advertising  and  lobby  demonstra- 
tions. Tillie  the  Teller  was  an  enor- 
mous success.  Within  days  major 
competing  banks  were  calling  Mer- 
edith to  set  up  ATM  systems.  Then 
Chemical  Bank  increased  its  ATM 
promotion  budget.  Docutel 's  order 
backlog  jumped  from  one  month  to 
several.  After  five  years  of  more  red 
ink  than  black,  Docutel  was  making 
big  money — and  a  big  name  for  itself. 
"I  looked  like  a  damn  genius,"  says 
Meredith. 

But  that  marketing  genius  couldn't 
save  a  fiasco  like  the  TT2000,  which 
came  out  in  limited  markets  in  Sep- 
tember 1977.  Its  mechanical  problems 
were  legion:  Its  buttons  stuck,  it  ate 
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key  cards  and  its  computer  line  over- 
loaded after  several  hours  of  use.  It 
was  also  larger  than  the  TT300,  which 
meant  that  current  customers  would 
have  to  knock  a  larger  hole  in  their 
walls  than  they  had  already  knocked 
for  the  older  machine.  So,  the  TT2000 
rendered  Docutel's  existing  customer 
base  practically  worthless. 

It  wouldn't  have  been  so  bad  if  the 
TT2000's  problems  had  been  confined 
to  the  R&D  lab.  All  Docutel  might 
have  lost  was  some  time  correcting 
them.  But  time  was  something  Mer- 
edith didn't  think  he  had.  He  had 
poured  most  of  Docutel's  1976  earn- 
ings into  development  of  the  TT2000. 
Orders  for  the  TT300  were  dwindling 
because  customers  were  waiting  for 
the  new  machine,  shrinking  Docu- 
tel's cash  flow  to  the  danger  point. 
Meanwhile  there  was  Diebold  getting 
ready  to  introduce  its  second-genera- 
tion machine,  which  was  Docutel's 


market  if  he  hadn't  felt  badly 
squeezed  for  cash  and  wasn't  worried 
about  Diebold.  It  was  a  gamble,  and  it 
very  nearly  cost  him  the  company." 

It  had  Meredith  lying  awake  nights 
worrying  about  the  TT2000.  "Here 
was  the  mighty  Docutel,  champion  of 
this  brilliant  new  industry,  down  for 
the  count,"  he  says.  "My  God,  I  felt 
awful  The  worst  part  was  realizing  I'd 
need  help  to  pull  it  out." 

So  Meredith  hired  a  comptroller  to 
get  Docutel's  financial  house  in  or- 
der. He  even  listened  to  him.  On  the 
comptroller's  advice  Meredith  main- 
tained the  R&D  budget — to  bring  out 
a  successor  to  the  TT2000  as  quickly 
as  possible — and  did  the  most  painful 
thing  of  all:  slashed  the  sales  force  to 
the  bone.  (Many  of  those  people  de- 
fected to  the  competition.)  To  bolster 
Docutel's  cash  position,  Meredith 
tapped  his  previously  untouched  $6.5 
million  credit  line  and  bought  a  small 


Docutel's  Meredith  ( left )  and  Saterson  with  Total  Teller  2300 

After  one  critical  mistake,  back  in  the  black— hut  not  back  on  top. 


real  competition  for  the  Citibank  sys- 
tem: In  fact,  Docutel  had  already  de- 
signed a  special  TT2000  to  help  give  it 
the  inside  track  in  landing  the  $8  mil- 
lion Citibank  order. 

"Jack  is  a  tremendous  marketer  and 
a  great  entrepreneur,  but  like  many 
entrepreneurs  he  doesn't  enjoy  ad- 
ministration," says  Jeff  Villwock,  an 
analyst  with  Eppler,  Guerin  &  Turner 
in  Dallas.  "That  was  fine  when  Docu- 
tel had  the  market  to  itself,  but  it 
doesn't  work  in  competition.  One 
mistake,  and  there's  nothing  to  back 
your  company  up.  That's  it." 

"The  TT2000  wasn't  lost  on  the 
marketing,"  says  another  Dallas  ana- 
lyst. "Jack  wouldn't  have  brought  it  to 


cash  cow — Pine  State  Knitwear,  a 
well-managed  North  Carolina-based 
sweater  and  shirt  manufacturer  that 
has  consistently  outperformed  its  in- 
dustry and  added  some  35%  in  earn- 
ings on  30%  of  sales.  Finally,  he 
effectively  sold  Docutel's  service  di- 
vision to  TRW — thereby  pruning  a 
moneyloser  and  placing  Docutel's 
shaky  service  operation  in  untaint- 
ed hands. 

With  these  measures  and  the  suc- 
cessful introduction  of  the  TT2300 
late  in  1978,  Docutel  was  profitable 
again.  Its  reputation,  however,  has 
taken  a  little  longer  to  polish  up. 
"You'd  be  surprised  how  some  ana- 
lysts paint  even  our  most  successful 


moves  these  days,"  says  Meredith, 
shaking  his  head.  "Pine  State  is  a  dam 
good  company  and  it  gives  us  just  the 
kind  of  cash  flow  we  want,  but  I'm 
constantly  asked  when  I'm  going  to 
sell  it.  Some  people  still  figure  we 
can't  do  anything  right." 

But  two  of  Meredith's  most  recent 
moves  may  help  Docutel  to  be  taken 
more  seriously  in  the  future.  In  No- 
vember 1980  Meredith  stepped  up  to 
chairman  and  named  a  new  presi- 
dent— George  Saterson,  who  won 
high  marks  for  his  performance  as 
president  of  the  Sweda  International 
division  of  Litton  Industries. 

Meredith  is  also  allying  his  com- 
pany with  Olivetti,  the  $2.2  billion 
word-processing  giant.  The  deal,  in 
which  Olivetti  agrees  to  acquire  no 
more  than  25%  of  Docutel's  stock, 
gives  Docutel  exclusive  rights  to  sell 
Olivetti's  TC800  line  of  teller-operat- 
ed computer  terminals  to  U.S.  banks. 
The  TC800  has  had  a  good  track 
record  in  foreign  commercial  banks, 
but  its  limited  capabilities  make  it 
best  suited  to  U.S.  savings  and 
loans — at  best  a  risky  target  market, 
considering  the  industry  shakeout 
many  experts  predict.  But  then,  that 
may  not  matter  much  to  Docutel. 
Olivetti  adds  credibility  plus  its  mus- 
cle to  fend  off  unfriendly  takeovers — 
good  insurance  if  the  ATM  market 
really  takes  off. 

Recently  Docutel  has  had  some 
nice  breaks.  Datapro,  the  indus- 
try's premier  research  firm,  has  rated 
the  TT2300  more  reliable  than  the 
latest-generation  IBMs  and  Die- 
bolds — a  fact  almost  everyone  at  Doc- 
utel loves  to  cite.  But  what  pleases 
Meredith  most  is  that  Docutel  is 
starting  to  win  back  clients  who  left 
during  the  TT2000  debacle;  he  has 
even  taken  to  dropping  in  on  prodigal 
technical  people  at  rival  firms,  telling 
them,  "It's  time  to  come  home  now." 
Many  of  them  do.  "Because  of  its  pio- 
neer status  and  bad  breaks,  Docutel 
has  got  a  sort  of  'favored  underdog' 
status,"  says  Linda  Fenner  Zimmer. 
"Even  people  who  won't  do  business 
with  them  for  economic  reasons  are 
still  rooting  for  them." 

It's  probably  too  soon  to  count  Doc- 
utel out  entirely.  The  ATM  market  is 
changing  phenomenally,  with  offsite 
ATMs,  regional  ATM  networks  and 
the  advent  of  home  banking.  A  stron- 
ger, more  mature  Docutel  doesn't 
seem  badly  positioned  to  compete. 
Meredith  admits  his  company  will 
probably  never  dominate  the  market 
as  it  once  did.  But,  he  shrugs,  "That's 
life.  Sometimes  when  you  stub  your 
toe,  you  break  your  foot.  You're  just 
glad  you  can  still  walk."  ■ 
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We  help  keep  your  car  from  becoming 
a  feast  for  rust. 


/Vith  inflation  nibbling  away  at  your  pur- 
:hasing  power,  the  last  thing  you  need  is 
or  rust  to  eat  your  car. 

3o  at  3M  we  make  automotive  products 
ike  metal  foil  tapes  that  help  foil  rust 
attacks  on  your  headlights  and  rocker 
3anels.  We  have  sealants  that  can  inhibit 
corrosion  from  making  a  main  course  of 
/our  hood  and  trunk.  And  we  make 
oenetrating  sprays  to  help  keep  rust  from 
naking  hors  d  oeuvres  of  your  screws 
land  bolts.  In  fact,  we  may  protect  car 


parts  you  ve  probably  never  heard  of. 
Because  at  3M,  we're  in  the  business  of 
hearing.  By  listening  to  people  s  needs, 
we  continually  develop  innovative  solutions 
like  our  army  of  products  that  armor  cars 
against  rust.  In  addition,  we  make  anti- 
glare coatings,  sound-dampening  tapes 
and  adhesives  that  prevent  your  car's 
parts  from  coming  loose. 

In  fact,  3M  has  pioneered  over  900 
products  to  serve  the  needs  of  the 


transportation  industry. 

If  you  would  like  a  free  3M  Transportation 
Equipment  Manufacturing  and  Maintenance 
Brochure,  write  us  today  Department  020208/ 
3M,  P.O.  Box  4039,  St.  Paul,  MN  55104. 

Or  better  yet,  let  us  hear  from  you  right 
now  Call  toll-free:  1-800-323-1718, 

Operator  362.  (Illinois  residents,  call 
1-800-942-8881.) 

3M  hears  you... 


3M 


Harold  Katz  of  Nutri/ System  made  it  big  by 
making  other  people  smaller.  Now  he's 
hoping  to  cap  their  teeth  and  cut  their  hair. 


"Vanity  is 
everywhere" 


The  Up-And-Comers 


By  Maurice  Barnfather 
with  Robert  McGough 

When  you  walk  into  the  East 
Mall  at  Harrisburg,  Penna., 
you  see  rows  of  discolored, 
misshapen  teeth  sitting  like  battered 
piano  keys  behind  tiny  windows  set 
in  a  chrome-plated  wall.  Suddenly,  a 
television  in  that  chrome  slab  flick- 
ers: "Welcome  to  the  Wonderful 
World  of  Cosme-Dontics."  It's  the  lat- 
est brainchild  of  Harold  Katz,  44-year- 
old  president  of  the  chain  of  Nutri/ 
System  weight-loss  centers. 

Katz  has  a  penchant  for  the  dramat- 
ic. He  recently  laid  out  $12  million  of 
his  own  money  for  the  Philadelphia 


76ers  basketball  team,  for  example. 
The  biggest  kick  he  is  likely  to  get 
from  owning  this  basketball  team 
may  be  using  the  tax  losses  to  offset 
the  huge  sums  he  has  amassed  by 
helping  fight  the  flab. 

And  they  are  huge.  After  going  pub- 
lic last  January,  Katz  still  holds  70%  of 
Nutri/System.  Last  year  the  company 
earned  $4  million,  a  return  on  equity 
of  97%.  This  year  will  be  even  better, 
perhaps  over  $8  million  on  revenues 
nearly  doubled,  to  $45  million.  Nutri/ 
System  is  piling  up  cash,  too.  Not 
surprisingly,  when  all  clients  pay  in 
advance  for  their  treatment — and  all 
dietary  food,  made  exclusively  for 
Nutri/System  and  essential  to  the  diet 


Nutri/System  President  Harold  Katz 
"Welcome  to  the  wonderful  world  of. 


program,  is  cash  up  front.  With  $16 
million  cash  in  the  bank  and  less  than 
$100,000  debt,  no  wonder  Katz  is  con- 
fident of  repeating  Nutri/System 's 
success  with  a  national  chain  of  retail 
dentists. 

Katz  smiles.  "If  we  can  make 
Cosme-Dontics  work  in  Harrisburg, 
we'll  make  it  anywhere."  He  is  prob- 
ably right.  After  all,  as  Katz  likes  to 
point  out:  "Vanity  is  everywhere." 
Cosme-Dontics,  he  hopes,  will  be- 
come the  largest  nationally  franchised 
chain  of  retail  dentists  specializing  in 
affordable  cosmetic  dentistry.  Indeed, 
after  only  three  months  this  pilot 
scheme  in  Harrisburg  is  already  mak- 
ing money.  "No  doubt  about  it,  it's 
the  wave  of  the  future,"  adds  Gordon 
Lewis,  43,  who  joined  Katz  this  year 
to  develop  Cosme-Dontics,  after 
spells  as  a  sales  manager  with  Revlon 
and  marketing  director  with  Clinique 
Laboratories.  He  is  aiming  for  10  or 
15  Cosme-Dontics  franchises  by  the 
end  of  this  year,  each  costing  a  dentist 
about  $250,000  to  start  up.  "One  of 
our  attractions,"  says  Lewis,  "is  that 
we're  always  open,  especially  on 
Wednesdays,  when  regular  dentists 
play  golf  with  physicians." 

Katz  likes  that.  Of  course,  he  will 
have  competition.  For  instance,  Ron- 
ald Saverin's  three-year-old  franchise 
operation,  DentCare  Systems 
(Forbes, Mar.  2),  is  the  largest  outfit  in 
the  booming  retail-store  dentistry  in- 
dustry, with  35  outlets  and  a  $3  mil- 
lion advertising  budget.  Katz  isn't 
concerned.  As  its  name  suggests, 
Cosme-Dontics  emphasizes  cosmetic 
dentistry,  in  particular  mastique  ve- 
neering, which  sounds  like  something 
you  do  to  furniture.  "It's  a  simple  pro- 
cess, really,  basically  a  paste  that  is 
molded  by  a  lathe  and  bonded  to  your 
tooth,"  explains  Katz.  Six  teeth  take 
an  hour  or  two  and  cost  $490,  which 
compares  with  $500  a  tooth  for  tradi- 
tional capping. 

With  his  usual  showmanship,  Katz 
has  bought  the  support  of  Dr.  Sanders 
Borisoff,  a  New  York  society  dentist 
whose  clients  include  novelist  Tru- 
man Capote  and  designer  Halston. 
Borisoff,  who  says  Katz  made  him  an 
offer  he  couldn't  refuse,  is  helping  to 
design  the  Cosme-Dontics  "centers." 
"I  hate  the  word  clinic,  it  implies  a 
low  socioeconomic  environment," 
says  Borisoff. 

Who  is  this  Harold  Katz?  Leaning 
back  in  his  chair,  Katz'  shirt  buttons 
strain  to  hold  in  a  spare  tire.  He  seems 
not  to  take  his  own  medicine.  "It 
could  have  been  anything,  really,"  he 
says.  "I  was  looking  for  something  to 
franchise  and  I  just  happen  to  have 
chosen  weight  loss." 
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You  know  how  an  airplane  simplifies 
0  business  travel*  Find  out  how 
"•Seech  simplifies  owning  an  airplane. 


A  company  airplane  simp! 
fies  business  travel,  many  ways. 

By  freeing  you  from  airline 
schedules  that  don't  match  your 
schedules. 

By  providing  direct  flights  to 
everywhere  the  airlines  go,  plus  lit- 
erally thousands  of  places  they  don't. 

By  allowing  your  scarcest 
resource,  qualified  management,  to 
be  there,  when  and  where  they're 
needed. 

You  may  know  dozens  of  other 
ways.  But  you  may  not  know  how 
Beech  simplifies  airplane 
ownership  and  operation 

It  starts  with  the 
comprehensive  informa- 
tion in  your  free  Manage- 
ment Guide  to  Business 
Aviation  that  helps 
you  decide  whether  a 
Beechcraft  can,  indeed, 
be  a  profitable 
investment. 

It  extends  throughout  the 
network  of  Beechcraft  Aviation 

The  Beechcraft  Super  King  Air  gives 

first  class  accommodations  jor  8-/5  passengers 

at  near  jet  speeds  for  over  2000  miles. 


The  Pressurized  Beechcraft  Duke  curries  six  in  cahtn  class  comfort  and  quiet  at  over  280  mph 


Centers,  where  aviation  profes- 
sionals can  help  in  every  aspect 
of  airplane  purchase  and  operation. 
And  once  you  have  purchased 
a  Beechcraft,  this  same 
organization  can  teach 
you  to  fly  or  find  you  a 
qualified  pilot.  They  can 
manage  your  mainte- 
nance. They've  even 
gone  so  far  as  to  operate 
a  customer's  airplane  for 
him.  Flying  it,  schedul- 
ing it,  maintaining  it, 
because  that's  what  the 
customer  wanted. 
And  finally,  simple,  reliable 
operation  and  fuel-efficiency  comes 
standard  with  every  Beechcraft  busi- 
ness airplane.  In  its  uncompromis- 
ing quality,  you  find  the  reason  why 


Beechcraft  owners  experience  mini- 
mum maintenance,  low  depreciation 
and  a  ready  resale  market. 

If  you  would  like  1 1 >  find  oul 

more,  simply  let  us  know, 
i  -i 

Send  for  your  free  1981  kit. 

Write  us  on  your 
company  letterhead, 
and  we'll  send  you 
everything  you  need 
to  make  an  initial 
decision  on  the  profitable  use  oj  a 
Beechcraft  in  your  company.  Write  to: 
Beech  Aircraft  (.'orpontium, 
Dept.KD,  Wichita,  Kansas  67201. 
If  you'd  rathei  call,  mil  collect  and  iis'< 
for  DelChitwood,  316-6HJ-82I9. 

L  I 

OMembei  ( leneral  Aviation  Mi  fa<  turen  Assn.  latlon 


The  Up- And- ( Vomers 

Born  in  south  Philadelphia,  Katz 
got  sucked  into  business  at  18,  when 
his  father  died.  The  Katz  family  gro- 
cery store  in  Philadelphia's  German- 
town  needed  his  help  and  that  of 
younger  brother  Robert  (also  a  Nutri/ 
System  director).  After  three  years  as 
a  neighborhood  grocer,  Harold  Katz 
tried  his  luck  selling  life  insurance  for 
John  Hancock,  and  then  went  into 
the  fire/burglar  alarm  and  intercom 
business. 

When  he  decided  to  go  into  the 
weight-loss  game,  however,  he  pulled 
out  all  the  stops.  "I  borrowed  on  my 
house,  I  took  the  full  shot  and  began 
with  $40,000."  That  was  the  last  cent 
Katz  needed  to  put  into  the  company. 
"I  made  money  my  very  first  month 
in  business." 

Walk  into  a  Nutri/System  center 
and  you  soon  see  why.  "It's  like  a 
medical  office,"  says  Katz.  "We  have 
doctors,  nurses,  master's  degree  psy- 
chologists helping  change  your  eating 
habits,  exercise  facilities  and  weight 
counselors." 

Food  is  the  key.  As  Katz  sees  it: 
"Our  food  gives  you  discipline,  there 
is  no  decision  to  make.  The  biggest 
problem  in  dieting  is  making  deci- 
sions, counting  calories.  We  lay  it  out. 
You  know  what's  for  breakfast,  lunch, 
dinner  and  snacks."  Naturally,  there's 
a  computer  to  manage  your  weight- 
reduction  program.  Can't  argue  with  a 
machine,  can  you?  The  diet  foods 
have  a  space-age  ring  with  the  name 
Nutri/System  2000.  There  are  60  vari- 
eties from  Nebular  Nectar  (orange 
drink)  through  Space  Cakes  (pan- 
cakes) to  Lunar  Crepes.  There's  even 
a  French-style  Galaxy  Dressing. 

Contrast  Nutri/System's  discipline 
to  the  relaxed  approach  of  Weight 
Watchers,  where  overeaters  join  in 
group  therapy  to  change  eating  habits. 
There  are  question  and  answer  ses- 
sions: "Can  I  have  cream  cheese  on 
my  bagel  if  I  skip  the  pound  cake  for 
dessert?"  WW  meetings  encourage 
clients  to  eat  differently,  and  not  sur- 
prisingly they  cost  less  than  Nutri/ 
System:  There  is  usually  an  $8-to-$12 
registration  and  first-time  meeting 
fee,  and  $4  to  $6  for  weekly  meetings 
thereafter.  But  Nutri/System  claims  to 
get  the  pounds  off  faster,  though  at  a 
price:  The  average  customer  leaves 
$600  behind— about  $20  a  pound. 
Time  taken  is  some  eight  weeks,  and 
there  is  a  one-year  maintenance  pro- 
gram, with  all  kinds  of  juicy  refunds  if 
the  patient  gets  that  far.  While  mem- 
bership at  Weight  Watchers  slipped 
about  4%  in  1980,  Nutri/System  has, 


in  the  ten  years  since  Harold  Katz 
entered  the  weight  loss  business,  ex- 
panded to  over  400  centers. 

Mistakes?  Sure,  there  have  been 
plenty.  Katz  remembers  starting  with 
frozen  food  in  1975.  "We  were  mov- 
ing it  from  Philadelphia  to  Florida,  but 
the  trucks  kept  breaking  down  and 
the  food  came  in,  well,  not  frozen,"  he 


"We've  hired  Debbie  Rey- 
nolds as  our  national 
spokesperson.  Of  course, 
shes  no  longer  a  baby. 
Went  through  two  husbands 
and  has-  three  children." 


recalls.  "Now  we  have  packaged  goods 
and  cans." 

But  Katz  feels  that  such  problems 
are  all  behind  him  now.  He  is  launch- 
ing a  national  television  campaign  lat- 
er this  year  to  push  Nutri/System  be- 
yond the  present  47-state  operation. 
"We've  hired  Debbie  Reynolds  as  our 
national  spokesperson,"  says  Katz,  a 
little  star  struck.  "She's  into  health 
care,"  he  explains.  "Of  course,  she's 


49  years  old  and  no  longer  a  baby. 
Went  through  two  husbands  and  has 
three  children." 

But  Katz  is  not  stopping  with  teeth 
and  bulges.  Now  he  wants  to  build  a 
chain  of  4,000  unisex  haircutters  na- 
tionwide under  the  name  Telecut. 
"It's  a  unique  concept  in  unisex  hair- 
cutting,"  says  Katz.  "It's  a  room  in 
the  round,  with  eight  chairs  locked  in 
front  of  eight  TV  screens.  People  hav- 
ing their  hair  done  see  themselves  on 
the  screen.  When  it's  over,  the  film  is 
filed  away.  Next  time  the  beautician 
can  view  the  tape  and  cut  the  hair  in 
an  identical  way.  Or  if  you  didn't  like 
the  cut,  avoid  doing  it  that  way 
again." 

Oh  yes,  you  will  also  be  able  to  get 
wine  and  cheese  at  the  bar. 

Nutri/System  went  public  recently. 
As  the  January  prospectus  put  it:  "If 
the  company  were  to  lose  his  [Katz'] 
services,  its  business  could  be  ad- 
versely affected."  Asked  about  this, 
Harold  Katz  demurs.  No,  he  isn't  the 
whole  company.  But  then  his  natural 
ebullience  gets  the  better  of  him.  "I 
take  credit  for  the  whole  thing,"  he 
says  grandly.  ■ 


The  old  saw  about  the  better  mousetrap 
works  in  finance  as  well.  Consider  the 
Palitz  brothers  and  Commercial  Alliance. 


Opportunities 

are  where 
you  make  them 


By  Jane  Carmichael 

ON  THE  WAY  TO  LUNCH  with  a 
guest  in  midtown  Manhattan, 
Bernard  Palitz,  the  56-year-old 
chairman  of  $75  million  (estimated 
1981  revenues)  Commercial  Alliance 
Corp.,  stops  and  waves  an  arm  at  sev- 
eral compressors  and  cranes  he  sees  at 
work  on  a  new  crosstown  subway  line. 
A  slow  grin  spreads  across  his  face;  the 
scene  proves  his  point.  "Computer 
leasing,"  he  says,  "may  be  more  glam- 
orous, but  this  is  the  bread  and  butter. " 
That  philosophy  has  brought  Com- 


mercial Alliance  18  straight  years  of 
earnings  increases,  ever  since  Bernie 
and  his  younger  brother  Cal  (for  Clar- 
ence, now  president)  started  the  com- 
pany in  1963.  Though  return  on  equi- 
ty has  been  declining  from  a  high  of 
28.9%  in  1977  and  was  down  to 
21.5%  last  year,  Alliance's  five-year 
average  was  still  26.8% — and  analysts 
believe  last  year  was  the  trough  of 
Alliance's  cycle.  Earnings  for  the  year 
ended  July  31  may  hit  $3.50  a  share, 
up  from  $3.20  in  fiscal  1980. 

But  what's  more  remarkable  about 
returning  21.5%  on  equity  in  a  bad 
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Report  from  Number  One  Wall  Street 


High  technology  for  high  finance: 

one  of  the  ways  we  save  you  time  and  money. 

"The  most  advanced  cash  management  and  electronic  funds  movement 
technology  is  yours  in  the  early  80's  because  Irving  Trust  took  the  time  and 
care  to  build  it  better  in  the  70s,"  says  Greg  Gorup  of  Irving  Trusts  Product 
Management  Department. 

"For  example,  Irving  Trust  pioneered  in  developing  S.W.I. FT,  the  most  effi- 
cient method  of  international  interbank  communications.  Today,  we  are  a 
leader  in  handling  outgoing  correspondent  bank  messages. 

"We  were  the  first  New  York  bank  to  establish  an  on-line,  computer-to- 
computer  link  with  the  Federal  Reserve:  our  Book  Entry  Securities  Transfer 
system  that  eliminates  paperwork  in  transferring  Federal  funds  and  govern- 
ment securities. 

"Ca^h- Register!"  our  information  reporting  system,  is  one  of  the  industry's 
most  comprehensive  and  competitive  tools.  Customers  throughout  the 
world  use  it  for  balance  reporting,  deposit  concentration,  funds  transfer  and 
money  market  rates. 


Let  Irving  Trust  put  its  automated  cash  management  systems  to  work  for 
you.  Write  to  Gregory  J.  Gorup.  Irving  Trust  Company,  One  Wall  Street, 
New  York,  NY  100L<  Or  call  him  at  212/487-6300. 


Irving  Trust 

Unique.  Worldwide. 


Member  FDIC 


year  is  not  that  Palitz  manages  to  do  it 
with  cranes,  but  that  he  does  it  in 
competition  with  financing  giants 
like  CIT  Corp.  (now  part  of  RCA)  and 
General  Electric  Credit  Corp.  CIT  has 
more  than  10  times  Alliance's  receiv- 
ables— and  access  to  cheaper  money 
in  the  commercial  paper  market. 
"They  have  anywhere  from  0.5%  to 
1.5%  cheaper  cost  of  funds,"  says  Pa- 
litz. "And  the  banks  have  an  even 
greater  advantage." 

So,  how  does  Commercial  Alliance 
survive,  let  alone  prosper?  "We  make 
it  up  with  our  expertise  and  our  ser- 
vice," says  Palitz.  By  expertise  he 
means  Commercial  Alliance  has  al- 
ways concentrated  on  a  relatively  nar- 
row market — construction  equipment 
like  cranes  and  bulldozers. 

It  is,  essentially,  a  middleman 
between  the  dealer — for  manu- 
facturers like  Caterpillar,  Inter- 
national Harvester  and  Man- 
itowoc— and  his  customer.  If  a 
building  contractor  wants  to 
buy  a  crane,  for  example,  the 
dealer  sells  it  to  him  on  the  in- 
stallment plan,  then  sells  the  re- 
ceivable at  a  discount  to  Alli- 
ance. This  represents  about 
two-thirds  of  Alliance's  busi- 
ness. If,  on  the  other  hand,  the 
contractor  would  rather  lease, 
the  dealer,  in  effect,  first  sells 
the  crane  to  Alliance,  which 
then  leases  to  the  customer — 
the  other  third. 

As  for  service,  the  dealer  could 
probably  get  cheaper,  no-frills  fi- 
nancing from  a  bank,  but  he 
would  have  to  decide  on  the 
down  payment  and  collateral 
and  do  the  bill  collecting  him- 
self. For  1%  or  2%  more,  Com- 
mercial Alliance — and,  for  that   

matter,  any  other  leasing  company — 
will  do  all  that  for  him.  So  how  does 
Commercial  Alliance  differentiate  it- 
self from  CIT  and  GE  Credit?  "It's  the 
difference  between  going  to  a  general 
practitioner  with  a  bad  earache  or  go- 
ing to  an  ear,  nose  and  throat  special- 
ist," says  Palitz,  who  clearly  sees  him- 
self as  the  ENT  man.  To  illustrate,  he 
tells  how  another  leasing  company  ar- 
ranged to  finance  about  $500,000 
worth  of  accounting  equipment  for  a 
law  firm  one  Dec.  26.  A  couple  of  days 
later,  the  firm's  accountant  pointed 
out  to  the  partners  that  they  could  gain 
a  big  tax  advantage  if  they  leased  as 
individuals  rather  than  as  a  corpora- 
tion, but  only  if  they  acted  before  Dec. 
31.  The  partners  went  back  to  their 
financing  source,  who  said  he  was  sor- 
ry but  he  would  have  to  start  the  whole 
bureaucratic  credit  approval  process  all 
over  again.  Enter  Alliance:  "We  had  a 


team  there  closing  on  Dec.  30,"  Palitz 
recalls.  They  finished  at  4  a.m.  on  Dec. 
31  and  the  law  firm  has  been  a  steady 
customer  ever  since. 

After  18  years  of  practice,  Palitz' 
people  know  their  credit  risks — and 
they  know  what  the  collateral  is 
worth  should  they  have  to  repossess 
it.  And  that,  combined  with  highly 
conservative  lending  practices,  means 
Commercial  Alliance  can  hold  loan 
losses  below  average — 0.70%  of  re- 
ceivables over  the  last  five  years,  com- 
pared with  0.88%  for  CIT.  Commer- 
cial Alliance  finances  only  medium- 
value  equipment — mostly  in  the 
$100,000-to-$500,000  range— so  the 
risk  attached  to  any  one  default  is 
small.  And  it  sticks  to  full-payout 
leases,  a  conservative  method,  the  ef- 


Alliance  Chairman  Bernie  Palitz 
"This  is  the  bread  and  butter. 


feet  of  which  is  that  if  there  is  any 
profit  on  resale  of  the  equipment — as 
there  usually  is  thanks  to  inflation — it 
goes  directly  to  the  bottom  line.  To 
make  things  safer  still,  about  45%  of 
Alliance's  receivables  are  on  a  "full- 
recourse  basis"  to  the  dealer,  which 
means  the  dealer  assumes  all  the  cred- 
it risk  and  Commercial  Alliance  sim- 
ply performs  the  credit  evaluation  and 
collection  services. 

If  all  these  safeguards  fail  and  Com- 
mercial Alliance  is  left  holding  the  bag 
on  a  default,  there's  still  the  collateral, 
and  here  again  the  company  is  in  good 
shape.  Its  collateral  is  relatively  unso- 
phisticated. "Take  computers,"  says 
Palitz.  "A  new  machine  comes  out  and 
it  renders  that  technology  obsolete.  A 
three-year-old  machine  can  be  worth- 
less in  the  marketplace.  On  the  other 
hand,  take  a  crane.  Sure,  a  new  one 
would  do  a  little  better  job.  But  a  three- 


or  five-  or  even  seven-year-old  crane 
would  do  )ust  about  the  same  job.  "With 
only  minor  modifications,  a  crane  can 
put  up  an  office  tower,  load  and  unload 
ships,  raise  oil  derricks  (about  10%  to 
15%  of  Alliance's  receivables  are  now 
oil-related).  Put  on  a  bulldozer  attach- 
ment and  it  will  shove  logs  around  a 
tree  farm,  a  shovel  attachment  and  it 
will  surface-mine  coal.  So  Commercial 
Alliance  isn't  in  thrall  to  any  one  specif- 
ic business  cycle — just  to  the  general 
economic  cycle. 

Commercial  Alliance's  weak  spot, 
of  course,  is  its  vulnerability  to  high 
and  volatile  short-term  interest  rates, 
which  hurt  performance  in  1980  and 
in  the  second  quarter  ended  Jan.  31, 
1981.  As  of  Apr.  30,  about  75%  of 
Commercial  Alliance's  borrowings 
were  sensitive  to  short-term 
rates.  To  reduce  that  exposure, 
Palitz  has  been  moving  toward 
floating-rate  receivables,  which 
now  make  up  about  a  quarter  of 
the  portfolio.  As  for  the  rest,  he 
points  out,  maturity  is  still 
short,  and  since  Alliance  does 
no  consumer  lending,  it  is  free 
from  usury  ceilings  in  most 
states,  thus  allowing  it  to  adjust 
its  prices  upward  to  some  ex- 
tent when  leases  expire. 

If  Congress  passes  accelerated 
depreciation  and  liberalizes  the 
investment  tax  credit,  the  effect 
on  Alliance  could  be  dramatic. 
With  new  incentives  for  capital 
investment,  Alliance  can  prob- 
ably continue  to  grow  by  18%  to 
20%  a  year  over  the  long  term. 
The  ITC  is  an  important  part  of 
any  leasing  company's  earn- 
ings— 37%  for  Alliance  last 
year — and  if  it  is  increased,  the 

  company  is  likely  to  shift  away 

from  buying  receivables  and  toward 
more  leasing. 

Commercial  Alliance  is  an  interest- 
ing study  in  venture  capital  at  its  best. 
A  lot  of  people  think  venture  capital 
goes  only  to  people  who  produce  those 
little  black  boxes.  Not  so.  It  goes  to 
people  who  can  persuade  backers  that 
they  can  put  the  money  to  good  use 
even  in  the  most  mundane  of  fields. 
The  Palitz  brothers  grew  up  in  the 
leasing  business,  but  their  family  firm 
had  been  sold  out  from  under  them. 
They  convinced  Paul  Revere  Corp., 
now  an  Avco  subsidiary,  that  they 
deserved  backing.  The  deal  has  made 
Cal  and  Bernie  rich:  Between  them 
they  own  34%  of  the  stock,  worth  $22 
million.  Paul  Revere,  for  its  original 
$1.75  million,  has  $15.8  million 
worth  of  common  stock.  Opportuni- 
ties, clearly,  are  not  where  you  find 
them  but  where  you  make  them.  ■ 
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Which  unleaded  gasoline  is 
right  for  your  car? 

Shell  has  two  answers. 


Shell  Super  Unleaded  Gasoline,  in  the  red 
pump,  is  for  cars  that  need  a  premium 
unleaded  gasoline  with  extra  octane.  It 
can  help  keep  those  cars  from  knocking 
and  running  on.  It  helps  prevent  hesita- 
tion and  stalling,  too,  because  it's  blended 
for  good  driveability. 

But  not  every  car  needs  the  superior 


quality  of  Shell  Super  Unleaded. 

Maybe  your  car  will  run  just  fine  on 
the  lower  octane  of  Shell  Unleaded.  About 
half  of  the  cars  that  need  unleaded  will. 

If  you  don't 
need  the  difference 
in  octane,  why  pay     Come  to  1 
the  difference?  Shell  for  answers 


" . . .  there  goes  Fred,  used  to  work  for  a  pay  envelope,  then  he 
started  his  own  company,  worth  a  couple  of  million  now,  his  wife 
drives  a  Mercedes,  wish  I  could  be  like  Fred  " 

Have 

you  got 

what  it  takes? 


By  John  Merwin 

Y'  ou  can  walk  up  to  the  people 
on  the  street  and  ask  them  if 
they  want  to  be  rich,"  says  Ar- 
thur Rock,  the  renowned  venture  cap- 
italist, "and  99%  will  tell  you,  'Sure,  I 
want  to  be  rich.'  But  are  they  willing 
to  do  what's  necessary  to  be  success- 
ful? Not  many  are." 

Rock,  who  has  made  millions  for 
investors  by  backing  such  entrepre- 
neurial winners  as  Teledyne,  Scientif- 
ic Data  Systems  (for  which  Xerox  paid 
$1  billion)  and  Apple  Computer,  is 
saying  what  deep  down  inside  we  all 
know.  There  are  millions  of  us  drift- 
ing through  life  with  Walter  Mitty 
dreams,  half  believing  that  one  day  we 
will  come  up  with  that  monumental 
invention,  start  a  dynamic  company 
or  write  a  bestseller.  Yet  for  nearly  all, 
those  dreams  will  be  as  idle  as  Mit- 
ty's,  escapes  from  the  cold  fact  that 
we  don't  have  the  guts  or  stick-to- 
itiveness  to  turn  our  reveries  into  an- 
other Apple  Computer. 

We  are  in  the  midst  of  the  greatest 
boom  in  new-stock  issues  and  new- 
company  formations  since  the  late 
1960s;  the  story  has  been  told  again 
and  again  in  Forbes  and  elsewhere. 
But  what  about  the  human  dimen- 
sion? Sure,  you  can  invest  in  the  com- 
panies, but  how  do  you  start  one? 
Should  you  start  one?  Should  you  give 
up  the  security  of  that  weekly  pay- 
check for  the  headaches  and  risks  of 
being  your  own  boss?  What  kind  of  a 
person  do  you  have  to  be?  That's  the 
story  we  are  telling  here. 

There's  Nolan  Bushnell,  38.  In  1972 
Bushnell  founded  Atari,  the  electronic 
games  company,  on  $500.  Four  years 
later  he  sold  it  to  Warner  Communi- 
cations for  $28  million,  and  since  has 
started  several  other  companies.  "The 
critical  ingredient,"  says  Bushnell,  "is 


getting  off  your  ass  and  doing  some- 
thing. It's  as  simple  as  that.  A  lot  of 
people  have  ideas,  but  there  arc  few 
who  decide  to  do  something  about 
them  now.  Not  tomorrow.  Not  next 
week.  But  today.  They  start  working 
on  that  idea  today."  The  true  entre- 
preneur is  a  doer,  not  a  dreamer. 

Bushnell  may  sound  like  a  preacher 
of  positive  thinking,  but  he's  right. 
Successful  entrepreneurs  will  tell  you 
that  they  don't  have  better  ideas  than 
lots  of  other  people.  But  they  do  have 
the  willingness  to  cast  security  aside 
and  plunge  in.  They  also  have  an  un- 
canny ability  to  translate  ideas  into 
practical  solutions.  "Good  ideas  are  a 
dime  a  dozen,"  says  William  Stevens, 
founder  of  Triad  Systems,  a  remark- 
ably successful  computer  company. 
"What  it  takes  is  someone  practical  to 
implement  those  ideas." 

Patrick  Liles,  a  former  Harvard  pro- 


^Mfr  inety  nine  percent  will 
tell  you,  'Sure,  I  want 
to  be  rich.'  But  are  they 
willing  to  do  what's  necessary 
to  be  successful?  Not  many  are." 

Arthur  Rock  of  Arthur  Rock  &  Co. 


fessor  and  now  a  principal  in  Charles 
River  Partnership,  a  Boston  venture 
capital  firm,  believes  there's  a  "win- 
dow" in  life  when,  for  most  people, 
the  time  is  right  to  break  away  and 
turn  the  idea  into  an  enterprise.  Liles 
draws  a  bell  curve  on  a  blackboard  and 
explains:  "At  the  beginning  of  the 
curve,  a  young  person  is  lacking  busi- 
ness experience,  competence  and  self- 
confidence.  As  age  increases  into  the 
midtwenties,"  he  says,  finger  rising 
up  the  curve,  "the  time  is  right  to 
start  that  business."  Liles'  finger 
traces  the  top  of  the  curve  and  starts 
down  the  side.  "Now  about  here,  in 
the  late  thirties  or  early  forties, 
chances  are  this  person  is  too  embed- 
ded in  his  corporate  career  or  facing 
too  many  financial  commitments — 
like  kids  going  to  college — to  take  a 
chance.  If  he  doesn't  try  it  by  now," 
Liles  explains,  "chances  are  slim  that 
he  ever  will." 

Even  in  that  ideal  time  period,  how- 
ever, few  will  have  the  courage  to 
make  the  break.  Liles  has  a  friend 
who  told  him  that  in  many  ways  hav- 
ing graduated  from  Yale  discouraged 
him  from  starting  a  business.  A  friend 
of  that  Yale  grad  had  not  gone  to  col- 
lege, but  instead  bought  a  second- 
hand dump  truck  and  went  into  busi- 
ness for  himself.  Said  the  Yahe, 
"That's  when  it  dawned  on  me  that 
because  I  went  to  college,  I  could  nev- 
er buy  a  second-hand  dump  truck.  If  I 
ran  into  an  old  friend  I  couldn't  afford 
to  explain  that  I  was  the  owner  of  a 
dump  truck.  No,  I  was  with  XYZ 
Corp.,  the  largest  producer  of  this  and 
that  in  the  world."  Moral:  If  you  want 
your  son  or  daughter  to  be  an  entre- 
preneur, you  probably  shouldn't  send 
him  or  her  to  Harvard  or  Yale.  These 
schools  tend  to  turn  out  high-paid 
bureaucrats. 

Yet  there  are  those  who  want  entre- 
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vUJT V  t  has  to  be  a  certain 
!vlv!  kind  of  ego.  Not  the  Tm 

the  big  cheese' ego  

It  has  to  be  the  'I'm  going  to 
do  well'  ego. " 

Patrick  Liles  of  Charles  River  Partnership 


preneurial  success  badly  enough  not 
to  be  spoiled  by  prestigious  universi- 
ties. Tom  Fatjo  Jr.  is  a  graduate  of  Rice 
University  and  founder  of  Browning- 
Ferris  Industries,  the  nation's  largest 
waste  disposal  company.  In  1966 
Fatjo  was  presiding  over  a  neighbor- 
hood meeting  in  his  Houston  subdivi- 
sion, which  was  having  problems 
with  its  privately  contracted  garbage 
service.  Fatjo,  partner  in  a  small  ac- 
counting firm,  suggested  the  subdivi- 
sion buy  a  garbage  truck  and  manage 
its  own  refuse  collection.  "Why  don't 
you  buy  a  garbage  truck  and  be  our 
garbage  man?"  someone  asked  sarcas- 
tically. Fatjo  thought  about  it  over- 
night and  decided  to  look  into  the 
garbage  business.  A  few  days  later  he 
bought  a  demonstrator  garbage  truck, 
hired  a  garbage-heaping  helper  and  be- 
gan spending  two  mornings  a  week 
collecting  the  subdivision's  refuse, 
while  running  his  accounting  busi- 
ness in  the  afternoons  and  evenings. 

One  day  a  friend  of  Fatjo's  wife 
heard  another  woman  say  how  sorry 
she  felt  for  this  poor  man  wearing  a 
Rice  University  ring,  who  was  rel- 
egated to  driving  a  garbage  truck 
around  the  subdivision.  She  smiled, 
saying  nothing.  A  millionaire  several 
times  over  by  his  late  thirties,  Fatjo 
left  Browning-Ferris  several  years  ago 
to  write  about  his  experience  while 
also  building  a  $39  million  health  and 
athletic  complex  in  Houston. 

Such  stories  demolish  all  the  ration- 
alizations and  excuses.  Fatjo  made  his 
pile  in  garbage  collecting,  proving  you 


don't  have  to  be  an  electronics  engi- 
neer to  go  out  on  your  own.  And  scar- 
city of  venture  capital  hasn't  been  an 
excuse  since  1978,  when  Congress  re- 
duced the  capital  gains  tax  to  28%. 
These  days  you  are  joining  the  parade. 
The  1980s  are  unfolding  as  a  decade 
when  entrepreneurs  are  as  much  in 
vogue  in  the  U.S.  as  at  any  time  or 
place  in  history.  It  appears  $1  billion 
will  flood  into  venture  capital  this 
year,  reports  Venture  Capital  Journal, 
against  only  $39  million  four  years  ago. 

Entrepreneurs  are  getting  money 
for  everything  from  plastics  to  pup 
tents.  How  do  the  keepers  of  the  purse 
strings  choose  among  the  many  busi- 
ness ideas  brought  to  them?  Simple, 
they  say.  They  look  at  the  people,  not 
the  ideas.  "Nearly  every  mistake  I've 
made  has  been  because  I  picked  the 
wrong  people,"  says  Arthur  Rock, 
"not  the  wrong  idea." 

So  what  do  venture  capitalists  look 
for  in  people?  Intellectual  honesty 
above  all,  says  George  Quist,  manag- 
ing partner  of  San  Francisco's  high- 
tech investment  bankers  Hambrecht 
&  Quist.  Meaning?  Meaning  a  will- 
ingness to  face  facts  rigorously  when 
you  are  wrong.  Quist:  "The  road  to 
success  isn't  always  going  to  be 
straight.  The  smart  guy  will  realize 
there  will  be  a  lot  of  turns — changes  in 
the  market,  for  instance.  The  honest 
entrepreneur  can  face  up  to  that." 
Tommy  Davis,  general  partner  in 
California's  Mayfield  Fund  and  for- 
merly Rock's  partner  in  the  fabulously 
successful  Davis  &.  Rock,  puts  it  this 
way:  "Some  people  have  built-in  fil- 
ters that  filter  out  the  boos  and  ampli- 
fy the  hurrahs.  That's  not  the  guy  who 
will  know  when  he's  in  trouble."  One 
of  Pat  Liles'  students  perhaps  epito- 
mizes intellectual  honesty.  "Back  in 
the  early  Seventies  this  guy  raised  $6 
million  to  develop  some  time-sharing 
condos,"  Liles  remembers.  "Then  the 
real  estate  market  collapsed.  He  sim- 
ply returned  the  money  to  his  inves- 
tors, saying  that  the  idea  was  no  long- 
er feasible." 

Successful  entrepreneurs  have  enor- 
mous self-confidence,  the  kind  need- 
ed to  tolerate  uncertainty.  It  takes 
self-confidence  to  admit  you  are 
wrong.  The  same  self-confidence  en- 
ables many  to  quit  their  jobs  at 
America's  leading  corporations,  leav- 
ing behind  regular  paychecks,  health 
insurance,  prestige  and  profit-sharing 
plans,  to  venture  out  on  their  own. 

It's  the  kind  of  self-confidence  ex- 
hibited by  Ken  Levy,  38,  who  six 
years  ago  left  a  well-paying  job  and 
board  seat  with  Computervision  to 
found  his  own  company,  KLA  Instru- 
ments, maker  of  inspection  devices 


for  testing  photomasks  used  in  semi- 
conductor manufacturing.  "I  knew  if  I 
failed  I'd  still  have  me,"  he  says.  That 
sounds  simplistic,  but  how  many  peo- 
ple are  willing  to  risk  the  psychologi- 
cal humiliation  of  failure  and  the  pos- 
sibility of  having  to  return  to  one's 
former  employer,  hat  in  hand?  "Most 
people  won't  try,"  Levy  adds,  "be- 
cause they  have  an  underlying  fear  of 
failure.  Many  more  would  succeed  if 
they  tried." 

Clearly  much  of  that  confidence 
swells  out  of  ego,  something  that  suc- 
cessful entrepreneurs  are  rarely  short 
of.  "But  it  has  to  be  a  certain  kind  of 
ego,"  says  Pat  Liles.  "Not  the  Tm  the 
big  cheese'  ego.  Those  people  are  big 
talkers  and  poor  listeners.  It  has  to  be 
the  'I'm  going  to  do  well'  sort  of  ego." 
Successful  entrepreneurs  almost  never 
consider  failure  a  real  possibility.  One 
30-year-old  California  entrepreneur, 
modestly  requesting  anonymity,  lays 
it  out  frankly.  "Since  I  was  a  little  boy 


out  the  boos  and 
amplify  the  hurrahs.  That's  not 
the  guy  who  will  know 
when  he's  in  trouble." 

Tommy  Davis  of  Mayfield  Fund 


there  was  nothing  I  thought  I  couldn't 
do.  I  like  to  bite  off  more  than  I  can 
supposedly  chew,  and  then  s  ucceed." 

J.C.  Egnew,  cofounder  of  Outdoor 
Venture,  a  Stearns,  Ky.  tent  and  sleep- 
ing bag  manufacturer,  remembers  his 
startup.  "It  took  two  days  for  three  of 
us  to  make  one  little  pup  tent.  Our 
projections  said  it  should  have  taken 
one  person  18  minutes,"  he  says.  "I 
remember  thinking,  Jesus,  we're  nev- 
er going  to  make  it."  But  that's  where 
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Entrepreneurs  exam 


It's  easy  enough  to  measure  the 
potential  of  a  product  or  a  mar- 
ket, but  picking  an  entrepreneur 
is  an  art.  Most  venture  capital- 
ists bet  millions  on  their  gut 
instincts,  buttressed  by  a  few 
phone  calls  to  the  prospects'  for- 
mer business  associates. 

But  Alec  Dingee,  founder  of 
two  successful  companies,  be- 
lieves a  measure  of  science  can 
be  brought  to  the  art  of  picking 
winners.  His  firm,  Venture 
Founders  of  Waltham,  Mass., 
has  held  40  workshops  in  the 
U.S.,  Britain  and  Canada,  test- 
ing people  for  entrepreneurial 
characteristics. 

Typically,  Venture  Founders 
invites  about  25  prospects  to 
weekend  workshops — at  its  ex- 
pense— hoping  to  find  an  entre- 
preneurial talent  worth  funding. 
"Our  workshops,  held  in  a  mo- 
tel, compress  a  year  or  two  of 
managerial  experiences  into  just 
three  weekends,"  says  Dingee, 
50,  who  often  funds  raw  startup 
entrepreneurs  with  no  track  rec- 
ords. Prospects  do  case  studies 
and  work  at  "risk-taking  exer- 
cises." The  studies  indicate 
who  can  be  a  strong  leader  as 
well  as  a  good  team  player,  both 
important  entrepreneurial  char- 
acteristics. The  risk  exercises 
can  be  as  simple  as  the  old 
carnival  ringtoss:  How  far  from 
the  peg  one  elects  to  stand  when 
various  prizes  are  offered  reveals 
the  prospect's  view  of  risk. 

The  method  was  developed 
ten  years  ago  by  Dingee  and  sev- 
eral associates  at  MIT's  Sloan 
School  of  Management,  where 
Dingee  lectured  on  entrepre- 
neurship.  "I  felt  successful  en- 
trepreneurs had  some  traits  in 
common,"  Dingee  explains. 
Among  them:  being  able  to 
profit  from  feedback;  able  to  set 
goals  and  achieve  them;  and 
willing  to  take  reasonable  risks. 

Dingee 's  method  is  too  theo- 
retical for  many  venture  capital- 
ists. But  investment  bankers 
Hambrecht  &  Quist  has  invest- 
ed more  than  $2  million  in  Ven- 
ture, Founders.  So  far,  Dingee. 
reckons  that  his  method  has 
discovered  1  to  3  strong  entre- 
preneurs out  of  every  25  in  a 
workshop.— J.M. 


confidence  comes  in.  Egnew,  who  left 
a  rival  tent  manufacturer  because  he 
thought  he  could  run  his  own  com- 
pany better,  continues:  "All  you  think 
about  at  night  is  not  what  we're  going 
to  do  if  we  don't  make  it,  but  how 
we're  going  to  succeed."  Egnew- and  a 
partner  concentrated  on  delivering 
their  products  when  promised  to  get 
their  operation  running  better  and  to- 
day sell  about  $16  million  in  tents  and 
sleeping  bags  annually. 

What  if  you  do  fail?  Can  you  get 
money  for  a  second  try?  Maybe,  but  a 
failure  is  at  least  one  strike  against 
you,  and  perhaps  more.  The  big  prob- 
lem, says  Kevin  Landry  of  Boston's 
T.A.  Associates,  is,  "most  entrepre- 
neurs who  failed  tell  us  they  simply 
ran  out  of  money.  That's  rarely  the 
reason.  They  didn't  recognize  the  real 
problem,"  he  adds.  It's  for  sure  ven- 
ture capitalists  don't  like  to  invest  in 
people  who  give  up  too  easily.  When 
they  call  up  a  prospect's  former  place 
of  employment  they're  not  looking  for 
a  standard  okay.  More  often  they're 
looking  for  a  corporate  misfit. 

Burt  McMurtry,  a  Menlo  Park,  Calif, 
venture  capitalist  with  a  great  invest- 
ment record,  explains:  "Quite  often 
when  I  check  on  a  prospect,  his  former 
subordinates  say  they  worshiped  him. 
He  was  dynamic,  the  high-energy  type. 
His  peers,  however,  were  often  irritat- 
ed with  him  because  he  was  something 
of  a  prima  donna,  always  trying  to  get 
his  project  funded  first.  And  his  former 
bosses?  Some  of  them  will  say  they  like 
what  he  accomplished,  but  he  nearly 
drove  them  crazy.  Didn't  take  no  for  an 
answer  easily,  and  had  zero  grasp  of 
corporate  politics. 

"That's  the  kind  of  guy  who's  likely 
to  get  something  done,"  says 
McMurtry. 

The  description — uncannily — fits 
David  Gessner,  the  37-year-old 
founder  of  Briox  Technologies,  Inc.,  a 
Massachusetts  manufacturer  of  oxy- 
gen concentrators.  Gessner  went 
through  Du  Pont,  New  York  Universi- 
ty graduate  school,  International  Pa- 
per and  General  Electric  in  seven 
years  before  finally  realizing  that  he 
was  headed  for  a  life  of  job  hopping, 
because  of  his  boredom  with  the  cor- 
porate pace.  "Basically,  I'm  not  good 
at  taking  directions  from  others," 
says  Gessner. 

He  remembers  the  time  at  GE 
when  he  needed  some  material  for 
testing  in  an  oxygen  generation  pro- 
gram. "I  telephoned  the  company  that 
produced  the  material,  and  arranged 
to  pick  up  a  sample  the  next  day.  I 
rented  a  car  and  at  5  a.m.  drove  from 
Schenectady  to  Walpole,  Mass., 
picked  up  the  sample  and  by  after- 


noon was  back  at  GE  testing  it.  "It 
was  in  poor  taste  and  ruled  out  any 
future  management  possibilities  for 
me,"  Gessner  recalls.  "We  weren't 
supposed  to  take  free  samples.  Had  I 
gone  through  regular  purchasing  chan- 
nels for  the  sample  it  would  have  tak- 
en me  six  weeks. 

"If  you're  building  a  career  at  a  big 
company  like  GE,"  he  says,  "you 
don't  do  it  with  bold  strokes,  you  do  it 
with  building  blocks.  But  an  entrepre- 
neur wants  to  control  his  own  desti- 
ny. I  can't  afford  to  wait  for  someone 
else  to  do  it  for  me." 

Gessner  sounds  cocky,  but  the  true 


/jp|£«;  doesn't  take  no  for  an 
answer  easily. . . .  That's  the 
kind  of  guy  who's  likely  to  get 
something  done." 

McMurtry  of  Technology  Venture  Investors 


entrepreneur  must  be  cocky — inside,  if 
not  on  the  surface.  Long  ago  Charles 
Dow  left  Midland  Chemical  because 
Midland  wouldn't  do  what  he  want- 
ed— broaden  into  an  array  of  chemi- 
cals. Dow  founded  Dow  Process  Co. 
and  five  years  later  absorbed  an  ailing 
Midland  Chemical.  Charles  (Tex) 
Thornton,  builder  of  Litton  Indus- 
tries, left  Ford  in  frustration  and,  un- 
der pressure,  fled  Hughes  Aircraft. 
Gene  Amdahl  resigned  from  IBM  be- 
cause IBM  wouldn't  fund  his  comput- 
ers. Amdahl  went  on  to  become  one 
of  the  most  successful  IBM  imitators. 

Since  personality  is  so  important,  it 
is  no  wonder  that  smart  venture  cap- 
italists insist  on  getting  to  know  their 
prospects  well.  Once  an  associate  of 
George  Quist 's  recommended  giving  a 
prospective   entrepreneur  $500,000. 
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Quist  said,  "Fine,  let's  have  dinner 
with  him  tonight."  The  associate 
said,  "No,  I  don't  think  you'd  like  to 
spend  an  evening  with  this  guy." 
Quist  replied,  "If  you  don't  think 
you'd  like  to  spend  an  evening  with 
him,  then  I'd  doubt  we  want  to  give 
him  half  a  million  dollars."  Quist's 
point  is  underscored  by  Pitch  John- 
son, who  has  backed  many  successful 
startups  in  California's  famed  Silicon 
Valley.  "If  you  can't  spend  an  evening 
talking  with  someone,  how  can  you 
expect  him  to  tell  you  on  Thursday 
that  he  can't  make  the  payroll  on  Fri- 
day?" Recently  Arthur  Rock  was 
turned  off  by  one  prospect  who 
couldn't  understand  why  Rock  want- 
ed to  get  to  know  him  better.  "Give 
me  some  money,"  he  assured  Rock, 
"and  we'll  get  along  just  fine." 

In  his  brilliant  book  Getting  Rich 
Your  Own  Way  Forbes  columnist  Dr. 
Srully  Blotnick  says  that  most  people 
who  do  well  in  our  society  don't  start 
off  by  wanting  to  get  rich  but  by  want- 
ing to  do  something  extremely  well. 
Shrewd  venture  capitalists  have  al- 
ways sensed  this  truth.  Sure,  money  is 
what  you  keep  score  with,  but,  says 
Pitch  Johnson,  "Their  desire  is  not  for 
the  trappings  of  success,  but  for  suc- 
cess itself.  They  want  it  badly  enough 
to  cut  a  friend  and  business  associate 
loose,  if  necessary."  Adds  entrepre- 
neur Ken  Levy,  "It's  a  driving  force  to 
achieve  what  most  people  can't — 
making  something  out  of  nothing." 
It's  much  like  an  artist's  drive  or  a, 
athlete's. 

Venture  capitalists  look  for  enor- 
mous intensity  in  a  prospective  entre- 
preneur, much  like  the  intensity  of  a 
top  athlete.  The  key  word  is  "focus." 
"These  people  have  an  unusual  ability 
to  focus  for  long  periods  on  one  or  two 
important  things,  excluding  the  rest," 
says  Burt  McMurtry.  "There's  an  in- 
accurate characterization  of  entrepre- 
neurs being  full  of  ideas  and  flying  like 
a  bee  from  one  flower  to  another. 
That's  not  how  they  are." 

With  that  focusing  ability  there  is  a 
sense  of  mission  that  comes  in  handy 
when  humiliation  and  embarrass- 
ment might  turn  back  others.  In  the 
mid-Seventies  ■  Briox'  Gessner  en- 
dured three  years  of  struggling,  often 
living,  as  he  says,  off  "vendor  capital." 
"One  Saturday  night  my  wife  and  I 
decided  to  go  to  the  movies.  We  did, 
and  when  the  show  was  over  and  the 
house  lights  came  up,  I  discovered  we 
were  sitting  between  two  creditors.  It 
was  awful.  One  of  them  was  a  printer 
whom  I'd  owed  $35  for  18  months." 
But  Gessner  swallowed  the  humili- 
ation and  carried  on. 

The  sense  of  mission  also  helps  the 


entrepreneur  jump  hurdles.  Canadian 
Ken  Dafoe,  who  with  his  wife 
Heather  started  a  sanitary  napkin 
company,  was  told  by  his  high  school 
principal  he  shouldn't  attend  college, 
and  later  advised  by  a  psychologist 
not  to  try  selling.  Dafoe  graduated 
from  Michigan  State  and  turned  into  a 
supersalesman. 

"I'm  one  of  the  least  humble  people 
you'll  meet,"  chuckles  Dafoe,  who 
while  working  at  Johnson  &.  Johnson 
noticed  that  there  were  no  private- 
label  makers  of  sanitary  napkins.  His 
first  letter  to  the  venture  capitalist 
who  eventually  funded  him  went  un- 
answered. Then  he  telephoned  the 
venture  capitalist,  who  promptly  told 
him  no,  but  Dafoe  managed  to  prolong 
the  conversation  long  enough  to  talk 
his  way  into  a  personal  interview.  He 
drove  to  Boston  ("I  didn't  have  enough 
money  to  fly,"  he  says)  and  was  told 
that  while  he  might  be  successful  in 
Canada,  he  would  have  a  tough  time 
convincing  U.S.  chains  to  jump  into 
private-label  sanitary  napkins.  Trium- 
phantly, Dafoe  pulled  out  an  order  he 
had  sold  to  K  mart  the  previous  day, 
leaving  the  venture  capitalists  to  stare 
in  admiration.  Dafoe's  first  full  year  in 
business  was  1975,  and  this  year  he 
expects  sales  around  $28  million  to 
such  customers  as  K  mart,  Woolworth, 
Stop  &  Shop,  Grand  Union,  Revco 
D.S.,  Fred  Meyer  and  Ralphs. 

All  that  intensity  can  wreck  family 
life.  "Entrepreneurs  make  a  total  sac- 
rifice," explains  George  Quist.  "Fam- 
ily life  comes  second.  The  object  is 
success,  and  that  means  being  evan- 
gelical about  it.  I  once  sat  down  with 
the  wife  of  an  entrepreneur  and  she 
told  me  he'd  missed  her  birthday, 
Thanksgiving,  the  birth  of  a  child, 
their  tenth  anniversary — she  went 
through  the  whole  list." 

There  is,  however,  a  line  dividing 
sheer  intensity  from  being  a 
workaholic,  one  which  venture  cap- 
italists watch  closely.  "Workaholics 
are  working  simply  to  gain  a  sense  of 
self-worth,"  says  Burt  McMurtry. 
Adds  Pitch  Johnson,  "Workaholics 
don't  have  the  confidence  to  step 
away  from  the  office.  They  feel  guilty. 
Work  defines  their  self-worth." 

Venture  capitalists  also  look  for  an- 
other sign  of  confidence:  Does  the 
prospective  entrepreneur  have  the 
courage  to  surround  himself  with 
strong  people,  the  kind  who  might 
challenge  the  ego  of  a  lesser  man?  T.A. 
Associates'  Kevin  Landry  likes  to 
check  with  former  employers  to  see 
how  the  prospective  entrepreneur's 
department  is  running  without  him.  If 
he  loaded  the  department  with  syco- 
phants, it's  not  likely  to  do  well.  "We 
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This  year  $1  billion  will 
flow  into  venture  capital, 
funding  more  entrepre- 
neurs than  ever.  Why? 
Look  at  the  capital  gains 
tax.  In  1969  the  capital 
gains  rate  was  boosted  to 
49%,  curbing  investors' 
risk  appetites  for  the 
next  eight  years— the  blue 
line  on  the  graph.  In 
1978  the  tax  rate  was 
dropped  to  28%,  and  the 
recent  explosion— shown 
in  green— began. 


FORBES,  AUGUST  3,  1981 


63 


also  ask  to  meet  the  entrepreneur's 
team,"  adds  Landry.  'If  he  ducks  that 
request,  we  start  to  worry." 

If  you  still  think  that  entrepreneur- 
ship  is  something  you  can  learn  at 
Harvard  Business  School,  forget  it.  En- 
trepreneurs seem  to  be  born,  not  made. 
Scanning  a  score  of  framed  tombstone 
ads  on  his  wall,  George  Quist  remarks 
that  "all  of  these  people  had  some  sort 
of  work  history  as  kids."  Nolan  Bush- 
nell  ran  a  games  arcade  in  college  be- 
fore founding  Atari.  David  Gessner 
sold  and  delivered  birthday  cakes  at 


Lehigh  University,  after  talking  the 
registrar  into  giving  him  the  names 
and  birthdays  of  students.  Stephen 
Bisset,  30-year-old  cofounder  of  a  Cali- 
fornia semiconductor  test-equipment 
company,  designed  disco  light  shows 
for  night  clubs. 

Dreamers,  the  time  is  now.  Pension 
funds,  corporations  and  individuals 
arc  pouring  unprecedented  millions 
into  venture  capital  deals.  As  more 
successful  entrepreneurs  appear  on 
the  scene,  says  Burt  McMurtry,  great- 
er inspiration  exists  for  others.  "You 


know  how  it  is:  The  guy  who  used  to 
work  next  to  you  at  Intel  got  his  idea 
funded,  so  you  say  to  yourself,  'Why, 
I'm  smarter  than  he  is,  and  I've  got  a 
better  idea  too.  '  " 

So  step  right  up,  anyone  who  has 
ever  run  a  lemonade  stand  as  a  kid: 
The  real  dream  can  be  yours.  All  it 
takes  is  uncommon  courage,  enor- 
mous self-confidence  and  an  extraor- 
dinary will  to  win.  Do  you  have  the 
stuff?  If  you  even  have  to  ask  yourself 
that  question,  then  you  probably  don't 
have  the  stuff.  ■ 


depends  on  whether  the  guy  is  buying 
AT&T  to  hold  for  the  rest  of  his  life  or 
one  of  the  new  interconnect  compa- 
nies John  Muir  is  pushing."  In  Wach- 
tel's  view,  most  individual  investors 
are  far  better  off  sticking  with  sea- 
soned companies. 

That,  however,  still  leaves  him  a 
comfortable  niche  as  a  sort  of  contrar- 
ian venture  capitalist.  He  grew  up  the 
son  of  a  not-very-prosperous  New  Jer- 
sey hardware  retailer,  and  he  thinks 
giving  $100,000  stakes  to  desperate 
entrepreneurs  willing  to  start  small  is 
a  surer  bet  than  throwing  $5  million 
at  the  newest  silicon  sheer.  "We  like 
to  make  them  sweat,"  he  says.  "Part 
of  becoming  wealthy  is  cost-cutting." 

In  these  heady  times  Wachtel  could 
afford  to  relax  about  costs.  But  he's 
determined  to  keep  his  affairs  small 
and  manageable.  All  Wachtel  stock 
salesmen  are  part-timers  with  other 
jobs  as  airline  captain,  lawyer  or  the 
like;  he  doesn't  want  to  have  to  fire 
people  when  the  next  bear  market 
strikes.  Close  by  Wachtel's  desk,  in  a 
broken  swivel  chair,  is  his  28-year-old 
daughter,  the  firm's  chief  trader.  She 
has  been  working  there  since  she 
dropped  out  of  ninth  grade,  and  was 
once  the  youngest  broker  registered 
with  the  National  Association  of  Se- 
curities Dealers. 

Wachtel  paws  through  prospec- 
tuses, occasionally  signing  on  for  a 
5,000-share  piece  or  so  of  a  new  offer- 
ing. But  the  $250,000  a  year  the  firm 
generates  in  underwriting  discounts 
and  over-the-counter  brokerage  com- 
missions only  covers  expenses.  What 
he's  really  after  is  a  chance  to  be  on 
the  ground  floor  of  new  enterprises. 
That  takes  more  skill,  and  a  lot  of 
patience. 

On  one  typical  day  Wachtel  takes  a 
long  call  from  a  stranger  making  a 
pitch  for  $60,000  in  seed  capital.  "I 
have  a  new  concept  in  retail  market- 
ing— a  combination  drive-in  store  and 
gas  station,"  he  announces.  "I'm  plan- 
ning to  go  franchise."  But  the  fellow 
hasn't  opened  his  first  outlet.  He  gets 


Raising  money  for  new  companies  isn't 
always  a  glamorous  business.  Sidney 
Wachtel  has  been  at  it  for  20  years — and 
he  still  packs  his  own  lunch. 

Venture  capital 
on  the  cheap 


By  William  Baldwin 


NOT   ALL  VENTURE  CAPITALISTS 
have  plush  offices  overlooking 
the  Golden  Gate  Bridge  and  a 
$100  million  investment  kitty. 

Sidney  Wachtel  has  been  in  the 
business — successfully — for  20  years, 
but  his  six  employees  are  crowded 
into  one  cluttered  room  of  a  Washing- 
ton, D.C.  office  building.  They  make 
do  without  even  a  desk-top  copier. 
The  "back  office"  is  a  mostly  manual 
operation  in  a  walled-off  area  behind  a 
ramshackle  couch.  And  Wachtel,  at 
63  an  energetic  and  seemingly  under- 
fed multimillionaire,  brings  a  home- 
made corned  beef  sandwich  for  lunch. 

If  this  sounds  like  a  two-bit  outfit, 
it  is  in  a  way.  One  of  Wachtel's  larger 
stock  offerings  was  a  $250,000  under- 
writing in  1962  for  a  fish-meal  com- 
pany. These  days  Wachtel  &  Co.'s 
principal  activity  is  private  place- 
ments in  the  $100,000  area.  But  don't 
snicker  yet.  That  fish-meal  business 
is  now  $80  million-a-year  Interna- 
tional Proteins.  Several  of  the  private 
deals  have  already  paid  off  to  the  tune 
of  50-to-l  or  better  for  original  inves- 
tors. Another,  an  office  temporaries 
firm,  would  probably  trade  at  100  or 
150  times  original  price  if  it  were 
public. 

Still,  Wachtel  is  leery  about  today's 
fascination  with  venture  capital  and 


Investment  banker  Sidney  Wachtel 
"We  like  to  make  them  sweat." 

new  issues.  Indeed,  he  worries  that 
there  is  no  limit  to  what  can  be  dished 
out  to  investors.  Early  in  July  a  mega- 
vitamin  "health  resort"  company,  run 
by  an  ex-con,  went  public  with  an 
immediate  80%  dilution  to  outside 
stock  buyers.  That  follows  close  on 
the  heels  of  a  startup  company  offer- 
ing 20  million  shares  to  finance  devel- 
opment of  an  "electronic  male  genital 
stimulator." 

Because  Wachtel  participates  in 
speculative  underwritings  (albeit  not 
the  above),  he's  hesitant  to  criticize. 
"If  you  go  to  Vegas  or  Atlantic  City 
you're  there  to  derive  psychic  in- 
come," he  says.  "To  the  extent  people 
purchase  volatile  securities  and  they 
lose  money,  is  that  a  gain  or  a  loss?  It 
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SMALL  BUSINESS  COMMUNICATION 
SYSTEMS  WITH  BIG  BUSINESS  BENEFITS. 


For  years,  Mitel  has  been  creating  electronic 
Dmmunications  systems  that  are  smaller,  more  reliable 
id  less  expensive  than  anyone  else's.  One  of  the  very 
lccessful  results  of  this  effort  is  the  Mitel  SX-20™ 
uperswitchIM  With  the  SX-20,  small  businesses  can 
ow  afford  and  enjoy  features  nor- 
lally  available  only  in  big  business 
3mmuni cations  systems. 

Shown  here  is  the  SX-20  with 
s  Remote  Display  option,  and  above, 
le  densely  packed  SIIC  line  card 
lat  makes  the  SX-20's  small  size, 
>w  power  consumption  and  efficient 
peration  possible.  This  subscriber 
ae  interface  circuit  is  just  one  of  the 
roducts  of  leading  edge  Mitel  tech- 
ology- expertise  that  has 
'eated  thick  film  hybrids  and 
itegrated  circuits  that  are  state 
f  the  art  for  the  industry. 


Although  the  SX-20  weighs  just  29  pounds  and 
uses  less  power  than  a  100  watt  bulb,  it  gives  the 
small  business  or  hotel  up  to  48  extensions  and  12 
trunks,  or  72  extensions  and  8  trunks.  The  SX-20 
offers  a  number  of  sophisticated  features,  including 
call  distribution,  automatic  recall, 
call  forwarding,  paging,  automatic 
call-back,  message  wailing  and  the 
control  of  long  distance  calls. 

The  SX-20.  Another  exciting 
member  of  the  Superswitch  family. 
Communication  systems  made 
smaller,  made  affordable,  made  better 
by  Mitel. 

For  further  information  write  to 
Mitel  Corporation, 

National  Headquarters, 
600  West  Service  Road, 
Dulles  International  Airport, 
Washington,  D.C,  20041. 
(703)  661-8600. 

TM -Trademark  of  Mitel  Corporation 
©  Copyright  1981  Mitel  Corporation 
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MITEL 


BUILDING  BETTER  COMMUNICATIONS 


a  polite  brush-off.  Next  is  a  former 
moviemaker  and  shipyard  manager 
from  Florida,  with  an  already  profit- 
able business  selling  minicomputers 
and  software.  "You  have  something 
here  that  is  dynamite,"  Wachtel  tells 
him.  If  the  deal  flies,  Wachtel  &  Co.'s 
name  will  go  on  a  brief  offering  circu- 
lar for  probably  $50,000  in  equity, 
small  enough  to  escape  SEC  registra- 
tion rules.  The  businessman  will  sell 
some  stock  to  friends;  Wachtel  will 
sell  the  rest  to  clients  who  are  game 
for  these  high  risks. 

High  risks  they  are.  Mowbot,  a  firm 
Wachtel  helped  start  to  manufacture 
robot  lawn  mowers,  never  made  any 
money.  Nor  did  Fire  Alarm  Marketing 
Corp.,  creator  of  a  prank-proof  alarm 
box,  built  like  a  phone  booth,  that 
imprisoned  the  caller  until  fire  trucks 
arrived.  But  then  something  like 
Temporaries  Inc.  comes  along.  Wach- 
tel &  Co.  helped  the  founder  scrounge 
up  $40,000  to  get  the  office  personnel 
firm  started  in  1969;  this  year  it  ex- 
pects billings  of  $35  million  and  is 
growing  fast  and  profitably.  For  find- 
ing the  equity  Wachtel  and  a  partner 
shared  10%  of  the  stock.  That  alone 
makes  him  a  millionaire  on  paper. 

Is  this  a  fluke?  Not  at  all,  says 
Wachtel.  He  moves  aside  a  jar  of  pick- 
les and  picks  up  two  smudged  pieces 
of  recycled  file  folders  on  which  he 
keeps  track  of  his  stock  holdings. 
There's  C-3,  a  Reston,  Va.  data  pro- 
cessing firm  that  Wachtel  &  Co.  han- 
dled as  a  private  placement  m  1969. 
Wachtel  put  $3,000  of  his  own  money 
in,  at  an  average  price  of  48  cents  a 
share.  It  finally  went  public  last  year, 
and  is  trading  at  around  38 — dollars, 
that  is.  STSC,  another  local  computer 
firm,  got  help  from  Wachtel.  He  got 
$10,600  of  stock  at  as  low  as  17  cents; 
it's  trading  at  around  $19. 

Outsiders  don't  get  the  same  prices 
or  stock  options  that  Wachtel  does, 
but  they  don't  fare  badly,  either.  A 
hypothetical  investor  putting  $1,000 
in  each  of  Wachtel's  18  private  offer- 
ings in  1969 — the  firm's  busiest  and 
probably  most  successful  year — would 
have  a  fifteenfold  gain  by  now.  That 
in  spite  of  the  fact  that  10  of  the  18 
companies  went  bust. 

For  all  the  fun  he's  having  Wachtel 
got  started  late.  He  worked  for  the 
government  for  almost  two  decades 
and  in  1959  left  his  dull,  secure  job  at 
the  Treasury  Department  for  the  un- 
certain commission  income  of  a 
stockbroker.  He  launched  his  own 
firm  two  years  later  and  soon  found 
himself  a  specialty  in  computer  ser- 
vice companies.  "Genentech  is  noth- 
ing compared  to  what  we  went 
through,"  he  boasts.  "U.S.  Timeshar- 


ing came  out  at  3  and  within  two 
hours  the  stock  was  20  bid."  The  busi- 
ness didn't  fare  so  well  and  those  ea- 
ger buyers  lost  most  of  their  invest- 
ment in  a  merger.  Still,  the  nine  stock 
underwritings  Wachtel  has  managed 
or  comanaged  are  up  an  average  of 
100% — not  enough  to  keep  up  with 
inflation,  but  head  and  shoulders 
above  the  typical  new  issues  of  the 
day  ( Forbes, June  20). 

For  the  moment,  Wachtel  isn't  ea- 
gerly bringing  companies  to  market. 
Instead,  he's  looking  for  opportunities 


to  take  his  profits.  Radiation  Systems, 
for  example,  is  a  Virginia-based  mi- 
crowave antenna  company  that  went 
public  in  1968  at  7,  then  collapsed  in 
the  early  Seventies.  Wachtel  snapped 
up  25,000  shares  at  as  low  as  V* .  It  has 
since  split  3-for-2  and  climbed  to  22, 
or  29  times  earnings.  Recently  he  has 
been  selling  100  to  500  shares  at  a 
time  so  as  not  to  disturb  the  price. 
The  bull  market  might  not  last. 
"Right  now  this  is  a  feast  business," 
he  says,  "but  it's  going  to  be  a  famine 
business."  ■ 


The  politicians  are  uncomfortable  with  it, 
the  education  lobby  hates  it  and  it  will  cost 
a  fortune.  But  a  lot  of  voters  are  in  love 
with  tuition  tax  credits. 


A  very  hot 
political  potato 


Taxing  Matters 


By  Richard  Greene 


"There  is  no  doubt  in  my  mind  that 
tuition  tax  credits  will  lead  to  the 
destruction  of  the  public  schools." — 
Albert  Shanker,  president  of  the 
American  Federation  of  Teachers, 
AFL-CIO. 

"The  poor  and  underprivileged  will 
be  the  losers  [if  tuition  tax  credits  are 
not  enacted]." — Jerry  Falwell,  Moral 
Majority  leader. 

There  are  few  moderates  on  this  is- 
sue. The  tuition  tax  credit  bill,  spon- 
sored by  Senators  Daniel  Patrick 
Moynihan  [D-N.Y.)  and  Robert  Pack- 
wood  (R-Ore.)  is  almost  in  a  class  for 
controversy  with  issues  like  school 
busing  and  abortion.  It's  a  very  hot 
potato  for  Congress. 

No  wonder  the  vast  majority  of 
Congress  wants  to  shove  this  bill  un- 
der the  rug.  If  they  start  getting  in- 
volved with  as  volatile  an  issue  as 
tuition  tax  credits,  it  could  sidetrack 
Congress  and  delay  more  important 
business  indefinitely. 

Even  President  Ronald  Reagan,  a 
strong  supporter,  is  willing  to  wait  on 
the  bill  until  next  year. 


But  advocates  of  tuition  tax  credits 
feel  they  have  a  popular  issue.  Says 
Robert  L.  Smith,  executive  director  of 
the  Council  for  American  Private 
Education:  "The  popular  image  of  pri- 
vate school  parents  is  that  they're  rich 
and  white  and  that's  not  the  case. 
Sixty-three  percent  of  them  earn  less 
than  $25,000  a  year." 

The  current  tax  bill  would  primarily 
help  the  parents  Smith  is  talking 
about.  It  would  provide  a  tax  credit 
equal  to  50%  of  a  year's  tuition,  not  to 
exceed  $500.  It  applies  to  all  private 
primary  and  secondary  schools  as  well 
as  all  colleges.  People  paying  $5,000 
and  up  tuition  for  fancy  private 
schools  and  Ivy  League  colleges  would 
only  find  that  a  drop  in  the  bucket.  On 
the  other  hand,  the  schools  most  in 
need  of  aid — the  inner-city  parochial 
schools — would  benefit  greatly.  In 
many  cases  tuition  for  these  schools 
is  well  under  $1,000,  so  the  tax  credit 
would,  in  effect,  cut  the  expense  neat- 
ly in  half. 

But  if  the  pro-tax-credit  camp  is 
powerful,  the  other  side  is  at  least 
equally  so.  The  opposition  is  headed 
by  the  two  big  teachers'  unions — the 
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National  Education  Association 
(NEA)  and  the  American  Federation  of 
Teachers.  They  have  got  the  re- 
sources: hundreds  of  thousands  of 
teachers'  votes.  In  the  last  couple  of 
months  over  200,000  "schoolgrams" 
individually  signed  by  parents,  educa- 
tors and  others  were  delivered  to  the 
two  Senators  from  New  York,  Moyni- 
han  and  D'Amato.  That's  only  the  tip 
of  the  iceberg.  Nationwide,  the  teach- 
ers' unions  can  muster  dramatic  sup- 
port not  only  internally  but  also 
through  groups  like  the  PTA. 

The  education  lobby,  in  fighting  tu- 
ition tax  credits,  wraps  itself  in  liber- 


By  Paul  B.  Brown 

John  S.  Scott,  president  of 
Richardson-Vicks  Inc.,  has  lots 
of  cash  and  a  solid  performance 
record,  but  his  new  company  gets  a 
cool  reception  in  the  stock  market. 
RV  (1980  sales:  $929  million)  is  what 
is  left  of  Richardson-Merrell  after  the 
corporation  shed  its  Merrell  prescrip- 
tion drug  division  earlier  this  year. 
Richardson  executives  bought  Mer- 


alism.  Private  schools,  it  argues,  are 
elitist.  But  what  probably  worries  the 
educators  is  that  if  more  students 
move  from  public  school  education  to 
private  school,  that  would  cost  the 
union  jobs.  Fewer  jobs — less  power. 

Naturally,  both  sides  make  their  ar- 
guments using  high-toned  phrases. 
Union  boss  Shanker  claims  to  be 
struggling  to  save  public  education. 
"This  is  the  beginning  of  a  process  of 
erosion  in  which  the  best  [students] 
will  be  skimmed  off,"  he  says  of  tu- 
ition tax  credits. 

Replies  John  C.  Esty,  the  president 
of  the  National  Association  of  Inde- 
pendent Schools:  "I  believe  that  the 
decision,  even  in  low-income  fam- 
ilies, to  send  a  kid  to  a  private 
school  is  based  on  noneconomic 
functions."  Esty  is  being  polite. 
What  he  really  means  is  that  a  lot  of 
relatively  nonaffluent  families  are 
willing  to  scrimp  and  save  for  pri- 
vate schools  so  that  their  kids  will 
get  a  decent  education — and  avoid 
being  mugged. 

According  to  the  Congressional 
Budget  Office,  the  bill  to  the  taxpay- 
ers will  run  about  $7  billion  by  1986. 
And  that  may  be  conservative. 
Shanker  makes  an  appeal  to  the  tax- 
payer: "What  do  you  think  the  private 


rell  in  the  1930s  when  they  feared  the 
cure  for  the  common  cold  was  near, 
and  Vicks  VapoRub  doomed.  But  snif- 
fles continued  and  the  drug  company 
turned  out  to  be  a  headache,  not  a 
balm.  As  Forbes  reported  (Sept.  17, 
1979),  Merrell  kept  bumping  into 
things:  thalidomide  and  an  anticho- 
lesterol  drug  that  was  shown  to  cause 
cataracts,  impotence  and  baldness. 
The  latest  woe  was  Bendectin,  an 
antinausea  drug  commonly  given  to 


schools  are  going  to  do  when  tax  cred- 
it goes  through?  You  think  they're 
going  to  leave  their  tuition  at  current 
levels?  They'll  raise  the  tuition  by  the 
$500  and  make  it  necessary  for  the 
government  to  put  out  a  larger  tax 
credit.  That's  just  the  obvious  eco- 
nomics of  the  situation." 

Casting  a  shadow  over  the  whole 
issue  is  the  question  of  separation  of 
church  and  state.  The  courts  have 
ruled  that  public  aid  should  not  be 
given  to  religious  schools,  the  main 
beneficiaries  of  this  bill.  The  real 
question  is  whether  the  credits  are  an 
aid  to  education  or  to  religion.  Moyni- 
han  is  willing  to  put  it  to  the  test: 
"The  only  way  we  will  ever  know 
whether  a  particular  measure  is  con- 
stitutional is  by  enacting  it  and  sub- 
mitting it  to  the  judiciary,"  he  said  in 
May.  "The  Supreme  Court  does  not 
give  advisory  opinions." 

There  we  are:  The  Treasury  Depart- 
ment doesn't  like  the  cost  of  the  bill; 
the  education  lobby  hates  the  bill  and 
so  do  a  lot  of  private  schools  that  are 
fearful  for  their  freedom  if  the  govern- 
ment starts  putting  strings  on  its  aid. 
The  pols  wish  the  whole  issue  would 
go  away.  But  a  lot  of  voters  love  the 
idea — and  that's  what  counts  in 
Washington.  ■ 


pregnant  women.  Scores  of  mothers 
have  brought  lawsuits  claiming  the 
drug  was  responsible  for  birth  defects 
in  their  children. 

Merrell  was  producing  more  law- 
suits than  profits.  In  1 980  the  division 
netted  only  $10  million  on  $280  mil- 
lion in  sales.  Clearly,  those  earnings 
could  not  support  the  $75-million-to- 
$100-million  research  budget  the 
company  believed  would  be  necessary 
to  make  Merrell  a  winner. 

Instead  of  throwing  good  money 
after  bad,  the  board  decided  to  sell 
Merrell.  Because  it  was  in  a  glamour 
business,  it  commanded  a  good  price; 
Dow  Chemical  bought  Merrell  for 
$260  million  in  Dow  stock.  In  a  ges- 
ture that  proved  Richardson's  board 
paid  more  than  lip  service  to  stock- 
holders' rights,  the  Dow  stock  was 
distributed  to  shareholders,  rather 
than  placed  in  the  corporate  till. 

"What  was  left  [after  the  sale  to 
Dow)  was  a  good,  small  company  that 
really  isn't  that  small,"  says  Scott,  55, 
a  straight-talking,  unpretentious  man 
who  has  spent  his  entire  career  with 
the  company  RV  is  now  a  $900  mil- 
lion (sales)  company  that  gets  40%  of 
its  earnings  from  cough  and  cold 
medicines  (including  the  Vicks  line  of 
products)  and  40%  from  toiletries  like 
Oil  of  Olay  and  Clearasil.  "If  we  were 


Having  shed  its  problem  child,  Richardson- 
Vicks  is  determined  to  prove  it's  as  good  as 
anything  it  manufactures. 

Reaching 
your  wife 
is  an  art  form 
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Introducing  tl 

Y>u  tellus  what  you  d 


So  you  re  a  business  executive  or  professional? 

Meet  the  new  Xerox  820  Information 
Processor.  It's  a  desktop  computer  that  can  help  you 
with  planning,  budgeting,  forecasting  or  just  about 
anything  else  you  do  at  your  desk. 

Oh.  You're  a  secretary.  Well,  in  that  case,  the 
820  is  a  versatile  word  processor.  You  can  edit  text 
right  on  the  display  screen.  As  well  as  quickly  take 
care  of  your  other  administrative  tasks. 

You  own  a  small  business?  The  820  is  the 


perfect  business  computer  for  your  billing,  payro 
ledgers  and  an  endless  variety  of  seemingly  endle; 
jobs. 

No  matter  what  you  do,  the  820  can  be  custc 
designed  for  you.  Because  what  it  is  depends  on  tl" 
software  you  put  in  it.  Besides  Xerox  software,  the 
are  thousands  of  other  packages  to  choose  from.  F 
every  profession  from  accounting  to  zoology. 

Best  of  all,  the  820  is  a  very  friendly  machine 
Anyone  can  easily  operate  it.  In  fact,  it  actually 


*!r.  Texas,  call  1-800-442-5030. 


Lerox 820. 

/elltellyouwhatitis. 


aches  you  how  to  use  it  as  you  go  along. 

And,  if  you  have  a  Xerox  Ethernet  network, 
e  820  will  be  able  to  share  information  with  other 
10's— or  other  office  machines— throughout  your 
ganization. 

Okay.  Now  for  the  sticky  question. 

What  does  it  cost  to  own  a  Xerox  820 
formation  Processor? 

Just  $2,995.  That's  right.  $2,995  for  the  key- 
>ard,  processor,  display  screen  and  dual  disc 


memory  system. 

For  more  information  about  the  820,  call 
1-800-527-1868,*  and  we'll  be  happy  to  tell  you 
exactly  what  it  is. 

As  soon  as  you  tell  us  exactly  what  you  do 

XEROX 


XEROX®,  Information  Outlet.  Ethernet  and  820  ate  trademarks  of  XEROX  CORPORATION. 


to  take  pro  forma  sales  for  RV  for  the 
four  years  ending  June  30,  1980," 
Scott  says,  "we  would  have  had  a 
compounded  annual  sales  growth  rate 
of  15.4%  and  income  growth  of 
18.3%  a  year."  So  far  in  1981,  sales  are 
up  18.7%.  Those  numbers  are  in  line 
with  those  of  leading  proprietary  drug 
companies  like  Bristol-Myers  and 
American  Home  Products. 

That's  a  good  record  but  there's  a 
flaw:  The  company's  last  major  inter- 
nally generated  product  was  NyQuil, 
introduced  13  years  ago.  RV  has  not 
had  a  dramatic  marketing  success 
since  it  acquired  Oil  of  Olay  in  1970. 
(Sales  then  were  $10  million;  last  year 
Olay  earned  about  $15  million  on 
sales  of  more  than  $100  million 
worldwide.)  Scott  says  he  is  looking 
for  another  Olay,  and  has  $130  mil- 
lion in  cash  and  securities  to  buy  it 
with.  "We  would  like  to  buy  some- 
thing in  toiletries  or  health  care,"  he 
says.  "We  would  like  it  to  be  large, 
and  in  the  U.S.  The  problem  is  that 
there  is  not  a  whole  lot  out  there." 

Never  mind,  he  says.  There  is  a  lot 
more  money  to  be  made  from  the 
existing  products.  Executives  point 
with  pride  to  Vicks  VapoRub,  created 
76  years  ago  by  North  Carolina  drug- 
gist Lunsford  Richardson.  VapoRub's 
sales  increased  10%  last  year. 

Keeping  these  old  products  growing 


is  the  job  of  Executive  Vice  President 
William  I.  Bergman,  49.  A  financial 
man  by  training,  Bergman  relishes  his 
selling  job.  He  pulls  out  a  cigar  while 
listening  to  a  question  about  market 
strategy,  but  the  cigar  remains  un- 
wrapped when  a  reporter  mentions 
that  his  wife  was  recently  trauma- 
tized by  turning  30.  That  really  turns 
Bergman  on: 

"We  are  convinced  she  should  be 
concerned,"  he  says  with  a  laugh. 
"We  know  everything  there  is  to 
know  about  her  skin  and  a  great  deal 
about  what  motivates  her.  The  busi- 
ness of  reaching  a  consumer,  in  this 
case  your  wife,  is  an  art  form.  What 
we  do  is  tell  her  why,  if  she  uses  it, 
she  will  feel  better,  look  better  and 
have  softer  skin."  He  goes  on  and  on, 
praising  his  product. 

Richardson  has  other  winners.  In 
cold  medicines,  NyQuil  ranks  first  do- 
mestically, as  does  Clearasil  in  the 
acne-medicine  category.  Vicks  For- 
mula 44  cough  syrup  and  Vicks  cough 
drops  rank  second  in  their  class  and 
Sinex  is  the  third-bestselling  nasal 
spray  behind  Afrin  and  Dristan.  Nor  is 
RV  a  stay-at-home:  With  worldwide 
sales  accounting  for  53%  of  RV's  rev- 
enues, the  company  is  number  one  in 
cough  and  cold  remedies. 

But  what  about  RV's  lethargic  rec- 
ord with  new  products?  "The  intro- 


duction of  a  new  product  is  an  expen- 
sive, profit-draining  prospect,"  Scott 
says.  "If  we  can  build  existing  prod- 
ucts and  spread  them  into  new  mar- 
kets, that's  a  good  pattern." 

What  this  means  is  that  NyQuil  be- 
gat DayCare  cold  medicine  and  Oil  of 
Olay  spawned  Night  of  Olay.  Com- 
pany officials  say  they  have  been  able 
to  market  the  spinoffs  without  hurt- 
ing sales  of  the  original  product.  Scott 
says  the  company  follows  this  strate- 
gy for  two  reasons:  First,  RV  is  good  at 
it,  and  second,  "the  big  products  don't 
come  along  that  often."  Investors 
haven't  bought  the  argument.  RV  is 
cheap  as  stocks  of  this  kind  go:  It  is 
now  selling  at  7  times  projected  1981 
earnings,  not  much  of  a  price  for  a 
company  that  has  earned  17.3%  on 
stockholders'  equity  so  far  this  year. 
Scott  is  unhappy  but  philosophical. 
He  says:  "If  you  look  at  some  of  the 
companies  that  are  involved  with  the 
more  glamorous  technologies  like  ge- 
netic engineering,  you  will  see  they 
have  P/E  multiples  of  30,  40,  and  even 
50  and  have  never  earned  a  nickel. 
Those  are  ridiculous  numbers.  We 
may  not  be  as  exciting,  but  we  have  to 
be  a  better  investment."  But  Wall 
Street  isn't  persuaded  yet  that  RV  can 
pull  off  a  smart  acquisition  and,  at  the 
same  time,  keep  its  older  product 
lines  growing.  ■ 


}/C/M  RDSON 
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Richardson-Vicks  President  John  S.  Scott 
Where  does  he  go  from  here? 
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Edited  by  Mterson  ( Jrigsby 

Last  stop? 

Prisoner  number  6073444  wears  the 
standard  blue  overalls  of  the  Los  An- 
geles County  jail.  As  he  talks,  he 
scratches  a  week's  growth  of  beard — 
with  his  left  hand  since  his  right  is 
manacled  to  the  table  in  the  visitors 
room.  "I'm  just  spending  my  time 
planning  my  next  scam,"  jokes  Har- 
old Goldstein — only  half-heartedly. 

Goldstein  has  landed  in  prison  twice 
before,  beginning  in  1973,  for  dealings 
in  phony  commodity  options  and  se- 
curities. His  activities  were  a  big  rea- 
son for  forming  the  Commodity  Fu- 
tures Trading  Commission  in  1975. 

This  time  the  short,  pudgy  Gold- 
stein and  his  partner  Michael  Kriva- 
cek  await  trial  on  37  counts  of  grand 
theft,  which  could  carry  up  to  111 
years  in  penalties,  stemming  from  a 
51 -day  fling  in  the  offshore  banking 
business.  So  Goldstein's  trial  could 
provide  some  interesting  insights 
into  offshore  banks.  According  to 
Goldstein,  his  City  Overseas  Bank 
(alleged  assets:  $8  million)  with  of- 
fices in  Beverly  Hills  and  the  island 
of  Montserrat  in  the  West  Indies 
was    taking    large    deposits  from 


Harold  Goldstein  in  better  days 


'I  dont  say  it  was  legal  tax  wise." 


wealthy  U.S.  clients  and  loaning 
them  back  so  the  depositors  could 
avoid  taxes.  The  State  of  California 
claims  however  that  Harold's  bank- 
ing was  just  as  phony  as  his  options 
and  securities. 

"I  don't  say  what  we  were  doing 
was  legal  taxwise,"  says  Goldstein. 
"But  we  were  in  the  banking  busi- 
ness." If  so,  Harold  Goldstein  may  be 
responsible  for  yet  another  regulatory 
body:  one  to  tighten  control  of  off- 
shore banks. — Michael  Kolbenschlag 


Are  the  ducks  in  a  row? 

George  Warde,  president  of  Conti- 
nental Air  Lines  as  of  Aug.  1,  faces  a 
few  more  complications  than  most 
new  top  executives.  Will  Texas  In- 
ternational Airlines  succeed  in  tak- 
ing over  Continental?  Will  it  wind 
up  owned  by  an  employees'  ESOP? 
Will  Warde  even  have  a  job  by  the 
time  the  dust  clears?  "I  believe  we'll 
be  okay  and  that's  why  I  want  to  get 
on  board  now,"  says  the  59-year-old 
former  president  of  American  Air- 
lines (and  current  senior  vice  presi- 
dent for  Airbus  Industrie).  "Whether 
the  company  stays  as  it  is  or  wheth- 
er the  employee  stock  ownership 
plan  is  realized  I  want  to  jump  into 
the  fire  and  take  my  chances  with 
the  others." 

George  Warde,  however,  is  not 
jumping  unawares.  Negotiations  for 
his  new  job  stretched  over  six 
months,  from  soon  after  he  turned 
down  the  presidency  of  Pan  American 
World  Airways.  So — while  no  one  is 


Warde  of  Continental  Air  Lines 
"Look  before  you  leap." 


talking — the  move  could  indicate  that 
Continental  may  strike  a  deal  to  buy 
back  Texas  International's  7.4  million 
(48.5%)  of  Continental  shares. 
Warde  certainly  doesn't  sound  like  a 
man  who  is  stepping  into  a  sure 
takeover. — Michael  Kolbenschlag 


The  commercials  paid  off 

Does  it  make  sense  to  advertise  your 
company  for  sale?  For  Bruce  Sundlun, 
president  of  Outlet  Co.,  it  did.  For 
months  Sundlun  had  been  telling  any- 
one who  would  listen  that  he  wanted 
a  merger.  In  July  he  got  his  wish: 
Columbia  Pictures  Industries,  Inc.  an- 
nounced it  would  take  over  Outlet,  a 
Providence-based  broadcasting  and 
retail  company,  for  preferred  stock 
valued  at  $173.5  million. 

Outlet  owns  television  stations  in 
Sacramento,  Orlando,  San  Antonio, 
Columbus  and  Providence.  Why  was 
Sundlun  so  willing  to  relinquish  such 
potential  money  machines?  "The 
book  value  of  our  broadcasting  assets 
was  below  market  value,"  he  says. 
"So  we  had  two  choices — liquidate  or 
merge.  We  preferred  to  merge  because 
we  didn't  want  to  tear  this  organiza- 
tion apart."  Too,  he  says,  "Columbia 
is  the  only  major  motion  picture  com- 
pany without  substantial  broadcast- 
ing properties."  As  for  Outlet,  which 
lost  $782,000  on  revenues  of  $132.3 
million  last  year,  Columbia  provides 
much-needed  programming.  Says 
Sundlun:  "Every  responsible  broad- 
caster should  align  itself  with  a  source 
of  programming." — Thomas  O'Donnell 


Outlet  Co.  's  Bruce  Sundlun 


Broadcasting  a  merger. 
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Fly  me 

James  Calvano,  44,  became  Avis 
president  nearly  two  years  ago  after 
eight  years  with  the  car  rental  com- 
pany, the  second-largest  subsidiary  of 
Norton  Simon.  "My  timing  was  ex- 
quisite," he  says  with  a  mock  pained 
expression.  "Each  month  another 
problem."  But  nobody's  luck  can  be 
all  bad:  After  several  years  of  trying, 
Avis  has  come  up  with  an  exclusive 
contract  to  provide  cars  for  British 
Airways  Fly/Drive  packages  around 
the  world. 

"It's  very  important  to  us,"  says  an 
excited  Calvano,  who  estimates  the 
BA  business  will  be  worth  $5  million 
in  badly  needed  bookings  per  year  for 
the  second-largest  U.S.  car  rental 
company,  which  has  suffered  like  ev- 
eryone else  from  declining  travel. 
"The  summer  of  1980  was  one  of  our 
poorest  in  ten  years,"  Calvano  says. 
"Maybe  this  is  a  good  omen  for  this 
summer." — Maurice  Barnfather 


Calvano  of  Avis 

A  good  omen  for  the  summer  of  '81. 

Hungarian  rhapsody 

What  do  Dallas'  Hunt  brothers,  Can- 
ada's Belzbergs  and  ex-Texas  Lieuten- 
ant Governor  Ben  Barnes  have  in 
common?  They  are  all  clients  or  re- 
search subscribers  of  Andrew  Racz,  a 
mercurial  43-year-old  Hungarian  refu- 
gee who  found  his  way  to  New  York 


Investment  banker  Andrew  Racz 
What's  the  attraction? 

15  years  ago  after  stopovers  in  Johan- 
nesburg and  London.  Now  Racz  is 
running  his  own  stockbrokerage  firm, 
Racz  International,  until  recently  a  di- 
vision of  Philips,  Appel  &  Walden.  He 
has  starting  capital  of  $6.25  million 
and  a  top-drawer  board  including 
Barnes,  financier  Edward  du  Cann,  a 
member  of  the  British  Parliament, 


"HERE'S  SOUTHERN  RAILWAY'S  ANSWER  TO  Tl 


THE  LONG  AND... 

The  simple  fact  is,  that  the  way 
the  energy  situation  is  today  and,  un- 
doubtedly, will  be  tomorrow,  railroads 
make  more  sense  for  long  hauls  than 
trucks  do. 

Because  railroads  are  a  lot  moi 
energy-efficient  than  trucks. 

But  does  that  mean  trucks  wi 
soon  be  a  thing  of  the  past  for  the 
automotive  industry?  No.  We  think 
trucks  have  a  very  definite  place 
in  the  future  of  transportation. 

As  long  as  trucks  are  used  in 
the  right  place. 
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and,  until  recently,  Maxwell  Rabb, 
who  left  the  board  to  become  U.S. 
ambassador  to  Italy.  Rabb  was  re- 
placed by  his  son,  Bruce. 

What's  the  attraction  to  these  me- 
gamillionaires  and  bluebloods?  "We're 
kindred  spirits,"  says  Racz  in  a  thick 
Hungarian  accent.  "Investment  bank- 
ing is  a  very  personal  business."  Nel- 
son Bunker  Hunt,  for  example,  was 
impressed  by  Racz'  writings  on  the 
Polish  debt  crisis,  which  argued  for 
currencies  backed  by  gold  and  silver. 
The  rest  is  history;  but  Racz  benefited 
when  the  Hunt  brothers  used  him  to 
sell  their  6.6%  holdings  in  Bache  & 
Co. — Maurice  Barnfather 

A  setback  for 
the  hanging  judge 

If  the  Georgia  Public  Service  Com- 
mission is  not  the  country's  most 
fractious,  it  is  right  up  there.  For 
years,  it  has  held  rates  of  the  Southern 
Co.'s  $1.8  billion  (revenues)  Georgia 


Georgia  Power's  Robert  Scberer 
Nobody  likes  the  big  guys. 


Power  Co.,  the  state's  biggest  utility, 
to  levels  that  are  among  the  nation's 
lowest.  Georgia  Power  has  taken  two 
cases  to  court  (winning  both  of  them); 
and  the  state  legislature  has  curbed 
the  PSC's  power  by  special  legislation. 
But  it  remains  so  difficult  to  deal  with 
that  Georgia  Power  CEO  Robert  W. 
Scherer  likens  it  to  "a  judge  who  says, 


'Give  the  defendant  a  fair  trial  and 
then  hang  him.'  " 

But  Scherer  gets  in  his  innings,  too. 
A  year  ago  the  PSC  demanded  the 
company  undergo  a  "management  au- 
dit" by  the  PSC-selected  firm  of  Theo- 
dore Barry  &  Associates,  with  Geor- 
gia Power  picking  up  half  the 
$600,000  cost.  Excerpts  from  the  re- 


tERGY  SHORTAGE  FOR  THE  AUTOMOTIVE  INDUSTRY/' 


...THE  SHORT  OF  IT" 

The  right  job  for  trucks  is  the  short 
haul  where  the  railroad  begins  and  ends. 

We  believe  so  much  in  this  concept, 
and  its  important  implications  for  the 
future  of  this  country,  that  we've  set  up  a 
system  to  capitalize  on  our  advantage  for 
long  hauls  and  trucks'  advantage  for 
short  hauls.  We've  made  interchange 
agreements  with  over  180  trucking  firms 
all  over  our  route  to  give  you  dock  to 
dock  service  even  when  your  dock  isn't 
on  our  railroad. 

We  think  the  wave  of  the  future  is  to 
have  each  mode  of  transportation  do 
what  it  does  best. 

We  have  the  energy  for  the  long  haul. 


no  uc 
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suits,  published  in  May:  Georgia  Pow- 
er's management  is  "progressive  and 
energetic,"  its  fiscal  policy  "appropri- 
ately conservative."  Theodore  Barry 
even  gave  Georgia, Power  high  marks 
for  its  often-criticized  practice  of  sell- 
ing power  to  utilities  in  Florida  that 
won't  be  needed  in  Georgia  until  the 
1990s.  "Boldly  imaginative,"  said  the 
report.  The  only  cavils,  in  fact,  were 
that  Georgia  Power  is  too  lenient 
with  delinquent  ratepayers  and 
doesn't  pay  its  executives  enough 
(Scherer  makes  $206,000  a  year). 

So  far,  the  PSC  has  had  no  official 
comment  on  the  report,  but  Scherer  is 
not  expecting  a  new  era  of  sweetness 
and  light  with  any  regulatory  body 
elected  by  voters  who  don't  like  their 
light  bills  going  up.  Hardly  anyone 
loves  a  big  utility  anyway,  he  says: 
"When  everybody  has  to  deal  with 
you,  nobody  likes  you.  It's  the  Ameri- 
can way." — Laura  Saunders 

Reaganomics 
on  the  reservation 

Kenneth  L.  Smith  is  the  first  reserva- 
tion Indian  ever  to  preside  over  the 
government's  Indian  affairs,  and  also 


1> 


Dorothy  Berry,  president  of  Arnold  Bernhard  &  Co. 
An  irreverent  rise  to  the  top. 


Assistant  Interior  Secretary  Kenneth  Smith 
Self-sufficiency,  Indian-style. 


one  of  the  few  to  argue  that  the  tribes 
ought  to  be  less,  not  more,  dependent 
on  the  federal  government.  As  Presi- 
dent Reagan's  newly  appointed  Assis- 
tant Secretary  for  Indian  Affairs, 
Smith  argues  that,  given  half  a 
chance,  the  Indians  can  break  out  of 
the  grinding  poverty  that  has  afflicted 
them  for  generations. 

Tribes  that  have  natural  resourc- 
es— timber,  coal,  minerals,  gas — 
should  be  able  to  make  it,  Smith  says, 
although  one  big  problem  is  that  Indi- 
an tribes  often  don't  have  the  seed 
money.  "We  have  got  to  start  tapping 
the  private  sector,"  Smith  says, 
"floating  bonds — revenue  bonds,  tax- 
free  bonds — leveraging  the  money  we 
get  from  the  government." 

That's  sometimes  easier  said  than 
done.  Because  of  their  charters,  most 
tribes  can't  raise  money  by  selling  or 
mortgaging  their  land,  let  alone  by 
issuing  tax-exempts.  But  with  a  little 
ingenuity  they  can  achieve  the  same 
results  indirectly,  Smith  says,  by 
pledging  the  output  of  their  mines  or 
forests,  for  instance,  in  return  for  pri- 
vate financing. 

Smith  doesn't  just  think  it  can  be 
done,  he  has  done  it  himself — as  gen- 
eral manager  of  Oregon's  Warm 
Springs  Reservation  over  the  past  ten 
years.  That's  how  he  got  the  money  to 
set  up  a  forest-products  operation  that 
has  made  the  Indians  of  Warm 
Springs  largely  self-sufficient.  From 
its  various  business  ventures,  the 
tribe  nets  $10  million  to  $15  million  a 
year  on  revenues  of  more  than  $45 
million. — James  Cook 


Out  of  the  shadows 

Hardly  anyone  noticed  when  Dorothy 
Berry  was  named  president  of  Arnold 
Bernhard  &  Co.,  Inc.,  publishers  of 
Value  Line  Investment  Survey,  the  na- 
tion's largest  investment  advisory  ser- 
vice. "I  was  overshadowed  by  Mary 
Cuningham,"  she  laughs.  She  was  also 
overshadowed  by  the  79-year-old 
Bernhard  himself,  who  founded  the 
company  in  1931.  But  even  though 
Bernhard  remains  board  chairman, 
Berry  is  casting  a  long  shadow  of  her 
own  these  days.  Since  taking  over  as 
CEO,  Berry  has  increased  the  com- 
pany's investment  advisory  business 
by  30%  and  boosted  assets  under 
management  from  $10  million  to 
$500  million.  She  also  developed  the 
company's  first  bond  fund,  which  is 
being  launched  this  month. 

At  the  relatively  tender  age  of  37, 
Berry  is  no  stranger  to  business  suc- 
cess. In  her  senior  year  at  Vassar,  she 
purchased  and  ran  an  executive  re- 
cruiting firm  and  later  sold  it  for  a 
"substantial  profit."  Raised  on  a  West 
Boylston,  Mass.  dairy  farm,  Berry 
joined  Bemhard's  accounting  depart- 
ment in  1967,  picked  up  a  law  degree 
while  working  full  time  and  was 
named  general  counsel  in  1974.  From 
there,  she  jumped  to  executive  vice 
president  two  years  later. 

What  does  she  feel  accounts  for  the 
fast  rise?  "I'm  very  irreverent,"  she 
says,  "and  one  of  the  few  willing  to 
strongly  disagree  with  Mr.  Bern- 
hard,"  whom  Berry  regards  as  a  "court- 
ly gentleman." — Thomas  O'Donnell 
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HSTORICAL  PARTNERS 

Throughout  the  growth  and 
evelopment  of  Tulsa,  its  local 
overnment  and  citizens  have  pooled 
leir  money,  talents  and  efforts  to 
lake  the  city  one  enjoyed  by  more 
ian  a  half-million  people  today. 

The  pattern  of  public-private 
artnership  was  set  when  turn-of- 
ie-century  Tulsans  passed  the  hat 
imong  themselves  to  build  their  first 
i:hool,  hire  a  teacher  and  operate 
ne  facility  before  the  town  was 
icorporated. 

It  was  private  capital  that  made 
ulsa  the  Oil  Capital  of  the  World. 
,»il  was  discovered  shortly  after  the 
irn  of  the  century,  but  the  dis- 
overy  was  on  one  side  of  the 
Arkansas  River,  Tulsa  on  the  other, 
nd  there  was  no  bridge. 

Three  Tulsa  investors,  ignoring 
!ie  advice  of  engineers  that  a  bridge 
ould  sink  in  the  river's  sands,  built 
|\e  structure  anyway,  and  the  oil 
usiness  came  to  Tulsa. 

ROM  THE  PRIVATE  SECTOR 

Another  major  chapter  in  the 
iory  of  Tulsa's  public-private 
artnership  involves  gifts  by  private 


citizens  to  the  city  and  its  people. 

Soon  after  the  City  of  Tulsa 
passed  a  bond  issue  to  purchase  the 
prestigious  works  of  art  collected 
by  Tulsan  Thomas  Gilcrease,  he  set 
up  a  method  which  eventually  paid 
off  the  bond's  full  amount  through 
royalties  from  his  oil  properties. 
Today  the  Thomas  Gilcrease 
Institute  of  American  History  and 
Art  houses  the  world's  greatest 
collection  of  western  art,  tracing  the 
development  of  mankind  on  the 
North  American  continent. 

W.G.  Skelly  provided  a  large 
sports  stadium  for  the  Tulsa  Public 
Schools.  Ownership  of  Skelly 
Stadium  has  now  passed  to  the 
University  of  Tulsa. 

The  largest  public  medical 
center  in  Tulsa  was  opened  in  1960 
as  a  result  of  the  philanthropy  of 
William  K.  Warren.  St.  Francis 
Hospital  now  serves  as  a  regional 
center  for  intensive  care  of  the 
newborn  and  provides  care  in  all 
specialties. 

Plans  for  a  new  $400  million 
office  park  complex  involving  some 
3  million  square  feet  of  office  and 
luxury  hotel  space  in  South  East 


Tulsa  were  recently  revealed  by  the 
Metropolitan  Life  Insurance  Com- 
pany. The  Project,  called  Warren 
Place,  will  begin  construction  of  its 
first  office  structure  this  fall,  and  the 
entire  development  will  be  built  over 
the  next  ten  to  fifteen  years.  A 
portion  of  income,  in  the  form  of 
ground  rent  from  the  operation  of 
Warren  Place,  will  go  to  the  William 
K.  Warren  Medical  Research  Center. 

John  Williams,  chairman  of  the 
board  of  the  Williams  Companies, 
headed  a  campaign  which  raised 
half  of  the  $18.5  million  cost  for  the 
Performing  Arts  Center.  The  facility, 
which  opened  in  late-1978,  features 
four  acoustically  isolated 
performance  areas  and  replaces  an 
aging  72-year-old  theatre  as  the  site 
for  Tulsa's  finest  cultural  attractions. 

More  recently,  Tulsan  Robert  B. 
Sutton  donated  more  than  $1  million 
to  help  build  a  new  baseball  park 
for  the  Tulsa  Drillers,  a  farm  team  of 
the  Texas  Rangers. 

INDUSTRIAL  PARKS 

The  Tulsa  Industrial  Authority, 
an  entity  of  the  City  of  Tulsa,  is  a 
public-private  partnership  creation. 


'  Ml 


Worth  Watching  -  Tulsa 

Where  business  and  opportunities  flourish 


Worth  Watching  in  the  '80s 


The  Williams  Companies.  In  addition  to  its  leadership  positions  in  critical  industries, 
Williams'  corporate  balance,  financial  flexibility  and  increased  earnings  make 
"Williams  worth  watching  in  the  '80s."  Learn  more  about  Williams    — mm}  m\ 
(WMB-NYSE)  by  writing  L.  R.  Francisco,  manager-investor  relations,    ^Vl  mm 
rKe  Williams  Companies,  One  Williams  Center,  Tulsa,  OK  74172.       M  W3 * 


THE  FERTILIZER,  ENERGY  AND  METALS  COMPANY  WILLIAMS 

Agrico  Chemical  Company  •  Williams  Exploration  Company  •  Williams  Pipe  Line  Company  •  Edgcomb  Metals  Company 
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Vulsa! 


A  PUBLIC-PRIVATE  PARTNERSHIP- 


A  was  formed  by  the  City 
ommission  at  the  request  of  the 
etropolitan  Tulsa  Chamber  of 
ommerce,  which  staffs  the 
ganization. 

Since  TIA's  inception  in  1969, 
has  arranged  for  $285  million  in 
ans  to  79  new  and  existing  indus- 
ies  and  has  been  responsible 
r  the  creation  or  retention  of  15,000 
?w  area  jobs.  In  addition,  TIA  has 
?en  the  vehicle  for  $136  million  in 
tancing  for  three  of  the  city's 
)n-profit  hospitals. 

Intelligent  development  of  the 
mndant  land  in  and  around  Tulsa 
a  primary  factor  in  the  city's 
nergence  as  a  prime  southwestern 
dustrial  location.  Tulsa's  Cherokee 
pressway  Industrial  District,  a 
370-acre  industrial  park,  serves  as 
good  example. 

Reserved  for  major  industries 
nting  40  or  more  acres  of  land, 
e  Cherokee  district  was  put 
aether  by  a  private  sector  orga- 
zation  staffed  by  the  Chamber 
Commerce,  Industries  for  Tulsa, 
:.  The  city,  state  and  county 
vernments  cooperated.  Not 
rent  of  federal  funding  was 
ed — a  proud  Tulsa  approach, 
lickly  becoming  tradition.  The 
ur-year-old  project  is  already 
oving  popular  with  site  selectors 
to  appreciate  land  complete  with 
utilities,  major  access  roads  and 
1  service  at  reasonable  cost. 

DUSTRIAL  DIVERSITY 

As  offshore  petroleum 
erations  grew  throughout  the 
60s,  and  several  major  oil 
mpany  headquarters  relocated  to 
>uston,  Tulsa  was  prepared  to 
inquish  the  title  of  "Oil  Capital  of 
?  World." 

Even  so,  petroleum  is  still  big 
siness  here,  with  the  presence  of 
ties  Service  Company,  Getty 
fining  and  Marketing  Company, 
nerada-Hess  and  the  many 
dependents. 

More  than  50  Tulsa  area  firms, 
th  20,000-plus  employees,  are 
gaged  in  metal  fabrication.  Steel 
itribution  is  becoming  the  fastest 
Dwing  industry  in  the  city.  Tulsa 


claims  world  leadership  in  the 
manufacture  of  heat  exchangers, 
winches,  fresh  water  sonar  fishing 
gear  and  the  production  of  fishing 
tackle.  Nationally,  the  city  rates  high 
in  the  manufacture  of  glass,  traffic 
in  data  communications,  seismic 
data  processing,  and  reservations 
and  credit  card  processing.  The  city 
is  among  the  top  25  in  the  nation  in 


corporate  headquarters,  although 
38th  in  population  size. 

ENERGY  RESOURCES 

The  entire  state  is  rich  in  natural 
resources — natural  gas,  petroleum 
and  coal.  Oklahoma  is  the  third 
largest  producer  of  natural  gas  and 
the  fifth  largest  oil  producer  in  the 
nation.  Natural  gas  processing 


Tulsa.  A  good  reason. 

Hines  Industrial  is  moving  into  Tulsa. 

With  good  reason.  Tulsa  is  vibrant  with  people  who  are 
serious  about  where  they  live  and  who  like  to  feel  at  home 
where  they  work.  Hines  Industrial  will  enhance  that  spirit. 

Red  Man  Plaza,  the  first  building  in  the  initial  Tulsa 
project  at  63rd  Street  and  South  Memorial  Drive  will  have 
five  stories  and  more  than  88,000  square  feet  of  office 
space.  Its  trapezoidal  design  will  be  simple  yet  powerful, 
its  exterior  elegantly  modern  with  aggregate  concrete 
panels  alternating  with  bands  of  bronze  solar  glass. 

The  second  building  in  this  complex,  already  under 
development,  will  be  larger.  Like  the  first,  it  will  be  owned 
and  managed  by  Hines  Industrial. 

There  will  be  other  Hines  Industrial  buildings  in  Tulsa, 
all  built  according  to  an  important  concept:  that  the  value 
of  a  project  is  created  and  maintained  through  excellence 
of  architecture  and  quality  of  construction  and  management. 

That  concept  has  guided  Hines  Industrial,  as  well  as 
Gerald  D.  Hines  Interests,  since  1956.  It  has  come  alive  in 
places  like  Houston,  Dallas,  and  Boston,  with  plans  to  spread 
to  many  other  growing  parts  of  the  country. 

And  it's  moving  into  Tulsa. 
To  make  a  good  reason  to  build  an  ever-better  place  to  live. 


8137  East  63rd  Place 
(918)  252-4541 


A  PUBLIC-PRIVATE  PARTNERSHIPS 


Call  Us 
Tee- 
Town 
for 

Nothing! 

Tulsa,  Oklahoma.  Site  of  the  1982  PGA 
and  the A983  Ladies'  U.S.  Open.  One 
hundred  ninety-eight  holes  on  more  than 
56,000  yards  of  fairway.  Rated  by  Golf 
Digest  as  having  one  of  the  "top  10"  courses 
in  the  country.  We're  even  located  in  the 
heart  of  "Green  Country." 

Executives  are  discovering  Tulsa  as  the 
perfect  site  for  corporate  headquarters  and 
regional  offices.  What  they  have  found  here 
is  a  variety  of  office  opportunities,  supported 
by  EDP  capabilities,  a  dynamic  diversified 
economy,  and  room  to  grow. 

In  fact,  Tulsa  ranks  in  the  top  25  U.S. 
cities  in  the  number  of  central  office 
locations. 

So,  whether  you're  into  metals, 
investments,  insurance,  or  artificial  divots  .  . . 
plan  to  tee  off  in  Tulsa. 

For  more  information  on  office  space 
availabilities,  write  to  John  Degitz,  Economic 
Development  Division,  616  South  Boston, 
Tulsa,  Oklahoma  74119.  Or  call 
918/585-1201. 


1981  Economic  Development  Commission  of  Tulsa 


plants  located  around  the  sta.te 
provide  many  by-products  to 
industrial  users. 

The  close  proximity  to  ample 
supplies  of  energy  resources  helps 
ensure  an  uninterrupted  availability 
of  petroleum  products,  electricity 
and  natural  gas  to  Tulsa  residents 
and  industries. 

Proven  natural  gas  reserves  in 
the  state  by  the  end  of  1979  were 
11.2  trillion  cubic  feet,  according  to 
Oklahoma  Natural  Gas  Company 
(ONG),  the  major  supplier  of  gas  to 
the  state.  Combined  with  the 
probable,  possible  and  speculative 
reserve  counts,  Oklahoma  has 
enough  natural  gas  supply  from 
conventional  sources  to  last  more 
than  60  years. 

Tulsa's  electrical  power  supply 
has  historically  been  generated  by 
natural  gas-fueled  generating  plants 
operated  by  Public  Service  Company 
of  Oklahoma.  In  recent  years,  PSO 
has  been  searching  for  practical 
economic  alternatives  to  generate 
electrical  power.  Two  coal-fired  units 
have  been  added  in  recent  years. 

PSO  and  two  partners  are 
currently  awaiting  a  construction 
permit  to  build  a  nuclear-fueled 
generating  plant  near  Tulsa.  The 
plant  will  house  two  reactors  with  a 
capacity  of  1,150,000  kilowatts  each. 
At  present,  Tulsa  generating  plants 
have  a  total  kilowatt  capability 
of  427,250. 

TRANSPORTATION 

The  flexibility,  diversity  and 
growth  of  Tulsa's  transportation 
systems  have  also  boosted  the  city's 
economy  and  attractiveness  to 
industries.  A  century  ago,  Tulsa 
was  just  a  whistle  stop  in  Indian 
Territory  along  the  Frisco  Railroad 
tracks  to  California.  Today  it  stands 
as  a  national  center  for  the  flow  of 
commodities  and  passengers  with 
air,  rail,  waterway,  highway  and 
pipeline  connections  branching  in  all 
directions. 

In  contrast  to  national  trends, 
boardings  and  revenues  are  rising  at 
Tulsa  International  Airport.  The 
airport  recently  completed  a  $47.5 
million  expansion  that  is  being 


totally  paid  by  airport  revenues. 

Nine  trunk  lines  and  three 
regional  carriers  provide  more  tY 
140  daily  flights  in  and  out  of  Ti4 
Three  general  aviation  airports  ai 
service  the  area. 

Tulsa  rail  traffic  is  limited  to 
freight,  but  those  capabilities  are 
strong.  Four  major  trunk  lines 
connecting  in  the  city  can  insure 
three-day  carload  service  to  mos^ 
market  areas. 

Two  short-line  railroads  coni 
the  outlying  heavy  industrial  dis 
tricts  with  the  trunk  lines,  and  V 
off-line  railroads  also  maintain 
offices  in  the  city. 

Slightly  over  ten  years  ago, 
Tulsa  became  the  nation's 
westernmost  inland  waterway  p« 
with  the  opening  of  the  $1.2  billil 
McClellan-Kerr  Arkansas  River  I 
Navigation  System,  headed  by  tl 
Tulsa  Port  of  Catoosa. 

The  Port's  industrial  park 
houses  nearly  40  industries, 
employing  about  1,000  people.  1 
granting  of  foreign  trade  zone  st; 
last  year  by  the  Department  of 
Commerce  has  allowed  the  Port 
advance  its  full  international 
capabilities  plan. 

Tulsa's  central  location  in  thl 
nation  also  makes  it  an  economic 
crossroads  for  motor  freight 
shippers.  Thirty-eight  common 
carriers,  most  with  local  terminal 
and  two  local  express  carriers  sei 
the  area. 


Growth  in  Energy 

Pipelines/Refining/Marketing/Oil/Gas 

Minerals/Coal 


For  further  information  write  Public  Affairs  Department: 

MAPGOl 

1800  S.  Baltimore  Ave. 
Tulsa,  OK  74119 
Ph.  (918)584-4471 
Symbol  MDA/NYSE/MWSE/PSE 


Need  An 
Energy  Boost? 

Investigate  Oklahoma  Natural  Gas  Company 
and  Oklahoma. 

Oklahoma  Natural  Gas  Company  and  Oklahoma  are  recognized  as 
leaders  in  energy. 

That's  one  of  the  reasons  many  of  the  nation's  top  corporations 
have  opened  new  plants  in  the  state.  They  knew  energy  was 
available  and  will  continue  to  be  in  the  future. 
Of  course,  energy  wasn't  the  only  reason. 

Labor,  water  transportation,  market  access,  and  a  favorable  tax 
structure  are  just  a  few  more  incentives  to  take  Oklahoma  seriously. 

Find  out  all  the  reasons  why  Oklahoma  has  become  a  prime  choice 
of  the  nation's  top  businesses.  Call  or  write,  in  confidence: 
Ken  Coe 

Manager  Industrial  Development 
Post  Office  Box  871,  Tulsa,  Oklahoma  74102 
918/583-6161 

Oklahoma  Natural  Gas  Company 

A  Division  of  ONEOK  Inc. 


A  PUBLIC  PRIVATE  PARTNERSHIP-] 


EMPLOYMENT 

A  Chase  Econometrics  study 
released  earlier  this  year  showed 
that  employment  growth  in  Tulsa 
will  rise  an  impressive  four  perce 
year  through  1985,  compared  wit 
two  percent  national  growth  rate 
non-farm,  wage  and  salary  jobs. 
The  Southwest  will  move  up  at  ai 
annual  rate  of  3.2  percent  over  th 
next  four  vears. 

Despite  ranking  as  one  of  th« 
fastest  growing  employment  cen 
in  the  country,  Tulsa's  traditiona 
low  unemployment  picture 
threatened  to  cause  occasional 
shortages  of  skilled  labor  for  maj 
new  industries.  That  problem  wa 
met  head-on  with  a  sophisticated 
system  of  area  vocational  and 
technical  education  programs 
responsive  to  the  needs  of  local 
industries. 

THE  TAX  PICTURE 

A  competitive  package  of  tax 
rates  for  manufacturers,  steadily 
improving  over  the  past  several 
years,  has  done  much  for  the  gra 
and  prosperity  of  Tulsa.  The 
corporate  income  rate  is  only  fou 
percent  in  Oklahoma. 

An  attractive  new  credit  for 
employers  engaged  in  manufac- 
turing and  processing  went 
into  effect  earlier  this  year.  The 
credit  is  equal  to  one-half  percent 
the  cost  of  depreciable  property 
placed  in  service,  with  a  ceiling  c 
of  $50,000  for  each  new  employe) 
that  year.  Once  an  investment 
qualifies,  the  credit  can  be  claime 
in  each  of  the  next  six  years  and 
all  unused  credit  may  be  carried 
forward  and  claimed  in  any  of 
the  subsequent  seven  years. 

Built  and  sustained  by  oil 
industry  entrepreneurs  for  most  • 
its  brief  history,  Tulsa  stands  tod 
as  an  international  example  of 
successful  economic  diversificatic 
with  a  consistent  improvement  ir 
the  quality  of  life  for  its  residents 
The  tradition  of  filling  the  needs 
of  the  city  through  cooperation 
between  the  public  and  private 
sectors  will  continue  to  enhance  I 
city's  attractiveness 
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landmark 


Fifty-two  stories  of  polished  granite 
and  bronze  glass  will  soon  begin  to 
rise  in  downtown  Tulsa.  A  full  two 
blocks  square,  5th  to  7th  Streets, 
Boulder  to  Cheyenne.  The  new 
corporate  headquarters  of  Cities 
Service  Company. 

As  the  largest  corporation 
headquartered  in  Tulsa,  we're 
proud  of  this  facility,  our  newest  in 
a  long  line  of  commitments  to  the 
vitality  and  vision  of  the  city  that 
helped  make  energy  development 
one  of  America's  most  important 
industries.  It's  coming  soon.  An 
important  new  addition  to  the 
expanding  Tulsa  skyline. 

A  landmark  for  tomorrow. 


Company 
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OKLAHOMA 


HAS  THE 


RIGHT  COMBINATION 


THESE  COMPANIES 
FOUND  THE 
RIGHT  COMBINATION 

International  Harvester 
Huffy  Bicycle, 
Shaklee,  Goodyear, 
Baker  International,  KOBE, 
U.S.  Steel  and  Franklin  Electric. 
There  are  many  more. 


•  Major  companies  now  locating  in  Oklahoma 
say  they  like  the  winning  combination  of  central 
location,  highly  productive  labor  force,  available 
energy,  outstanding  industry  training  program, 
excellent  business  climate  and  favorable  taxes. 

•  Oklahoma  recently  enacted  legislation  providing 
$250  income  tax  credit  for  each  new  job  created  in 
manufacturing  and  processing. 

•  These  are  but  a  few  reasons  why  Oklahoma 
had  the  third  largest  increase  in  manufacturing 
employment  of  all  50  states  the  past  10  years. 


To  discover  why  these  companies  found  their  RIGHT  COMBINATION  in  Oklahoma, 
write  in  confidence  to:  Director,  Industrial  Division,  Industrial  Development  Department. 
Suite  2  09  ,  P.O.  Box  53424,  State  Capitol  Station,  Oklahoma  City,  OK  73152  (Phone  405-521-240*) 


The  Profitable 
Place  To  Be 


Can  you  cut  government  social  spending  without  hurting  the 
deserving?  Oregon  has  shown  that  you  most  definitely  can. 


Civil  service 


By  Ellen  Paris 


T|  he  poor  will  starve,  the  el- 
derly will  expire  in  the  streets 
and  worthy  students  will  lose 
their  shot  at  a  higher  education.  The 
media,  fed  by  worried  bureaucrats  and 
liberal  politicians,  tell  us  this  will  hap- 
pen if  President  Reagan  succeeds  in 
cutting  the  budget.  It  is,  of  course, 
nonsense.  Any  sensible  person  knows 
you  can  cut  tens  of  billions  from  social 
spending  without  hurting  anyone 
who  deserves  help. 

fust  ask  Raymond  Thorne,  Or- 
egon's 36-year-old  employment  divi- 
sion administrator. 

Picking  his  way  through  crossfire 
from  governments,  corporations  and 
labor  unions,  Thorne  has  booted  hun- 
dreds of  cheaters  off  Oregon's  unem- 
ployment rolls  since  last  October 
while  others,  noting  the  heat,  dropped 
off  voluntarily  or  found  jobs.  Thome's 
campaign  saved  unemployment  insur- 
ance taxpayers  $783,000  in  December 
alone.  At  that  rate,  a  big  state  like 
California  could  save  taxpayers  $5 
million  a  month  using  Thome's  ap- 
proach, which  seems  simplicity  itself. 

Thome  and  his  deputy  administra- 
tor, Libby  Leonard,  devised  a  work- 
search  verification  program  to  check 
that  all  of  Oregon's  compensation- 
drawing  unemployed  really  were  ap- 
lying  for  jobs  as  claimed. 
Since  Oct.  1  Thome's  fraud  division 
s  found  247  claimants,  out  of  549 
uspicious  cases,  enjoying  a  paid  vaca- 
ion  while  claiming  they  were  looking 
for  work.  Unemployment  benefits  for 
the  247  have  been  discontinued.  The 
fraud  division  is  spending  $10  an  hour 
per  investigator  to  investigate  suspi- 
cious claims  and  is  saving  Oregon's 
taxpayers  $68  an  hour  in  benefits 
denied. 

Thorne,  who  is  wheelchair  bound 


Oregon's  Raymond  Tfjome 

He's  seen  no  losers  but  the  loafers. 


from  a  car  accident,  doesn't  oppose 
helping  the  unemployed;  he's  against 
supporting  loafers.  "I  haven't  seen  any 
losers  in  this  situation  yet,"  he  says, 
"except  people  who  really  don't  want 
to  work  and  are  trying  to  ride  the 
system." 

Among  other  states,  Nevada  has  a 
similar  program  and  Idaho  has  taken 
note  of  Oregon's  success  and  is  pre- 
paring its  own  effort.  What's  holding 
the  others  back?  "A  lot  of  them  don't 
want  to  try  it,"  says  Thorne,  "because 
you  take  a  lot  of  political  heat."  He 
speaks  from  experience. 

Local  managers  in  Thome's  em- 
ployment division  complained  that 
private  employers  might  be  angered 
by  more  verification  phon  calls  from 
government.  But  Thorne  told  his 
managers:  "We  won't  bend  on  this 
one."  He  drew  up  phone  quotas  for 
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each  office  and  audited  their  efforts. 

Next  Thome  sent  letters  to  employ- 
ers, anticipating  complaints  of  more 
government  meddling,  explaining 
that  cutting  phony  unemployment 
claims  would  reduce  their  taxes. 

Finally,  Thome  faced  down  Or- 
egon's powerful  unions,  who  jealously 
guard  their  role  as-a  principal  clearing- 
house for  union  job  seekers.  Thome 
met  union  representatives  in  two  all- 
day  meetings,  one  in  Portland  and  the 
other  in  Eugene,  explaining  the  pro- 
gram. "We  simply  went  into  the  lion's 
den,"  says  Thorne.  "We  didn't  try  to 
back-door  them." 

Result:  The  unions,  while  cool  to 
the  program,  aren't  complaining  loud- 
ly. "I'm  tickled  to  death,"  Thome 
says,  "because  it's  d-mn  seldom  you 
get  anyone  to  say  government  does 
anything  right."  Consider  it  said.  ■ 
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Edited  By  William  G.  Flanagan 

Alphabet  cars 

Can  it  be  true?  Has  Detroit  finally 
met  the  Japanese  challenge?  You 
bet  your  hubcaps -it  has. 

Right  now,  the  big  three  auto  man- 
ufacturers are  actually  making  nifty 
four-cylinder  cars  that  can  hold  their 
own  in  cost,  mileage,  size,  power  and 
luggage  capacity  against  the  offshore 
competition.  (As  for  styling  and  reli- 
ability, you  will  have  to  be  the  judge 
on  the  former;  time  will  tell  on  the 
latter.) 

The  new  T,  J,  A  and  K  cars  are 
certainly  worth  a  look  if  you  are  in  the 
market  for  a  small  car  this  fall. 

This  year  alone,  Detroit  is  introduc- 
ing seven  brand-new  models  designed 
to  hit  the  imports  head  on.  Chevrolet 
has  already  unveiled  its  1981-82  Cava- 
lier, Pontiac  its  T1000  and  12000,  and 
Cadillac  its  Cimmaron.  Chrysler's 
new  Super  Ks  and  GM's  Celebrity  and 
A6000  will  roll  onto  the  market  near 
the  end  of  the  year. 

Yet  even  as  these  cars  are  being 
introduced,  Runzheimer  and  Co.,  of 
Rochester,  Wis.,  has  already  worked 
up  figures  on  how  much  they  will 
cost  to  own  and  operate  (see  table). 


Cbeirolet's  new  front-wheel-drive  Cavalier 
Cheaper  to  run  than  Honda's  Accord. 


Runzheimer,  consultants  in  travel 
and  living  costs,  provides  detailed 
cost  information  on  autos  and  trucks 
to  fleet  owners. 

The  annual  cost  of  owning  and  op- 
erating the  new  American  cars  com- 
pares very  well  with  the  hottest-sell- 
ing Japanese  models.  Note:  The  fig- 
ures cited  presume  you  drive  20,000 
miles  per  year  and  turn  the  car  in  after 
three  years  or  60,000  miles.  It's  also 
assumed  that  you  get  the  car  at  a  rock- 
bottom,  fleet-owner  price — which 
you  won't.  But  the  cost  comparisons 


The  new  four-cylinder  Cadillac  Cimmaron 
The  insolent  chariot  learns  humility. 


are  still  valid.  (In  general,  fleet  owners 
buying  in  volume  pay  about  $600  to 
$800  less  than  the  average  individual 
buyer.) 

The  Chevette,  already  a  popular 
seller,  will  still  be  the  least  expensive 
GM  product  to  own  and  operate,  and 
offers  more  head  room,  luggage  capac- 
ity and  almost  as  much  legroom  as  the 
new  Chevy  Celebrity — and  will  cost 
about  $1,000  less  per  year  to  operate. 
But  the  front-wheel  drive  and  larger 
engine  on  the  Celebrity  and  its  longer 
length  are  likely  to  win  buyer  atten- 
tion. The  Chevy  Cavalier,  also  new 
this  year,  likewise  has  front-wheel 
drive,  but  a  smaller  engine  than  the 
Celebrity.  The  Cavalier  will  also  cost 
about  $160  more  per  year  to  run  than 
the  Chevette. 

The  new  rear-wheel-drive  Pontiac 
T1000  is  a  virtual  twin  of  the  Che- 
vette in  all  but  styling,  but  the  front- 
wheel-drive  J2000,  also  new  this  year, 
is  heavier,  longer  and  has  a  bigger 
engine — for  a  net  cost  of  about  $400 
more  a  year. 

Ford's  letterless  Escort  is  the  least 
expensive  American  front-wheel - 
drive  car,  yet  its  seating  and  luggage 
space  are  comparable  to  those  of  the 
slightly  more  expensive,  brand  new 
Pontiac  J2000. 

The  top-of-the-line  four-cylinder 
Pontiac  is  the  A6000,  which  won't  be 
introduced  until  November.  Its  speci- 
fications are  only  slightly  different 
from  those  of  the  Chevy  Citation, 
also  due  that  month,  but  it  will  cost 
about  $500  more  per  year. 

The  popular  Dodge  Aries  K  has  a 
new  cousin,  the  Super  K,  a  longer, 
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We  search  over  twenty  states  for  the  perfect 
white  oak  timber  to  age  our  Bourbon  in* 


And  it's  the  only  114  proof 
Bourbon  poured  straight 
from  the  barrel. 

Undiluted  and  unmixed, 
it's  poured  from  new  charred  casks 
made  of  century-old  white  oak. 

Only  this  natural  simplic- 
ity can  give  the  114  proof  a  classic 
mellow  smoothness  in  the  fine 
Grand-Dad  tradition. 

And  although  it  is  the 
world's  most  expensive  Bourbon, 
the  price  reflects  the  pleasure. 

114  Barrel  Proof 
Grand-Dad 


We  don't 
just  employ  capital 

We  make  it  work. 


mm: 


N 

^  o  question.  We've 
JL      A  made  our  invest- 
ments work.  Through  close 
attention  to  the  allocation  and 
control  of  capital  -  both  fixed 
and  working  capital.  That's  a 
major  reason  (Northwest 
Industries  has  been  successful 
since  its  founding  in  1968. 

Our  earnings  per  share 
increased  from  53  cents  in 
1968  to  $5.03  in  1980,  a 
compound  annual  growth 
rate  of  20.6  percent.  That 
compares  to  an  annual  com- 
pound growth  rate  of  8.3 
percent  for  earnings  per  share 
of  Standard  &  Poor's  400 
over  the  same  period.  Most 
important,  aftertax  return  on 
average  total  capital  more 
than  doubled  from  5.4  per- 
cent to  12.2  percent.  And 
1981  aftertax  return  on  aver- 
age total  capital  is  expected 
to  reach  an  estimated  17 
percent. 


Sound  Internal  Investment 

This  growth  hasn't  been 
accidental.  Our  goal  is  clear— 
to  put  our  money  where  it  will 
bring  the  greatest  return  com- 
mensurate with  risk  We 
believe  it's  important  that 
the  management  of  capital  be 
for  the  long  term.  Our  long- 
term  growth  attests  to  the 
validity  of  this  belief. 

As  always,  our  first  priority 
is  sound  investment  in  our 
operating  companies.  Our 
greatest  improvement  in 
return  on  capital  -  and  much 
of  our  growth  -  has  come 
from  internal  investment. 
Since  our  founding  in  1968, 
we've  spent  about  $1.4  billion 
in  fixed  and  working  capital 
to  strengthen  our  companies. 

Of  course,  spending  a  lot 
doesn't  mean  much  unless 
you  spend  it  well.  And  that's 
where  management  comes 
in.  We  try  to  analyze  internal 
investments  as  dispassion- 
ately as  possible  and  are 
guided  by  policies  we  believe 
have  been  proven  effective. 


We  carefully  review  our 
operating  companies'  capital 
project  proposals,  weighing 
future  market  trends  and 
adding  our  independent 
appraisal  to  each  situation. 
We  require  that  each  project 
hold  a  likelihood  of  achieving 
an  aftertax  discounted  cash 
flow  rate  of  return,  including 
associated  working  capital,  of 
more  than  15  percent. 

And  we  believe  this  careful 
investment  review  has  paid 
off.  For  example,  we've 
invested  more  than  $370 
million,  excluding  working 
capital,  in  our  integrated 
pipe  company,  Lone  Star 
Steel,  since  1973  to  make 
it  more  profitable.  And  in 
that  time,  Lone  Star  Steel's 
shipments  of  oil  country 
casing  and  tubing  have  grown 
much  faster  than  industry 
shipments. 

Improving  Asset  Utilization 

Close  attention  to  existing 
asset  utilization  has  also 
strengthened  Northwest 
Industries  over  the  years. 
Our  strategies  are  guided  by 
the  goal  of  increasing  the 
productivity  of  our  fixed  assets 
and,  in  turn,  the  profitability 
of  our  operating  companies. 
Through  sound  investment 
in  asset  maintenance,  cost 
reduction,  and  vertical  inte- 
gration programs,  our  com- 
panies strive  for  more  efficient 
production  and  lower  costs. 


For  example.  Union  Under- 
wear Company's  vertical 
integration,  back  to  spinning 
cotton,  has  helped  make  it  a 
highly  profitable,  efficient 
market  leader  in  the  men's 
and  children's  underwear 
industry. 

In  addition,  we  seek  to 
dispose  of  those  assets,  be  it 
equipment  or  plants,  which 
do  not  produce  an  acceptable 
return.  Just  as  with  invest- 
ment, we  try  to  view  and 
analyze  possible  divestments 
as  dispassionately  as  possible 
following  the  same  general 
guidelines. 

Attention  to  Working  Capital 

We  also  pay  close  attention 
to  our  working  capital  invest- 
ment -  less  visible  than  fixed 
investment,  but  critical  in 
periods  of  high-cost  money. 
In  fact,  the  compensation 
of  our  key  operating  company 
officers  is  tied  in  part  to 
working  capital  measures. 

This  attention  has  paid  off. 
Our  working  capital  turns 
have  improved  from  2.2  times 
in  1968  to  5.9  times  in  1980. 
In  1980  alone,  we  were  able 
to  improve  our  working  cap- 
ital utilization  by  more  than 
25  percent. 

Our  objective  is  continued 
growth  through  investment, 
control,  and  compensation 
programs  that  seek  to  put 
our  money  where  it  will  bring 
the  greatest  return  commen- 
surate with  risk.  To  learn 
more  about  our  company— 
our  policies,  strategies,  and 
performance  -  write  for  our 
annual  report  or  our  SEC 
Form  10-K  to  6300  Sears 
Tower,  Chicago,  IL  60606. 


Northwest  Industries, lnG 
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slightly  spunkier  model,  which  will 
cost  about  $550  more  a  year  to  own. 
The  Aries  K,  together  with  the  Omni 
and  the  Horizon,  have  been  selling 
extremely  well.  This  year's  Runz- 
heimer  survey  did  not  include  the 
Omni  and  Horizon,  but  they  showed 
up  extremely  well  last  year  in  the  cost 
comparison. 


Not  surprisingly,  the  most  expen 
sive  of  Detroit's  four-cylinder  models 
is  the  Cadillac  Cimmaron,  at  $5,541 
per  year  to  operate.  Take  a  look  at  the 
specs — it  hardly  differs  from  the 
much  cheaper  Chevette  and  has  a  lot 
less  luggage  capacity.  But,  small  as  it 
is,  Cadillac  is  its  name  and  that's 
what  you  will  pay  for. 


What  it  will  cost  for  1982  cars 


Make 


Model 


Door 


 Front  seat — 

head  leg 
room  room 

(inches)  (inches) 


-Specifications'— 
lug- 
gage 
capacity 
(cu  ft) 


overall 
weight  length 
(lbs)  (inches) 


drive 
unit 


4-cyl 

ngine' — 
dis- 
place- 
ment 


Annual  cost  for 

Av   20,000  miles2  

mpg     variable     fixed  total 


Chevrolet 

Pontiac 

Ford 

Chevrolet 

Dodge 

Pontiac 

Chevrolet 

Chrysler 

Chevrolet 

Pontiac 

Cadillac 


Chevette 

T10003 

Escort 

Cavalier3 

Aries  K 

J20003 

Citation 

Super  K3 

Celebrity3 

A60003 

Cimarron3 


38.3 
38.3 
38.0 
37.8 
38.8 
37.8 
38.1 
38.9 
38.1 
38.1 
37.8 


41.6 
41.6 
41.5 
42.1 
42.6 
42.1 
42.2 
42.8 
42.5 
42.5 
42.1 


29.8 
29.8 
16.3 
16.8 
15.0 
16.8 
21.4 
16.0 
20.0 
20.0 
16.8 


2,122 
2,150 
2,122 
2,416 
2,338 
2,420 
2,508 
2,368 
2,800 
2,800 
2,591 


164.9 
164.9 
165.0 
169.4 
176.0 
169.4 
176.7 
181.2 
188.7 
188.7 
169.4 


rear 
rear 
front 
front 
front 
front 
front 
front 
front 
front 
front 


1.6 
1.6 
1.6 
1.8 
2.2 
1.8 
2.5 
2.6 
2.5 
2.5 
1.8 


30.0 
30.0 
30.5 
31.0 
28.0 
31.0 
25.5 
27.5 
26.0 
26.0 
31.0 


;i,500 
1,500 
1,490 
1,470 
1,590 
1,470 
1,720 
1,630 
1,700 
1,700 
1,480 


$2,459 
2,512 
2,590 
2,656 
2,702 
2,882 
2,775 
3,224 
3,265 
3,303 
4,061 


$3,959 
4,012 
4,080 
4,126 
4,292 
4,352 
4,495 
4,854 
4,965 
5,003 
5,541 


Datsun  210  Deluxe  4  36.3  43.6  8.0  2,015  165.0  rear  1.5  32.0  1,430  2,531  3,961 

Toyota  Corolla  Deluxe  4  37.7  40.7  11.0  2,240  166.3  rear  1.6  30.0  1,510  2,567  4,077 

Subaru  DL  SW  38.2  39.3  12.0  2,185  170.0  front  1.8  23.0  1,870  2,466  4,336 

Honda  Accord  4  38.0  40.0  10.0  2,249  171.9  front  1.8  26.0  1,690  2,680  4,370 


'All  cars  similarly  equipped  including  AT,  PS,  PB,  AC  and  tinted  glass,  except  Honda  (no  PB),  Datsun  (no  PS)  and  Subaru  (no  PS).  K.osts  include  variable  expenses 
(gas  at  $1.75  per  gallon,  oil,  tires  and  maintenance),  fixed  expenses  ( insurance,  depreciation,  interest  and  license),  and  are  based  on  a  3-year/60,000-mile  retention 
cycle.    3New  Entry. 

Source  Runz/ximer  &  Co. 


Halfway  houses 


Whth  mortgage  interest  rates  high- 
er than  at  almost  any  time  in  U.S. 
history,  there  have  been  very  few 
home  financing  wrinkles  left  unex- 
plored. The  latest  is,  perhaps,  the  sim- 
plest. Briefly  put,  it  amounts  to  bor- 
rowing against  a  percentage  of  the 
appreciation  when  the  house  is  sold. 

In  its  most  structured  form  there  is 
the  shared  appreciation  mortgage,  or 
SAM.  The  SAM,  you  will  recall,  is  a 
mortgage  arrangement  wherein  a  con- 
ventional lender  such  as  a  savings  and 
loan  gives  the  home  buyer  a  big  break 
on  the  interest  rate — in  return  for  par- 
tial ownership.  For  instance,  the  bor- 
rower gets  one-third  off  the  going 
mortgage  rate — down  to,  say,  12% 
these  days.  In  return  the  lender  is  en- 
titled to  one-third  of  the  appreciation 
on  the  house  when  the  buyer  sells. 
The  ploy  has  its  drawbacks. 

There's  a  big  assumption  there,  of 
course — that  there  will  be  apprecia- 
tion. If  there  is  a  loss  instead,  the 
investor  takes  a  bath  and  doesn't  even 
have  the  satisfaction  of  having  a  roof 
over  his  head.  A  lesser  problem:  how 
to  account  for  an  owner's  "sweat  eq- 
uity" home  improvements. 
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Nevertheless,  when  first  intro- 
duced in  Florida  last  year  (Forbes, 
Oct.  13  1980),  the  SAMs  were 
snatched  up  like  stone  crabs.  Espe- 
cially drawn  were  first-time  home 
buyers  who  had  saved  enough  for  a 
down  payment,  only  to  watch 
monthly  mortgage  payments  drift 
out  of  their  income  range  as  interest 
rates  ballooned. 

Jerome  Grossman,  a  partner  with 
Oppenheimer  and  Co.,  is  pushing  the 
concept.  He  has  been  trying  to  get 
institutional  investors,  such  as  pen- 
sion funds,  to  buy  SAMs  from  origi- 
nating lending  institutions.  Other 
major  Wall  Street  firms  are  preparing 
to  leap  in — if  all  goes  well,  and  if  inter- 
est rates  drop. 

Grossman  recognizes  a  problem  for 
institutional  buyers  of  these  SAMs: 
"It's  a  consumer  issue.  The  institu- 
tion asks,  'Do  I  really  want  to  be 
involved  with  the  American  home- 
owner?' " 

Unless  and  until  there  is  a  second- 
ary market  for  SAMs,  they  will  con- 
tinue to  be  relatively  rare,  despite  the 
fact  that  would-be  home  buyers  and 
builders  are  so  eager  for  them. 


Meanwhile,  builders  are  taking  di 
rect  action.  One  builder,  Don  Dixon 
of  the  Dondi  Group  in  Dallas,  ha 
started  a  Rich  Uncle  program  to  sell 
his  condominiums.  As  the  name  sug 
gests,  Dondi  Group  matches  strapped 
buyers  with  willing  investors. 

The  Rich  Uncle  becomes  a  copur 
chaser  of  the  condominium  and  co- 
signs  a  mortgage  with  the  home  buyei 
who  plans  to  live  there.  The  investoi 
matches  the  down  payment,  monthl> 
payments  for  principal,  interest, 
mortgage  insurance,  taxes  and  an> 
closing  costs  or  other  fees.  In  return, 
he  can  expect  one  half  of  the  apprecia 
tion  in  market  value  of  the  condomin 
ium  when  it  is  either  sold  or  up  foi 
refinancing  (which  is  every  three 
years  in  Dondi's  scheme). 

The  tenant  actually  pays  more  than 
half  of  the  condo's  cost — since  he  id 
actually  living  in  the  unit.  He  pays  the 
Rich  Uncle  "rent"  for  using  his  half  ol 
the  condo.  If  the  monthly  payments 
for  interest,  principal,  taxes  and  sc 
forth  come  to,  say,  $1,000,  each  own 
er  pays  an  even  $500.  But  the  tenant 
pays  another  $150  to  the  uncle  foi 
rent.  But  both  the  uncle  and  the  own- 
er-occupant claim  equal  deductions 
from  the  monthly  payments. 
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Since  late  last  year  over  25  Rich 
Uncle  co-ownerships  have  been 
formed,  with  another  100  pending  in 
escrow.  To  protect  investors  and 
home  buyers,  Dondi  has  drawn  up 
elaborate  ownership  agreements  to  be 
signed  by  both  parties  that  cover  po- 
tential trouble  spots  associated  with 
any  co-ownership — default,  division 
of  profits,  death  of  a  co-owner,  terms 
of  joint  bank  accounts  and  "buy-out 
provisions,"  in  case  one  co-owner 
wants  to  buy  the  other's  share.  "This 
is  not  a  tax  deal,"  says  one  Dondi 
official.  "Investors  who  come  in  on 
this  are  looking  strictly  for  the  shared 
appreciation."  Al  Littman,  a  develop- 
er  and  builder  of  luxury  homes  in  Palo 
Alto  and  Phoenix  has  launched  a  simi- 
lar program  called  Equishare. 

While  the  Rich  Uncle  program  is  a 
simple  50-50  arrangement  between 
owners,    Equishare   allows  limited 
partners  to  buy  anywhere  from  25% 
to  75%  of  a  home:  Any  appreciation 
in  the  market  value  of  the  home  is 
divided  in  proportion  to  ownership. 
The  term  of  the  Equishare  arrange- 
ment is  five  years.  All  the  homes  are 
intended  to  be  refinanced  or  sold 
within  five  years  of  purchase.  If  the 
i  home  is  not  refinanced,  either  the  co- 
owner-resident  and  Equishare  sell  to  a 
third  party,  or  the  co-owner  resident 
may  buy  Equishare's  interest  in  the 
home.  During  the  five-year  term  the 
^[limited  partnership  receives  some  tax 
"  benefits  each  year.  (For  more  informa- 
'  tion,  contact  Al  Littman,  President, 
Equishare  of  Arizona,  1110  East  Mis- 
souri,   Suite    440,    Phoenix,  Ariz. 
*  85014). 

■u    Current  high  monthly  payments  (a 
25  -year,     fixed- rate     mortgage  of 
$60,000  at  17%  comes  to  $863  per 
month)  have  throttled  some  shared- 
'  ownership  plans.  Home  Partners  of 
-  America,  Westfield,  N.J.  had  to  col- 
apse  its  planned  joint-purchase  pro- 
am  once  interest  rates  topped  14%. 
t  that  point,  according  to  Lois  Vitt, 
hairman,  "the  economics  of  the  plan 
o  longer  worked  out  for  individual 
omeowners."  Even  with  the  down 


Equishare's  Al  Littman 

Second  chance  for  strapped  buyers, 

payment  taken  care  of  they  couldn't 
handle  the  monthly  charges.  Vitt  still 
gets  calls  from  prospective  homeown- 
ers. "It's  the  only  way  they  can  be 
admitted  to  the  housing  market  right 
now.  They  are  saying  that  half  a  house 
is  better  than  none."  The  company  is 
now  in  registration  to  sell  securities 
and  trying  to  sell  institutions  on  the 
home-share  concept. 

But  even  that  half-house  will  prob- 
ably elude  most  people  until  interest 
rates  come  down  a  fair  bit.  Mean- 
while, if  housing  prices  start  to  drop, 
stronger  investor  interest  may  never 
come  to  pass. — Gerald  Odening 


Artful  buying 


f  you  collect  art  for  home  or  office, 
for  investment  or  sheer  enjoyment, 
Tie  ARTnewsletter  has  put  together  a 
k   rooklet  full  of  useful  nuggets.  Some 
iuggestions: 

•  May  and  June  are  generally  the 
)est  months  to  buy  art  from  a  dealer, 
vlany  dealers  close  out  their  books  for 
he  year  at  that  time  of  year,  and 
onsequently  are  eager  to  shrink  their 
nventories. 

Even  for  the  well-heeled  collector. 


insurance  probably  makes  sense.  If 
you  are  in  the  70%  tax  bracket  and 
have,  say,  a  collection  worth  $1  mil- 
lion, you  might  assume  that  costly 
insurance  makes  no  sense.  If  the  col- 
lection were  stolen  or  suddenly  de- 
stroyed (gradual  deterioration  doesn't 
count)  you  would  have  a  huge  casualty 
loss — deductible  at  70%  of  its  cost. 
Over  a  period  of  years,  insurance  pre- 
miums could  easily  exceed  the  re- 
maining 30% . 


But  what  if  the  collection  appreci- 
ates? The  IRS  states  that  if  you  pay, 
say,  $100,000  for  a  painting  and  it  is 
stolen  a  few  years  later,  you  are  al- 
lowed to  deduct  its  original  cost  or  its 
current  fair  market  value,  whichever  is 
less.  The  problem  is  further  exacerbat- 
ed if  you  are  inadequately  insured  on  a 
work  that  has  greatly  appreciated.  Ex- 
ample: Suppose  you  bought  a  painting 
for  $10,000  that  is  now  worth 
$200,000— but  is  insured  for  only 
$100,000.  If  it  is  lost,  not  only  are  you 
uncompensated  for  $100,000  of  its 
value,  but  if  you  receive  the  $100,000 
in  insurance,  you  are  liable  for  a  cap- 
ital gains  tax  on  $90,000.  So  you're 
minus  your  art  and  you  still  have  to 
pay  a  hefty  gains  tax. 

There's  a  way  of  postponing  that 
tax,  however,  just  as  there  is  with  the 
gain  on  a  house.  If  you  reinvest  the 
$100,000  received  in  insurance  in 
similar  property  within  two  years, 
you  put  off  paying  tax  on  $90,000  in- 
definitely. But  your  cost  basis  on  the 
newly  acquired  work  will  still  be  only 
$10,000. 

•  You  are  taking  a  chance  if  you  buy 
art  in  your  company's  name  rather 
than  your  own.  Especially  if  you  hang 
that  art  in  your  living  room.  And  the 
IRS  might  argue  that  corporate  and 
personal  assets  have  been  improperly 
combined. 

A  better  idea:  Buy  the  art  with  your 
own  money,  then  lend  it  to  the  com- 
pany, which  can  pay  to  insure  it. 

•  When  the  economy  is  bad,  the 
most  liquid  works  to  own  are  those  of 
the  highest  quality.  Not  surprising, 
but  worth  remembering. 

•  It's  better  to  first  lend  a  museum  a 
work  of  art  you  want  to  give  away, 
rather  than  making  an  outright  gift. 

•  Deducting  losses  on  any  art  you 
sell  for  less  than  what  you  paid  for  it 
generally  doesn't  sit  well  with  the 
IRS.  Basically,  the  validity  of  your 
claim  depends  upon  your  status  as  a 
collector  or  an  investor.  If  you  qualify 
as  an  investor,  you  are  eligible  for  any 
such  deductions;  if  you  are  seen  strict- 
ly as  a  collector,  you  are  not.  But  the 
IRS  is  very  particular  about  what  con- 
stitutes an  investor.  Unless  you  have 
a  very  substantial  collection,  and 
meet  other  criteria  that  will  convince 
the  taxman  that  the  most  prominent 
reason  for  your  collecting  is,  indeed, 
investment,  forget  those  losses.  But 
you  must  still  report  all  gains,  of 
course.  "The  door  swings  just  one 
way,"  says  one  IRS  appraiser. 

The  Investor's  Guide  to  the  Art  Market 
is  available  for  $3.95  from  The  ART- 
newsletter, 122  East  42nd  Street,  New 
York,  N.Y  10168. 
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Will  Rodzewich,  student,  about  his  father,  chemist  with  Henkel's  Amchem  Products,  Inc.,  Ambler 

"I  lay  to  be  like  dad  at  Henkel: 
always  on  the  ball? 


"A  winner  sees  an  answer  for  every 
problem,  a  looser  sees  a  problem  in 
every  answer  -  that's  what  my  foot- 
ball coach  always  told  us.  According 
to  that,  dad  is  a  winner  type. 
As  a  chemist  in  research  and  devel- 
opment with  Amchem  Products, 
a  Henkel  company,  he  has  to  face 
a  lot  of  new  customer  problems  in 
the  automobile  and  other  industries. 
In  general  terms,  the  problems  are 
how  to  prepare  metals  for  car  bodies, 
containers  or  cans  to  inhibit  cor- 
rosion and  to  give  maximum  quality 
to  the  consumer. 

What  kind  of  problem  it  may  be, 
dad  has  an  answer.  He  is  sent  to  the 
customers  to  find  the  right  solutions 
and  to  complete  them.  That's  why 


dad  is  travelling  so  much  -  within  the 
U.S.A.  and  to  foreign  countries  as 
well.  He  has  been  to  many  other  com- 
panies from  Pennsylvania  to  Japan. 
One  of  them  was  a  Henkel  company 
in  Germany  which  had  taken  licenses 
of  dad's  Amchem  more  than  twenty- 
five  years  ago.  When  Henkel 
acquired  Amchem  in  1979,  dad  said: 
that  will  make  a  good  union.  I  think 
he  was  right.  Since  then  his  company 
has  expanded  and  so  did  his  respon- 
sibilities. 
!  I've  tried  to  be  a  winner 

in  football.  And  so  I'll 
JP  try  as  a  mechanical 
engineer." 

I  Edward,  my  dad 


Amchem  Products,  Inc.,  Ambler, 
Pennsylvania  (U.S.A.),  is  one  of  more 
than  100  companies  of  the  Henkel 
Group,  situated  in  more  than  40 
countries.  Worldwide  sales  1980  = 
7.6  billion  DM.  33,000  employees. 
Headquarters  Dusseldorf,  Federal 
Republic  of  Germany.  Product  range 
includes  laundry  products,  household) 
cleaners,  cosmetics,  adhesives, 
industrial  cleaners,  oleochemicals, 
auxiliary  products  for  textile  and 
leather  industries.  Over  8,000 
products  lor  all  walks  of  life. 


Chemistry  working  for  you. 
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The  Forbes/ Wilshire  5000  Review 


2000 


fMarket  value  of  Wilshire  5000: 
$1,363.4  billion  as  of  7/10/81 


Wilshire  5000  Equity  Index 

All  stocks  with  daily  price  quotations, 
weighted  by  market  value 


■<j^N^  Percent  change  in  last  two  weeks  ■ 
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Where  have  all  the  good  times  gone?  For  most  investors, 
checking  stock  prices  in  the  newspaper  is  now  solemn 
reading.  The  only  happy  shareholders  are  those  who  owned 
energy  companies  caught  up  in  merger  mania.  Over  the 
past  two  weeks  the  Wilshire  Index  fell  2.7% ;  in  four  weeks, 
3.4% .  Beyond  that,  the  numbers  tell  us  that  the  market  lost 
over  $73  billion  in  value  in  just  a  month's  time.  The 
smaller,  more  speculative  companies  were  hit  hardest:  the 
NASDAQ  Composite,  down  a  hefty  4.2%  in  two  weeks, 
and  the  ASE  Index,  close  behind  with  a  4.0%  decline. 

It  was  only  in  June  that  the  market  seemed  on  the  verge 
of  great  and  wondrous  things.  What  happened?  Interest 
rates  were  the  biggest  culprit.  Instead  of  tailing  off  as 


many  had  expected,  the  prime  continued  to  notch  up- 
ward. Wall  Street  also  lost  stability  as  the  overall  econom- 
ic recovery  appeared  to  falter.  The  auto  industry,  for 
example,  now  seems  headed  back  into  a  slump. 

The  midsummer  slump  has  significantly  cut  into  the 
52-week  gains  of  all  market  indicators.  But  the  downturn 
has  dropped  many  stocks  to  much  more  reasonable  multi- 
ples and  opportunities  are  opening  up  for  the  bargain 
hunters.  The  emergence  of  a  new  crop  of  undervalued 
securities  will  help  the  market  regain  control.  The  small- 
er-sized, high  P/E  stocks  took  the  greatest  beating  in  the 
recent  decline.  Watch  for  these  stocks  to  show  the  great- 
est gains  when  the  market  starts  heating  up  again. 


Close-up  OnThe  Equity  Markets 


Performance  of  five  leading  indexes 

Percent  change 

Wilshire 
5000 

Dow  Jones 
industrials 

NYSE 
Composite 

ASE  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

-3.4 

-5.0 

-3.2 

-1.2 

-5.5 

in  last  52  weeks 

13.7 

7.2 

11.4 

18.6 

27.7 

Stock  performance  based  on  five  key  investor  yardsticks 

Percent  change 

Volatility  * 

P/E  multiple 

Dividend  yield 

Growth  profile  t 

Share  price 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

-6.0 

-0.7 

-6.1 

-3.0 

-1.1 

^4.0 

-4.8 

-2.1 

-3.8 

-3.8 

in  last  52  weeks 

49.3 

13.6 

43.2 

24.1 

6.7 

45.9 

43.8 

20.1 

18.4 

49.5 

•  A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations;  low-volatility  issues  are  more  stable. 
f  A  quantitative  evaluation  of  a  stock's  growtn  image,  determined  by  Wilshire  Associates. 


Vote:  All  data  for  periods  ending  7/10/81.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


A  bear  market— with  an  exception.  Energy  was  the  only 
sector  to  move  ahead  during  the  most  recent  two-week 
and  four-week  periods.  The  heated  high-stakes  bidding 
war  for  Conoco  generated  appeal  for  the  group — and 
stopped,  at  least  temporarily,  a  significant  dive  that  began 
in  the  fall  of  1980.  Even  with  their  recent  gains,  however, 
energy  stocks  are  ahead  by  a  mere  6.6%  for  the  last  year. 
The  biggest  two-week  drops  came  from  technology, 


consumer  durables  and  consumer  nondurables.  The  slow 
but  steady  backing  away  from  more  volatile,  high-P/E 
growth  stocks  has  affected  technology  more  than  other 
sectors.  Durables  and  nondurables,  meanwhile,  were  hurt 
by  expectations  for  flat  second  and  third  quarters.  Finance 
stocks,  which  posted  the  steepest  four-week  decline,  seem 
to  be  over  their  case  of  merger  fever;  now  the  group  can  go 
back  to  dealing  with  interest-rate  indigestion. 


Percent  change  in  last  52  weeks  1^J^^\/^  Percent  change  in  last  two  weeks 
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Consumer  nondurables  and  services 
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Note:  All  data  for  periods  ending  7/10/81.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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GAS 

Option 
update 


3ws  on  the  critical  role  of  gas  energy  in  meeting  America's  energy  needs— today  and  tomorrow. 


ecord  levels  reached  in  gas  exploration  and  drilling  activities 


idence  is  growing  that  the  United  States  has  significant  natu- 
and  supplemental  gas  supplies  to  tap  well  into  the  next  cen- 

[7.  More  than  15,700  gas  wells  were  completed  last  year— a 
ven  percent  increase  over  1979.  In  addition,  the  total  rig 
unt  has  reached  an  all-time  high.  As  of  March  1981,  3,595 
Ming  rigs  were  in  actual  operation,  surpassing  the  previous 

pord  of  2,991  set  in  December  1955.  And  underscoring  the  oil 
d  gas  industries'  optimistic  drilling  plans,  seismic  crew  activ- 

t(the  first  step  in  the  exploration  process)  increased  by  more 

j in  30  percent  in  1980.  This  represents  the  highest  level  of 
w  activity  since  1952. 


NEW  GASWELL 
COMPLETIONS 


1955 
3.613 


}  ethane  transportation  makes  strides. 

fcithane,  the  chief  component  of  natural  gas,  currently  powers 
fer  300,000  light  vehicles  in  use  around  the  world,  but  only 
■but  20,000  methane  vehicles  are  used  in  the  United  States, 
id  while  the  use  of  methane  as  a  transportation  fuel  is  not  new, 
fey  recently  has  serious  attention  been  focused  on  its  enormous 
■:ential  for  reducing  America's  dependence  on  foreign  oil. 
I  Over  half  of  the  petroleum  consumption  of  the  U.S.  is  in  the 
■hsportation  sector.  A  significant  percentage  of  the  gasoline 
lisumed  is  in  the  fleet  vehicle  sector,  and  could  be  replaced  by 
ithane  or  compressed  natural  gas.  Recognizing  the  potential 
■nethane-powered  vehicles  for  reducing  oil  imports,  Congress 
lently  passed  the  Methane  Transportation,  Research,  Develop- 
int  and  Demonstration  Act  to  enhance  the  use  of  natural  gas 
l-a  vehicular  transportation  fuel. 


Study  shows  benefits  of 
substituting  North  American 
pipeline  gas  imports  for 
OPEC  oil. 

TheU.S.  economy  would  benefitfrom  replacing 
OPEC  oil  with  increased  imports  of  gas  energy  by 
pipeline  from  Canada  and  Mexico,  specifically  in  the 
short-term.  For  example,  recent  analyses  show  sub- 
stitution of  1  Tcf  of  natural  gas  imported  from  our 
North  American  neighbors  for  an  equivalent  amount 
of  OPEC  oil  would  produce  a  benefit  to  the  U.S.  as 
high  as  $1.3  to  $3.5  billion  annually  in  verms  of  an 
improved  balance  of  trade,  and,  if  carried  out  as  part 
of  an  overall  program  to  reduce  oil  imports,  a  stabiliz- 
ing impact  on  world  oil  prices.  Of  course,  the  Mexican 
and  Canadian  economies  would  accrue  substantial 
benefits  as  well,  as  would  the  value  of  the  U.S.  dollar. 


nversion  trend  indicates  growing  consumer  confidence  in  gas. 

to-gas  heating  conversions  increased  dramatically  in  1979, 

ording  to  A  G. A.  figures.  Over  365,000  househeating  units 

e  converted  to  gas,  largely  from  oil,  a  155  percent  increase 

r  1978  levels.  Conversions  to  gas  in  1980  have  been  estimated 

>e  even  greater  than  in  1979—383,000.  This  upsurge  in  con- 
jrsions  is  attributed  to  the  greatly  improved  gas  supply  picture 
■owing  the  enactment  of  the  Natural  Gas  Policy  Act  of  1978. 
I;:  economic  attractiveness  of  gas  compared  with  other  fuels 
ii  also  been  an  important  factor. 


Gas:  The  future  belongs  to  the  efficient. 

For  more  information,  write  to  American  Gas  Association.  Dept  32-DD,  1515  Wilson  Blvd  .  Arlington.  Va  22209  *  1981 


Someday  the  cost  of  money  really  will  fall.  When  it  does  happen 
which  stocks  are  most  likely  to  lead  the  stock  markets  rally? 


Rating  the 
interest  plays 


Statistical  Spotlight 


By  Steve  Kichen 
and  Paul  Bornstein 


T|  oday  Wall  Street  wallows 
every  time  the  prime  interest 
rate  wiggles.  Friday  afternoons, 
when  the  Federal  Reserve  releases  its 
money  supply  figures,  make  or  break 
many  a  money  man's  weekend.  Pro- 
fessional investors  were  talking  about 
lower  interest  rates  even  before  Ron- 
ald Reagan  took  office.  But  talk  is 
cheap:  Interest  levels  are  still  moving 
upward.  Nevertheless,  recent  hikes  in 
the  prime  by  several  major  banks  may 
mark  a  peak. 

A  drop  in  the  cost  of  money  typically 
sets  off  a  stock  market  rally,  with  inter- 
est-rate-sensitive securities  at  the 
front  of  the  pack.  Where  should  you  be 
when  the  prime  rate  comes  down? 
Forbes  picked  the  brains  of  several 


leading  analysts  for  thoughts  on  those 
stocksmost  likely  to  be  leaders  inarally 
kicked  off  by  declining  interest  rates. 
Banks,  insurance  companies  and  utili- 
ties are  among  their  favorites.  Such  big 
borrowers  as  airlines  and  conglomer- 
ates also  rated  an  honorable  mention. 

Oil  stocks,  perceived  by  many  in- 
vestors as  hedges  against  inflation, 
may  fall  still  further  if  rates  decline, 
because  of  the  disinflation  attitude 
that  has  struck  Wall  Street.  Savings 
and  loan  shares,  on  the  other  hand, 
look  good  technically  to  at  least  one 
analyst.  However,  the  fundamentals  of 
this  industry  are  precarious,  so  S&Ls 
don't  appear  in  our  tables. 

Banks  benefit  from  lower  interest 
rates  because  there  is  a  wider  spread 
between  their  cost  of  funds  and  inter- 
est income  on  outstanding  loans.  Ac- 
cording to  Arthur  Soter  of  Morgan 


Stanley,  "Citicorp  ought  to  be  one  a 
the  biggest  beneficiaries  among  th 
banks'  stocks."  Still,  most  of  th< 
banks  in  the  following  tables  hav 
performed  well  over  the  last  52  weeks 
so  some  of  their  interest-rate  surgf 
may  already  have  been  discounted  tt 
a  certain  extent. 

As  for  insurance  companies,  Rober 
Colby  of  Smith  Barney  thinks  Travel 
ers,  as  well  as  INA  and  Aetna,  are  goo« 
technical  interest-rate  plays.  Yel 
Colby  warns,  "The  fundamentals  ol 
the  industry  aren't  what  they  shoul<| 
be.  We're  not  recommending  insuii 
ance  companies  on  a  fundamental 
basis  right  now."  Lower  rates,  howevi 
er,  will  increase  the  value  of  fixe<( 
income  portfolios  held  by  insurant 
companies. 

The  dividend  yields  of  telephon« 
and  electric  utilities  are  more  com 
petitive  when  interest  rates  are  lowel 
A  decline  in  rates  also  means  tha 
these  capital-intensive  companies  pa) 


Betting  on  cheap  money 


Banks 


If  money  costs  tumble,  analysts  expect  the  banks  listed  below  to  be  at  the  forefront  of  a 
market  rally.  Lower  interest  rates  will  make  it  cheaper  for  them  to  acquire  funds. 


Latest 

%  earned 

Book 

52-week 

— Earnings  per  share — 

12-month 

on  net 

value 

Recent 

price 

latest 

P/E 

 Indicated  

worth 

per 

Company 

price 

range 

1980 

12  months 

ratio 

dividend 

yield 

1980 

share 

BankAmerica 

24 

30%-22% 

$  4.38 

$  4.20 

5.7 

$1.52 

6.3% 

18.6% 

$26.55 

Chase  Manhattan 

51% 

58'/4-38'/4 

10.15 

9.55 

5.4 

3.10 

6.0 

16.1 

70.25 

Chemical  NY 

54'/« 

63  -38'/4 

11.05 

12.51 

4.3 

3.84 

7.1 

15.5 

77.89 

Citicorp 

25% 

30%- 18% 

4.02 

4.13 

6.1 

1.56 

6.1 

13.8 

31.73 

Continental  Illinois 

39 'A 

42%-27% 

5.75 

6.04 

6.5 

1.80 

4.6 

16.5 

38.77 

First  Interstate  Bancorp* 

39% 

44%  _27% 

5.70 

5.82 

6.8 

2.04 

5.1 

17.2 

37.24 

Irving  Bank 

50% 

55'/2-37% 

9.70 

10.49 

4.8 

3.04 

6.0 

16.8 

64.63 

JP  Morgan 

56% 

63  7s -41% 

8.33 

8.54 

6.6 

3.10 

5.5 

16.5 

56.37 

Security  Pacific 

39  Vi 

43V2-28 

6.55 

6.91 

5.7 

2.20 

5.6 

17.4 

42.26 

Wells  Fargo 

32  Vs 

36'/s-23 

5.33 

5.69 

5.6 

1.92 

6.0 

14.6 

39.93 

'Formerly  Western  Bancorporation. 
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good  business  to  be  there. 


Statistical  Spotlight 


less  to  borrow  money.  Which  electric 
utilities  should  you  buy?  Evan  Silver- 
stein  of  E.F.  Rothschild,  Unterberg, 
Towbin  feels  that  "lower-tier  utilities 
are  likely  to  have  a  stronger  move 
than  higher-quality  companies  be- 
cause they  rely  on  the  financial  mar- 
kets to  the  largest  degree.  What's 
more,  the  higher-quality  companies 
have  shown  better  performance  in  the 


recent  rallies.  That  leaves  room  for 
the  second-tier  companies  to  move." 

Yet  many  money  market  sages — in- 
cluding Salomon  Brothers'  influential 
economist  Henry  Kaufman — firmly 
predict  that  interest  rates  are  still 
headed  upward.  If  you  hold  a  contrary 
view,  one  or  more  of  the  stocks  listed 
here  might  meet  your  investment  ob- 
jectives. As  an  added  plus,  many  of 


these  issues  offer  relatively  handsom 
current  yields  that  you  can  "lock  ini 
by  buying  now.  But  if  instinct — a 
whatever  system  you  use  to  evaluate 
the  market — tells  you  that  rates  hav< 
yet  to  peak,  then  you  may  as  well  hoh 
off.  Remember,  interest  sensitivity 
works  both  ways.  If  rates  really  ar 
headed  higher,  these  stocks  will  b| 
even  cheaper  some  time  in  the  future 


Betting  on  cheap  money 

Insurance  companies 

On  a 

fundamental  basis  some 

of  these  underwriters  don't  get  high 

ratings.  But  their  shares  offer  speculative  appeal  if  interest  rates  drop. 

Latest 

%  earned 

Book 

52-week     — Earnings  per  share — 

12-month 

on  net 

value 

Recent 

price 

latest 

P/E 

 Indicated  

worth 

per 

Company 

price 

range  1980 

12  months 

ratio 

dividend 

yield 

1980 

share 

Aetna  Life  &  Casualty 

38% 

44    -30  $6.30 

$5.98 

6.5 

$2.32 

6.0% 

17.7% 

$40.43 

American  International  Group 

56V2 

63'/4-42%  4.99 

5.36 

10.5 

0.40 

0.7 

22.6 

28.06 

Capital  Holding 

21% 

24%-16  3.20 

3.16 

6.8 

1.20 

5.5 

14.0 

24.68 

Connecticut  General 

48'/4 

57'/2-377/8  7.66 

7.73 

6.2 

1.76 

3.6 

16.6 

54.06 

Continental  Corp 

28 

317/8-217/8  3.74 

3.71 

7.5 

2.40 

8.6 

10.5 

41.39 

General  Re  Corp 

76% 

83   -45%  7.08 

7.36 

10.4 

1.76 

2.3 

23.0 

38.82 

INA  Corp 

43% 

50%-33%  7.11 

7.15 

6.1 

2.40 

5.5 

18.1 

46.04 

Mission  Insurance  Group 

46  V* 

491/4-321/2  5.11 

5.32 

8.7 

1.00 

2.2 

31.9 

21.31 

St  Paul  Cos 

46% 

51    -34%  5.27 

5.61 

8.3 

2.32 

5.0 

11.8 

49.76 

Travelers 

46% 

54   -35  Vi  8.63 

8.58 

5.5 

2.88 

6.1 

15.8 

62.16 

Electric  utilities 

The  high  dividend  yields  of  these  utilities  will  look 

even  more  attractive  if  interest 

rates  come 

down.  All  of  these  companies  now 

sell  for  less  than 

book  value. 

Latest 

%  earned 

Book 

52-week     — Earnings  per  share — 

12-month 

on  net 

value 

Recent 

price 

latest 

P/E 

 Indicated  

worth 

per 

Company 

price 

range  1980 

12  months 

ratio 

dividend 

yield 

1980 

share 

American  Electric  Power 

16% 

19%-153/8  $2.41 

$2.28 

7.4 

$2.26 

13.4% 

11.4% 

$20.86 

Cincinnati  G&E 

15% 

19'/8-14  2.25 

2.42 

6.6 

2.10 

13.2 

11.0 

19.96 

Commonwealth  Edison 

20 

22'/8-16'/4  2.97 

2.91 

6.9 

2.60 

13.0 

10.3 

27.02 

Consolidated  Edison 

28% 

30>/2-21V8  4.67 

4.66 

6.1 

2.96 

10.3 

10.9 

45.11 

Duke  Power 

l9Vi 

20I/8-15'/2  3.08 

3.08 

6.2 

2.04 

10.7 

14.0 

22.77 

Middle  South  Utilities 

12% 

14    -10%  2.01 

2.06 

5.9 

1.62 

13.2 

10.8 

17.75 

Pacific  G&E 

21 'A 

24%-19%  3.60 

3.48 

6.1 

2.72 

12.8 

12.1 

30.05 

Public  Service  E&G 

18 

21    -16  3.13 

3.30 

5.5 

2.44 

13.6 

12.1 

26.99 

Southern  Calif  Edison 

24% 

28   -22%  3.50 

3.54 

7.0 

2.96 

12.0 

10.2 

33.09 

TECO  Energy 

19Vi 

22%-16l/s  3.12 

3.37 

5.7 

1.72 

8.9 

17.4 

19.55 

Other  interest  plays 

Some  professional 

s  think  shares  in 

these  companies — other  big  borrowers — 

will  be  among  the  leaders  of  a  rally  that  should  begin  if  interest  rates  fall. 

Latest 

%  earned 

Book 

52-week     — Earnings  per  share — 

12-month 

on  net 

value 

Recent 

price 

latest 

P/E 

 -Indicated  

worth 

per 

Company 

price 

range  1980 

12  months 

ratio 

dividend 

yield 

1980 

share 

American  Express! 

46 

54%-31%  $5.27 

$5.32 

8.6 

$2.00 

4.3% 

20.6% 

$30.52 

American  Tel  &  Tel 

55  V* 

58%-45  8.19 

8.28 

6.7 

5.40 

9.8 

13.0 

65.32 

Beneficial  Corp 

22V4 

25%-18V4  3.45 

3.17 

7.0 

2.00 

9.0 

9.8 

36.54 

General  Tel  &  Elec 

28% 

32    -24'A  2.94 

3.55 

8.1 

2.72 

9.5 

10.1 

29.72 

Walter  E  Heller  Intl 

25 '/i 

27%-17%  3.61 

3.68 

6.9 

1.30 

5.1 

14.0 

28.01 

Skyline 

I6V2 

19%-10%  0.54 

0.60 

27.5 

0.48 

2.9 

5.4 

10.09 

Transamerica 

22% 

26'/4-16%  3.75 

3.76 

6.0 

1.28 

5.7 

18.5 

22.78 

tExcludes  Shearson  I.oeb  Rhoades. 
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IN  THE  WORLD:  POLITICS,  CONSCIENCE,  CASH. 
The  business  of  nations  affects  business  among 
them.  An  act  of  social  change  can  send  ripples 
around  the  globe.  The  men  and  women  whose 
world  is  international,  require  and  demand  the 
focus  of  an  international  perspective. 
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Even  when  bond  dealer  Bob  Van  Kampen 
relaxes,  he  plays  for  blood.  Gets  it,  too. 

Killer  Monopoly 
and  other  fun 
games 


By  Allan  Sloan 


Robert  Van  Kampen  plays  Mo- 
nopoly at  home  with  his  wife 
and  kids  but  it  isn't  the  inno- 
cent Monopoly  we're  used  to.  It's  a 
modified  version — killer  Monopoly, 
as  it  were.  For  instance,  a  player  in 
Van  Kampen's  game  can't  buy  an  un- 
owned property  merely  by  being  lucky 
enough  to  land  on  it.  A  parcel  is  open 
to  anyone  willing  to  ante  up  between 
$50  and  $200  in  earnest  money.  Bids 
are  written  down,  then  read  aloud. 


The  high  bidder  gets  the  property. 
The  losers  blow  their  ante.  "More  like 
life, "  Van  Kampen  explains. 

That  kind  of  all-consuming  drive 
has  helped  turn  the  obscure  firm  of 
Van  Kampen  Filken  &  Merritt  into  a 
sizable  factor  in  the  municipal  bond 
unit  trust  business.  In  the  first  half  of 
the  year,  Van  Kampen  sold  $313  mil- 
lion of  bond  trusts,  up  from  $202  mil- 
lion a  year  ago.  In  six  years,  the  com- 
pany has  sold  $1.2  billion  of  trusts. 

The  bond  trust  business  is  booming 
because  inflation  and  bracket  creep 


Hie  Money  Men 


have  expanded  the  market  for  taj 
exempt  income.  Meanwhile,  traq 
tional  buyers  of  long-term  tax-exem| 
bonds — insurance  companies  ar[ 
banks — have  greatly  cut  their  pq 
chases.  This  means  the  bond  peddle 
must  focus  on  individual  investors. 

Because  it's  difficult  to  buy  a  sma 
quantity  of  tax-exempts — $100,000 
considered  a  round  lot — unit  trusts,  i 
which  an  investor  owns  a  piece  of 
diversified  portfolio,  have  become  a 
tractive  alternatives.  Sales  are  ij 
sharply.  In  the  first  half  of  the  yea 
$2.8  billion  of  municipal  bond  trus 
were  sold,  up  40%  from  1980,  accor 
ing  to  John  Nuveen  &  Co. 

The  Van  Kampen  firm  ranks  thi: 
in  the  country  in  underwriting  mi 
nicipal  bond  trusts.  It's  a  distant  thir 
to  be  sure — Merrill  Lynch  and  N' 
veen,  about  equal  in  volume,  eacj 
sells  more  than  twice  as  much  as  V2 
Kampen — but  it's  a  remarkab 
achievement  for  a  company  that  hi 
been  in  business  only  six  years 
began  with  just  $250,000  in  capita 
but  unit  trust  business  has  been  : 
profitable  that  the  firm's  currei 
worth  has  risen  to  over  $14  millio 
Van  Kampen,  42,  owns  almost  all  of  i 

Being  a  millionaire  several  timi 


Bob  Vat 


n  at  home,  with  some  of  his  beasts 


Deer,  elk  and  camels— but  he  had  to  get  rid  of  the  yaks. 
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over  is  a  long  way  from  Van 
Kampen's  start  peddling  bonds 
for  Nuveen  in  the  firm's  Chica- 
go headquarters.  Van  Kampen 
had  hoped  to  inherit  his  father's 
commercial  printing  business — 
"When  he  sold  it,  I  was 
crushed" — but  found  himself  at 
Nuveen  after  other  sales  jobs 
had  fizzled. 

Still,  Van  Kampen  loved  to 
sell  bonds.  "They  called  me  'the 
charger,'  "  he  recalls  proudly. 
I  "At  28,  I  was  making  $90,000  a 
t  year  in  commissions.  They  gave 
me  the  little  banks  and  the  ac- 
counts other  salesmen  didn't 
want,  and  I  just  sold  them." 

Van  Kampen  left  Nuveen  in 
1966  amid  mutual  unhappiness, 
the  details  of  which  neither  par- 
ty will  discuss.  He  drifted  into  a 
partnership  with  two  other  fun- 
damentalist Christians,  but  that 
;  broke  up  in  1974. 

Before  Van  Kampen  was 
forced  out,  his  old  firm  (now 
called  Clayton  Brown  &.  Asso- 
ciates) helped  introduce  insured  mu- 
nicipal bond  trusts.  In  insured  trusts, 
an  insurance  company — usually  an 
MGIC  subsidiary — guarantees  the 
bonds'  interest  and  principal  pay- 
ments. A  fund  can  pay  MGIC  its 
0.25%  average  annual  premium  and 
still  have  a  higher  yield  than  a  con- 
ventional AA  or  AAA  bond  portfolio, 
provided  it  can  find  issues — parking 
revenue  bonds  or  hospital  bonds,  for 
example — that  carry  relatively  high 
yields  and  qualify  for  insurance. 

Van  Kampen  put  together  one  of  the 
country's  first  insured  trusts  in  1974 
at  his  old  firm,  Van  Kampen,  Wauter- 
lek  &  Brown.  It  was,  to  put  things 
mildly,  a  disaster.  Interest  rates  rose, 
New  York  City's  bonds  went  into  the 
tank,  the  $5  million  product  took  six 
months  to  sell.  The  firm  dropped 
l$200,000. 

A  few  months  later,  after  getting 
lucky,  Van  Kampen  found  himself  out 
peddling  bond  funds  again.  His  luck 
came  from  stumbling  onto  a  way  to 
arbitrage  money  from  a  tax-exempt 
bond  issue  into  fully  taxable  U.S. 
Treasury  securities.  He  was  able,  for 
example,  to  sell  $4  million  of  low- 
oupon  bonds  for  a  customer  and  buy 
|  $3  million  of  Treasuries.  These  pro- 
duced enough  income  to  service  the 
$4  million  of  tax-exempts,  and  Van 
Kampen's  customers  had  $1  million 
free  and  clear.  That  approach  made  it 
possible  for  him  to  rescue  an  Ohio 
federal  housing  project  his  firm  had 
underwritten.  Before  the  IRS  closed 
the  loophole,  Van  Kampen's  new  firm 
had  done  $200  million  of  similar  fi- 


Van  Kampen  at  his  office 
On  the  trading  floor,  no  cursing. 


nancings,  clearing  a  fast  $3  million. 

Van  Kampen  rapidly  established 
himself  as  king  of  the  insured  unit 
trust  business.  His  key  to  success  is 
relying  on  local  broker-dealers  to  sell 
his  product  as  a  kind  of  house-brand 
fund;  the  Van  Kampen  name  is  almost 
never  mentioned  in  the  sales  litera- 
ture the  brokers  use. 

A  typical  $1,000  unit  carries  a  com- 
mission of  $47,  split  $12  to  Van  Kam- 
pen, $35  to  the  selling  broker.  That's 
about  normal  for  such  things.  What's 
not  normal  is  that  Van  Kampen  cuts 
the  regionals  in  on  the  "acquisition 
profit."  That  profit  comes  from  being 
able  to  buy  bonds  on  the  market  at  the 
bid  price,  but  selling  them  to  the  unit 
trust  at  asked.  A  $1,000  unit  averages 
$12  of  acquisition  profit,  and  Van 
Kampen  splits  it  50-50  with  the  sell- 
ers. If  the  bond  fund  has  an  acquisi- 
tion loss  because  bond  values  drop 
while  the  fund  is  being  assembled, 
Van  Kampen  swallows  all  of  it. 

What's  more,  he  keeps  his  biggest 
distributor,  A.G.  Edwards  of  St.  Louis, 
happy  by  giving  it  an  extra  $5  per 
$1,000  unit  in  fees. 

Van  Kampen's  firm  and  his  old  firm 
have  the  insured  bond  fund  business 
virtually  to  themselves  because  big 
national  companies  don't  want  to 
mess  with  it.  It's  a  limited  market — 
the  insurers  won't  expand  their  cover- 
age forever.  It's  the  insurance  that 
gives  the  broker  the  confidence  to  sell 
the  merchandise  and  the  customers 
the  confidence  to  buy. 

Van  Kampen  runs  his  business  out  of 
a  new  building  in  Naperville,  111.,  about 


25  miles  from  downtown  Chica- 
go. The  operation  is  unexcep- 
tional, except  that  there's  no  pro- 
fanity among  the  bond  traders  on 
the  trading  floor.  That's  because 
Van  Kampen,  who  gives  10%  of 
the  firm's  gross  profits  to  funda- 
mentalist Christian  charities 
(only  5%  can  be  deducted  from 
federal  taxes),  doesn't  hold  with 
cursing  or  drinking. 

Van  Kampen  insists  that  ev- 
ery word  of  the  Bible  is  literally 
true.  He  and  his  wife,  Judy,  hap- 
pily spend  five  hours  debating 
scripture  with  a  visitor.  Their 
children  attend  fundamentalist 
schools.  Van  Kampen  worries 
that  fundamentalist  charities  to 
which  he  has  contributed  heav- 
ily are  drifting  away  from  literal 
Bible  study  in  an  attempt  to 
widen  their  audience. 

The  argument  rages  in  Van 
Kampen's  nice  but  not  opulent 
home,  which  is  set  on  about  40 
acres  in  rural  DuPage  County. 
  The  grounds  are  full  of  wild  ani- 
mals— 20  Japanese  deer,  30  European 
fallow  deer,  a  couple  of  Formosan 
deer,  5  elk,  a  couple  of  camels.  He  had 
to  get  rid  of  his  yaks:  "They  became 
aggressive.  They  charged  me.  I  didn't 
think  it  was  safe  to  have  my  daugh- 
ters near  them." 

The  animals,  which  forage  for  most 
of  their  own  food  and  produce  offspring 
that  can  be  traded  or  sold,  are  Van  Kam- 
pen's favorite  pastime.  He  pays  himself 
$200,000  a  year,  plus  bonuses — but  he 
still  lives  relatively  modestly. 

"Up  until  three  years  ago,  I  was 
constantly  broke  because  we  were 
putting  all  the  money  back  into  the 
firm,"  he  explains.  Since  then  he 
bought  real  estate,  some  of  it  highly 
leveraged.  "Cash,"  he  says,  "has  no 
value."  Like  his  religious  beliefs,  his 
economic  beliefs  are  absolute. 

Van  Kampen  invests  in  real  estate 
as  a  hedge  for  the  long-term  bonds  he 
owns.  If  inflation  drives  down  the  val- 
ue of  the  bonds,  he  says,  it  will  also 
drive  up  the  value  of  his  land.  "I  think 
the  greatest  combination  is  long-term 
bonds  and  real  estate,"  he  explains. 

Not  surprisingly,  Van  Kampen's 
firm  is  heading  into  real  estate,  too.  It 
has  done  smallish  syndications,  but  is 
hoping  to  go  big  time  this  fall  with  a 
$25  million  fund,  cosponsored  with 
Bache  Halsey  Stuart. 

Will  Van  Kampen's  real  estate  deals 
fly?  Will  his  recent  trade — seven  deer 
plus  cash  for  two  llamas — produce 
dividends?  The  next  few  years  will 
tell.  By  then,  of  course,  his  kids  may 
be  tougher  players  of  killer  Monopoly 
than  their  father.  Look  out,  world.  ■ 
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The  Streetwalker 


Investors  may  not  be  in  love  with  Sears,  but 
they're  actively  courting  companies  that 
sell  it  everything  from  air  conditioners  to 
socket  wrenches  and  tires. 


The  supply  side 


By  Thomas  Jaffe 

Pt  eople  are  shopping  again  at 
"  Sears,  Roebuck  &  Co.  The  ail- 
ing giant's  retail  sales  were  up 
18%  in  June,  the  best  annual  increase 
for  the  month  since  1973.  "The  mer- 
chandising plan  is  working,"  says 
Stanley  Iverson,  an  analyst  at  Chica- 
go's Duff  &  Phelps.  "They're  getting 
momentum  from  promotions  aimed 
at  taking  back  market  share  in  areas 
like  home  appliances  and  automotive 
supplies." 

Not  surprisingly,  this  selling  blitz 
spells  relief  for  the  folks  who  sell  to 
Sears,  firms  that  have  suffered 
through  two  years  of  restrained  pur- 
chasing by  their  top  customer.  Sears 
today  is  running  on  quicker  inventory 
turnover,  which  has  meant  a  surge  of 
restocking.  But  that's  not  the  only 
surge.  Since  January,  stock  prices  of 
the  six  biggest  Sears  suppliers  are  up 
an  average  of  42% . 

This  is  good  news  for  Sears,  since  it 
holds  major  positions  in  Armstrong 
(10%),  DeSoto  (31%),  Kellwood  (22%) 
and  Roper  (41%).  A  look  at  all  six 
companies,  however,  reveals  that  for 


three  of  them  a  resurgence  of  Sears 
business  is  only  part  of  the  story. 
There  are  fundamental  improvements 
under  way  that  could  offer  even  more 
opportunity  for  investors. 

Consider  Armstrong  Rubber,  now 
trading  at  merely  4V2  times  estimated 
1981  earnings.  It  is  operating  at  90% 
capacity,  vs.  65%  last  year.  Through 
June  its  Sears  sales  are  up  20%,  and  in 
addition  the  tiremaker  has  a  two- 
thirds  interest  in  a  $161  million  syn- 
thetic-rubber producer.  Last  year 
Armstrong  also  took  a  $23  million 
writeoff  to  shut  an  antiquated  plant. 

Harry  Allen,  automotive  supply  an- 
alyst for  Merrill  Lynch,  projects  1982 
earnings  at  nearly  $10,  more  than  a 
20%  increase  over  this  year.  Even  if 
Armstrong's  stock  hangs  at  its  cur- 
rent low  multiple,  that  could  mean  a 
price  as  high  as  45  by  sometime  next 
year.  Were  the  company  to  carry  only 
a  notch-higher  P/E  of  5 — as  do  com- 
petitors Cooper  Tire  and  Mohawk 
Rubber — its  price  might  reach  50. 

Then  there's  Easco.  In  1979  dis- 
counting by  competitors  cut  Sears' 
sales  of  wrenches,  sockets  and  ratch- 
ets— the  products  it  supplies — and 


earnings  dropped  28% .  Last  year  Sear] 
raised  prices  and  cut  promotions,-  pn  ] 
its  slid  another  58% .  Meanwhile,  tu 
company  accelerated  its  hunt  for  othe} 
customers,  among  which  are  the  Truj 
Value  hardware  chain  and  W.H 
Grace's  Channel  Home  Centers.  Buj 
all  this  still  accounted  for  a  mere  $2| 
million  or  so  in  hand-tool  sales.  Nol 
that  Sears  is  ordering  more,  howevefl 
Easco's  1981  earnings  should  approaci 
$3.20,  around  its  1978  record.  In  addi) 
tion,  the  company's  aluminum  prod) 
ucts  business  (90%  of  last  year's  prop 
its)  is  stronger  than  ever.  All  this,  ana 
Easco's  stock  is  still  almost  20%  belou 
its  1978  high. 

For  the  longer  term,  don't  ignon 
Whirlpool.  On  top  of  Sears'  gains,  i 
stands  to  benefit  from  improving  de1 
mand  elsewhere.  When  Sears  got  intd 
trouble  in  the  late  Seventies,  Whirl) 
pool  intensified  the  push  to  promod 
its  brand  directly.  It  also  was  helped 
by  the  ongoing  consolidation  in  the 
appliance  industry.  As  the  number  o:' 
competitors  has  shrunk,  many  dealers 
and  distributors  have  signed  on  witri 
Whirlpool. 

According  to  Russell  Leavitt,  applr 
ance  analyst  for  Smith  Barney,  Harris 
Upham,  Whirlpool  could  earn  $4  pel 
share  this  year,  an  annual  increase  o: 
40%  or  so.  Its  stock,  however,  still  sells 
forjust6'/2  times  that  estimate,  slightly 
below  a  1977  high.  Then,  Wall  Street 
gave  Whirlpool  a  multiple  of  9,  aftei 
three  years  of  earnings  growth  that 
compounded  to  70%.  Given  a  strong 
upturn  in  the  appliance  cycle,  a  similai 
reception  could  be  in  store  once  again 
Using  Leavitt's  earnings  estimate  of 
$4.50  for  1982,  that  could  make  for  a 
$40  stock  price  by  next  year. 

Finally,  there's  Sears  itself  to  play 
Retailing  analyst  Walter  Loeb  of  Mor- 
gan Stanley  &  Co.  doesn't  expect  a 
real  surge  in  its  retail  sales,  only  aj 
gradual  but  strong  recovery.  He  thinks 
1981  earnings  will  increase  to  $2.65, 
up  38%,  with  another  20%  gain  in 
1982.  At  the  moment,  Sears  shares 
sell  for  under  $20  and  at  an  earnings 
multiple  of  6.  "There  is  no  risk  in 
Sears  anymore,"  says  Loeb.  "At  its 
current  price  level  you  really  have  a 
potential  for  appreciation." 

While  Sears  is  up  just  23%  since 
January — less  than  most  of  its  big  sup- 
pliers— you  have  to  go  back  three 
years  to  see  what  Loeb  means.  At  the 
time,  earnings  hit  $2.86  and  its  share 
price  approached  $30.  If  the  company 
really  is  on  the  mend  and  trading  some 
10  points  below  its  1978  high,  there 
shouldn't  be  much  to  prevent  its 
shares  from  making  up  that  ground.  If 
the  suppliers'  stocks  move,  can  Sears 
be  far  behind?  ■ 


Getting  the  business  from  Sears 


These  six  companies  are  major  suppliers  to  Sears.  Their  shares 
have  moved  up  smartly  since  January,  but  will  the  surge  continue? 


1980 

%  of 

1980 

sales 

sales 

closing 

Recent 

% 

Company/products 

(millions) 

to  Sears 

price 

price 

change 

Whirlpool/appliances 

$2,243 

45% 

19  Va 

26% 

39% 

Kellwood/apparel,  soft  goods 

590 

66 

lls/8 

22 

Roper/ranges,  mowers 

428 

75 

ll5/8 

14»/2 

25 

Armstrong  Rubber/tires,  tubes 

401 

39 

19  Vz 

36% 

88 

Easco/hand  tools 

357 

25 

16'/s 

25 

55 

DeSoto/paint,  detergents 

338 

67 

121/2 

15 'A 

24 
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represents  a  cost  per  thousand 
circulation  of  only  $6.10.  In  fact, 
ORBES'  Industrial  Development 
ection  could  be  your  most  efficient 
nd  productive  promotion 
investment  during  1981.  Last  years 
section  generated  nearly  12,000 
qualified  responses  —  an  average  of 
450  per  advertiser. 

Plan  now  to  reserve  space  in  this 
highly  effective  special  advertising 
section  for  industrial,  area  or 
economic  development  advertisers. 
Closing  date  for  copy  and 
illustration:  September  14. 
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consult  your  local  Forbes 
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Stephen  G.  Nicoll,  Director  of 
Advertising,  Forbes  Magazine, 
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By  Ben  Weberman 


Capital  Markets 


Doomsayers  may  see  trouble  in  the  mu- 
nicipal bond  market.  But  for  smart  in- 
vestors, this  just  might  be  the  time  to  buy. 

SOME  TEMPTING 
TAX  FREES 


ever,  to  keep  from  buying  high-qual- 
ity, long-term  tax-frees.  Prime  tax- 
exempts  offer  returns  ranging  from 
9.5%  to  10.5%.  Yields  are  close  to 
current  inflation.  Does  this  mean 
you  should  stay  away  from  tax- 
frees?  When  someone  says  that,  ask 
for  the  alternatives. 

Keeping  up  with  double-digit  in- 
flation in  real  terms  is  difficult  at 
best  and  may  be  impossible  over 
long  periods.  High-grade  Treasury 
issues  pay  13%,  Bell  subsidiary  de- 
bentures pay  15.5%.  Take  away 
30%  to  50%  for  federal  income 
taxes,  depending  on  your  bracket, 
and  you  earn  less  than  you  would 
from  a  federally  guaranteed  public 
housing  bond  or  an  FHA  or  GNMA 
mortgage-backed  issue. 

In  the  past,  the  market  main- 
tained the  same  relationship  to  tax- 
able debt  issues  after  tax  cuts.  A 
25%  tax  reduction  over  33  months 
does  reduce  the  top  marginal  rate 
for  individuals  in  the  30%  bracket 
to  about  23%.  Wage  increases  could 
lift  income — and  thus  tax  rates — 
and  partially  offset  the  reduction. 

Tax-free  deposit  accounts — the 
ones  intended  to  help  the  savings 
and  loan  folks — will  surely  lure  indi- 
viduals out  of  the  municipal  market. 
If  interest  rates  are,  indeed,  in  a 
long-term  secular  decline,  smart  in- 
vestors should  see  the  capital  gains 
potential  in  bonds  that  isn't  avail 
able  in  savings  accounts. 

Fears  of  deteriorating  municipal 
credit  quality,  particularly  in  large 
urban  centers  in  the  North,  are 
greatly  exaggerated,  too.  The  1975 
New  York  City  fiscal  crisis  brought 
about  a  significant  upgrading 
throughout  municipal  finance.  Bet- 
ter disclosure  of  information  and  a 
move  toward  uniform  accounting 
standards  turned  a  chaotic  market 
into  one  that  is  organized.  Today, 
credits  can  be  analyzed  and  corn- 


Hardly  a  week  goes  by  without 
some  investment  sage  boldly  pre- 
dicting the  end  of  the  tax-exempt 
bond  market.  The  real  doomsday 
boys  see  a  total  collapse.  Less  stri- 
dent pessimists,  meanwhile,  talk 
merely  about  an  erosion  in  the  value 
of  interest  income  that  is  free  from 
federal,  state  and  local  taxes. 

Well,  relax.  The  tax-exempt  field 
is  still  healthy  and  vigorous  despite 
the  warnings.  Yields  on  bonds  is- 
sued by  state  and  local  governments 
and  their  authorities  are  still  gener- 
ous when  measured  against  the 
rates  of  return  on  other  fixed-in- 
come securities. 

Current  critics  of  tax-exempts, 
however,  are  apt  to  levy  any  of  the 
following  charges:  Tax-exempt  in- 
terest does  not  keep  up  with  infla- 
tion's erosion  of  purchasing  power. 
Such  income  will  lose  value  as  Presi- 
dent Reagan's  25%  personal  income 
tax  reductions  go  into  effect.  The 
much  ballyhooed  tax-free  accounts 
in  thrift  institutions  will  reduce  the 
demand  for  municipal  securities, 
thereby  limiting  liquidity.  Finally, 
and  most  fundamental,  the  Reagan 
cuts  in  federal  grants  will  irrepara- 
bly harm  the  credit  ratings  of  north- 
ern urban  centers. 

As  with  most  crisis-mongering, 
there  is  a  pinch  of  truth  in  each  of 
these  assertions.  Not  enough,  how- 

Ben  Weberman  is  economic*  editor  of 
Forbes  magazine. 
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pared,  even  by  relatively  small  in- 
vestors. There  is  also  a  lid  on  irre- 
sponsible political  spending. 

Under  these  circumstances,  I  be- 
lieve that  the  municipal  market  of- 
fers some  of  the  most  attractive  in- 
vestments in  the  fixed-income  field 
today.  The  best  issues  are  those 
with  longer  maturities,  maximum 
protection  against  early  redemption 
and  protection  against  default. 

Want  your  principal  guaranteed 
and  then  some?  Buy  one  of  the  new 
housing  bonds.  These  Public  Hous- 
ing Authority  securities  have  not 
been  issued  for  a  few  years  because 
rates  are  limited  to  6%.  Still,  out- 
standing bonds  carrying  coupons 
ranging  from  2'/8%  to  5V2%  come- 
on  the  market  frequently  from  the 
vaults  of  investors  who  bought  at 
par  and  now  are  willing  to  sell  at 
discounts  of  between  25%  and  50%, 
depending  on  coupon  and  maturity. 
The  bonds  are  full-faith-and-credit 
Treasury  obligations.  If  the  underly- 
ing housing  project  defaults,  Uncle 
Sam  pays  off  immediately.  PHA  se- 
curities are  available  at  current 
yields  of  between  9.5%  and  10.5%. 

Somewhat  better  income  is  pos- 
sible through  purchase  of  bonds 
that  have  secondary  guarantees. 
One  example:  The  Richmond,  Va. 
Industrial  Development  Authority 
lifts  of  2014,  priced  at  100  to  yield 
11.25%.  If  the  project  goes  into 
default,  the  FHA  would  take  over 
the  mortgage  and  continue  to  pay 
the  local  authority  enough  to  cover 
debt  service. 

New  York  governmental  borrow- 
ers have  established  numerous  ar- 
rangements with  the  FHA  or  with 
GNMA  to  assure  payments  if  the 
mortgaged  houses,  buildings  or  hos- 
pitals default.  These  issues  generally 
pay  10%  in  today's  market. 

Despite  my  enthusiasm,  I  would 
not  stretch  my  luck  to  buy  lower- 
grade  tax-exempts  under  current 
conditions.  In  contrast  with  the 
10%  guaranteed  issues  discussed 
earlier  and  even  better  yields  on  Aaa 
long-term  bonds  issued  by  states 
like  Georgia  and  Oregon,  you  can 
get  only  13%  to  14%  for  very  risky 
investments.  It  hardly  pays  to  go  for 
the  additional  small  return. 

Ignore  the  doom-and-gloom 
crowd.  This  is  a  time  to  upgrade 
your  portfolio  to  enjoy  great  munici- 
pal bond  yields  and  to  forget  fears  of 
a  credit  crunch.  ■ 
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Stock  Comment 


Despite  the  bad  omens  for  the  balance 
of  1981,  I  can't  get  pessimistic  about 
long-term  stock  investments. 

PRECEDENT 
OR  TRADITION? 


By  Heinz  H.  Biel 


Investors  and  indeed  the  entire  fi- 
nancial community  are  disappoint- 
ed by  the  largely  negative  perfor- 
mance of  the  stock  market  so  far 
this  year.  Wrongly,  I  think.  After  all, 
hasn't  the  President  been  remark- 
ably successful  in  gaining  accep- 
tance for  most  of  his  far-ranging 
programs?  What  more  could  anyone 
expect  to  be  done  in  just  six 
months?  What  would  it  take  to  re- 
store the  stock  market  euphoria  of 
last  November? 

Well,  the  sloppy  market  should 
not  have  come  as  a  complete  sur- 
prise. In  my  Nov.  10,  1980  column  I 
pointed  out  that  ever  since  the  elec- 
tion of  Calvin  Coolidge  in  1924  the 
stock  market  declined  in  every  first 
year  following  the  election  of  a  Re- 
publican. Coolidge  did  fine,  with 
the  Dow  industrials  rising  30%  in 
1925.  But  look  what  happened 
thereafter: 

1929  Hoover 

1953  Eisenhower 

1957  Eisenhower 

1969  Nixon 

1973  Nixon 

1981  Reagan 

The  stock  market  fared  incompa- 
rably better  in  the  first  year  after  a 
Democratic  election  victory.  Leav- 
ing out  the  years  of  the  Great  De- 
pression and  World  War  II,  this  is 
the  record: 


Heinz  H  Biel  is  a  vice  president  of  the  NYSE 
firm  ofjanney  Montgomery  Scott. 


-17.2% 
-  3.8 
-12.8 
-15.2 
-16.7 
? 


1945  Roosevelt 

1949  Truman 

1961  Kennedy 

1965  Johnson 

1977  Carter 


+26.6% 
+  12.6 
+  18.7 
+  10.9 
-17.3 


The  startling  exception,  of  course, 
is  1977.  Could  it  be  that  Carter, 
although  elected  as  a  Democrat, 
wasn't  really  a  Democrat  at  heart 
but  a  Southern  Conservative? 

By  now  we  have  more  than  50 
years  of  "precedents."  This  is 
enough  to  make  it  a  tradition.  Thus 
it  may  well  be  that  1981  will  be 
another  down  year  for  the  stock 
market. 

Although  just  about  everything 
has  been  going  "as  planned"  for 
President  Reagan,  Wall  Street 
doesn't  seem  to  appreciate  what  it 
believed  to  be  its  good  fortune.  We 
do  have  now:  single-digit  inflation; 
a  very  strong  dollar  (not  only  as  good 
as,  but  better  than,  gold);  the  pros- 
pect of  lower  taxation  and  of  less 
onerous  regulations.  While  large 
budget  deficits  still  loom  for  this 
year  and  next,  at  least  there  is  hope 
for  improvement. 

Yet,  there  are  all  sorts  of  negative 
portents  for  the  stock  market:  Insti- 
tutional investors  are  quite  fully  in- 
vested, and  their  cash  reserves  are 
now  at  a  relatively  very  low  level; 
most  technical  analysts  say  that 
their  charts  look  horrible;  money 
market  yields  and  long-term  bond 
interest  rates  are  so  high  that  stocks 
appear  to  be  overpriced,  at  least  for 
income-seeking  investors. 

This  does  look  like  a  scary  scenar- 
io. No  wonder  general  bearishness  is 
growing.  I  confess  that  I  too  feel 
somewhat  apprehensive  about  the 
stock  market,  and  keep  a  fair-size 
liquid  reserve.  I  don't  think,  howev- 
er, that  it  is  necessary  to  run  for  the 
hills,  as  some  superbears  suggest. 
What  made  me  more  cautious  in 
recent  months  was  that  it  seemed 
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to  become  increasingly  difficult  to 
find  good  stocks  with  a  favorable 
risk/reward  ratio.  My  affection  for 
stocks  like  Teledyne  or  General  In- 
struments is  as  great  as  ever,  but  at 
recent  high  prices,  they  had  to  come 
off  my  buy  list,  just  as  one  can't 
keep  buying  the  Schlumbergers  and 
high-flying  technology  stocks  with- 
out any  regard  to  price.  That's  what 
brought  about  the  downfall  of  some 
institutional  investors  in  1973-74 
with  their  one-decision,  blue-chip 
growth  stocks,  which  they  kept  on 
buying  as  if  there  was  no  tomorrow. 
But  there  was. 

Despite  the  bad  omens  for  the 
balance  of  1981,  I  can't  get  terribly 
pessimistic  about  long-term  stock 
investments.  If  we  should  get  a 
sharp  sell-off — the  post-Labor  Day 
period  has  often  been  a  critical 
time — I  would  not  become  alarmed, 
but  rather  be  prepared  to  buy.  From 
past  experience  I  know  this  is  not 
an  easy  thing  to  do,  because  no  one 
knows  how  low  is  low,  and  a  prema- 
ture purchase  assures  an  immediate 
loss.  Nevertheless,  such  purchases 
are  more  likely  to  produce  large 
eventual  profits  than  are  possible 
when  buying  in  the  euphoria  of  a 
late-stage  bull  market. 

Corporate  takeovers  have  been 
the  best,  if  not  the  only,  game  in 
town  this  year.  Just  look  at  Conoco . 
In  early  May  a  Dome  Petroleum  sub- 
sidiary commenced  an  offer  to  buy 
14  million  shares  at  $65  a  share. 
More  than  one-half  of  Conoco's 
shareholders  were  delighted  to 
tender  their  shares  at  that  price. 
Only  about  40%  of  the  tenders  were 
accepted  by  Dome,  and  the  price  of 
CLL  subsequently  dropped  back  to 
the  low  50s. 

Along  came  Seagram  with  a  $73 
bid  for  as  many  as  35  million  Con- 
oco shares.  That's  when  Conoco's 
management  really  began  to 
squirm — and  to  look  for  a  "White 
Knight."  It  found  one  of  America's 
most  prestigious  companies,  E.I.  Du 
Pont  de  Nemours  &  Co. ,  which  now  is 
offering  a  complete  merger:  40%  of 
Conoco's  stock  to  be  bought  for 
cash  at  $87.50  a  share  (topping  the 
$85  price  that  Texaco  is  supposed  to 
have  been  considering)  and  ]  .6 
shares  of  Du  Pont  stock  for  each 
share  of  the  other  60%  of  Conoco 
shares.  This  deal  is  once  again  being 
challenged  by  Seagram  with  an  $85 
cash  bid  for  51.6%  of  Conoco.  ■ 
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Stop 
excusing 
your 

life 
away. 


Everyone  has  an  excuse 
for  not  seeing  their  doctor 
about  colorectal  cancer.  How- 
ever, every  year  52,000  men 
and  women  die  of  colorectal 
cancer  in  this  country  alone. 
Two  out  of  three  of  these 
people  might  be  saved  by  early 
detection  and  treatment.  Two 
out  of  three. 

So  what  is  your  excuse? 
Today  you  have  a  new,  simple, 
practical  way  of  providing  your 
doctor  with  a  stool  specimen  on 
which  he  can  perform  the  guaiac 
test.  This  can  detect  signs  of 
colorectal  cancer  in  its  early 
stages  before  symptoms  appear. 
While  two  out  of  three  people 
can  be  saved.  Ask  your-  doctor 
about  a  guaiac  test,  and  stop 
excusing  your  life  away. 


The  Contrarian 


American 
Cancer  Society 
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"Showers  of  Diamonds"  " 
Fountains  by  RAIN  JET® 
Extremely  beautiful  prismati 
Fountain  Assemblies  in  bow 
up  to  8  ft  with  lights,  or  Foun 
tain  Heads  only.  Patented, 
energy-saving  design  —  wate 
recirculates.  Write  or  phone 
for  Full-Color  Literature. 

Dealer  Inquiries  Invited 

RAIN  JET  CORP..  Dept.  FS 

301  S.  Flower  St..  Burbank.  CA  91503 

Toll  free  800-423-2379 
Calif.:  213-849  2251  Collect 
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Ristorante  Italiano 
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Which  would  you  rather  fall  from: 
footstool  or  a  30-foot  ladder? 

WHY  HIGH  P/Es 
ARE  DANGEROUS 


a 


By  David  Dreman 


Ask  a  portfolio  manager  why  he  is 
willing  to  pay  P/Es  of  50  to  60  times 
earnings  for  the  likes  of  Intergraph, 
Floating  Point,  Computervision  or 
Apple  Computer.  Chances  are  he 
will  smile  sadly  at  your  naivete'  and 
explain  that  the  big  bucks  are  made 
from  companies  with  the  best  out- 
looks and  fastest  earnings  growth. 

Is  he  right?  No.  The  sad  smile 
may  shortly  turn  into  a  look  of  stark 
terror.  Sure,  he  is  basing  his  esti- 
mates on  thorough  research— his 
own  and  that  of  some  of  The 
Street's  top  experts.  All  the  same, 
an  imposing  and  growing  body  of 
evidence  clearly  demonstrates  that 
earnings  estimates  are  off  the  mark. 
So  far  off,  in  fact,  that  using  them 
can  prove  harmful  to  your  invest- 
ment health. 

These  disturbing  facts  come 
through  in  the  studies  I've  compiled 
of  how  managements'  and  analysts' 
estimates  have  fared  in  the  last  de- 
cade and  a  half.  For  example,  four 
studies  of  large  groups  of  senior  ex- 
ecutives predicting  their  own  com- 
pany earnings — all  taken  from  the 
Wall  Street  Journal — showed  that 
the  average  estimate  missed  the 
mark  by  15%.  Analysts'  estimates 
were  worse.  In  six  studies,  the  aver- 
age miss  was  17%.  All  forecasts 

Dai  id  Dreman  is  managing  director  of  Dre- 
man, Gray  &  King,  Investment  Counsel. 
New  York,  and  author  of  Contrarian  Invest- 
ment Strategy. 


were  for  periods  of  a  year  or  less. 

Since  a  growth  stock's  earnings 
are  expected  to  increase  at  least 
10%  to  20%  faster  than  those  of  a 
more  average  company,  the  bottom 
line  of  these  studies  is  that  errors  of 
this  magnitude  simply  make  it  im- 
possible to  spot  the  true  winners 
from  the  market's  also-rans  with 
any  degree  of  consistency. 

Probably  the  most  devastating  re- 
search on  errant  analyst  forecasts 
was  done  by  Professors  Richards, 
Benjamin  and  Strawser.  Estimates 
for  92  most  widely  followed  compa- 
nies were  evaluated  between  1972 
and  1976.  The  annual  error  rate  was 
24%.  In  1974,  a  recession  year,  the 
average  miss  was  a  remarkable  60% . 
The  study  also  found  the  differential 
among  forecasters  on  any  company 
was  not  great.  Time  and  again  the 
consensus  was  way  off  target. 

The  study  showed  that  industry 
estimates  were  even  worse.  Indus- 
tries supposed  to  have  the  highest 
visibility  actually  had  some  of  the 
poorest  results.  Emerging  growth- 
stock  analysts  take  note:  The  aver- 
age annual  error  in  the  office-equip- 
ment and  computer  group  was  an 
astounding  89% . 

Other  academic  evidence  con- 
firms that  the  reliance  on  short-term 
visibility  may  be  not  only  dangerous, 
but  quite  possibly  suicidal.  Findings 
made  first  in  England  and  later  in  the 
U.S.  show  that  earnings  follow  a 
random  walk— which  means  there 
is  no  correlation  between  what  a 
company  has  done  in  the  past  and 
what  it  will  do  in  the  future. 

The  reasons  make  good  sense. 
The  more  successful  a  company  be- 
comes, the  greater  the  difficulty  of 
maintaining  its  momentum.  Com- 
petition, management  problems 
and  market  saturation  all  play  a  role 
in  damping  down  returns.  Safe  pat- 
ents are  circumvented;  products 
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2emingly  invulnerable  to  competi- 
lon  are  suddenly  inundated  with  it, 
nd  so  it  goes.  The  push  away  from 
bove-average  returns  is  one  of  the 
lndamental  principles  of  competi- 
:ve  markets,  and  yet  it  is  one  that 
ever  seems  to  have  been  learned 
n  the  investment  scene. 
If  visibility  is  so  precarious,  then, 
'hy  should  low  P/Es  do  much  better 
lan  higher  multiples?  For  the  same 
jason  a  fall  from  a  30-foot  ladder  is 
'orse  than  a  fall  from  a  footstool.  A 
)w-P/E  stock  may  well  report  poor 
arnings,  but  disappointments  are 
>cpected.  By  contrast,  bad  news  is 
sually  far  more  serious  for  the  high- 
yers.  Then,  too,  since  forecasting  is 
3  erratic,  there  will  be  pleasant  sur- 
rises  in  the  low-P/E  group  that  allow 
iem  to  outperform  handily  the  high 
'Es  and  the  market. 
j;  Where  might  some  pleasant  sur- 
rises  come  from  today?  No  indus- 
y  has  had  such  a  resounding 
jiange  in  investor  perceptions  as 
fie  oils.  Predictably,  the  institu- 
jons  continue  to  dump  them  in  un- 
recedented  amounts,  precisely  be- 
juse  of  their  poor  visibility. 
My  view  is  that  this  is  a  classic 
/erreaction.  These  companies  are 
ading  at  large  discounts  from  their 
:al  asset  values,  at  P/Es  at  a  fraction 
:  the  market,  as  well  as  providing 
igh  yields  on  steadily  growing  divi- 
;nd  rates.  In  short,  they  are  on  the 
irgain  block,  even  if  today's  very 
ssimistic  consensus  is  correct.  If 
le  consensus  is  wrong,  a  good 
'obability,  prices  could  shoot  high- 
1  quickly. 

Three  first-rate  values: 
Texaco  (34)  is  trading  at  a  P/E  of 
2  and  yielding  8.1%. 
Standard  of  California  (38),  the 
fth-largest  U.S.  international  oil, 
ades  at  a  P/E  of  5  and  yields  5.2%. 
Standard  of  Ohio  (47),  down  al- 
.ost  50%  from  its  high,  trades  at  a 
E  of  6  and  yields  5.1%. 
Sure,  there  are  some  uniquely  gif t- 
1  people  who  have  made  money 
fer  the  years  on  emerging  growth 
ocks.  However,  the  records  show 
lat  they  are  few  and  far  between — 
ost  players  would  have  done  better 
i  try  one  number  in  roulette.  The 
vestor  increases  his  odds  substan- 
ally  by  playing  the  low  P/E  strategy. 
high  P/E  strategy  counts  on  precise 
linings  estimates,  which  is  about  as 
ientific  as  Tarot  cards,  Ouija 
)ards  or  the  I-Ching.  ■ 
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Let  VALUE  LINE 


Help  You  Identify 

100  STOCKS 
TO  BUY  NOW 

Plus  400  stocks  that  should 
he  avoided  for  now. 

To  make  your  portfolio  perform  well,  it's  important  to  be  able  to  iden- 
tify the  most  timely  stock  selections  and  to  be  able  to  weed  out  any 
"misfits."  You  should  also  be  immediately  aware  of  significant 
changes  in  any  of  your  stocks. 

That's  why  The  Value  Line  Investment  Survey  every  week  of  the  year 
ranks  1700  stocks — each  relative  to  all  the  others — for  Probable 
Market  Performance  in  the  next  12  Months,  as  follows: 
100  stocks  are  ranked  1  (Highest) 

2  (Above  Average) 

3  (Average) 

4  (Below  Average) 

5  (Lowest) 

Note:  Not  every  stock  will  always  perform  in  accordance  with  its 
rank.  But  it  is  a  fact  that  favorably  ranked  stocks,  as  a  group,  have 
outperformed  poorly  ranked  stocks  with  remarkable  consistency 
since  the  ranking  system  was  introduced  in  1965. 
While  past  performance  can  never  guarantee  future  success,  this 
record  of  more  than  15  years  of  successful  discrimination  strongly 
suggests  that  you  can  tilt  the  investment  probabilities  in  your  favor 
by  using  The  Value  Line  ranks  to  give  you  objective  indexes  not  only 
of  Timeliness  but  Safety  and  estimated  yield  as  well. 

SPECIAL  OFFER 

Value  Line  is  offering  a  special  introductory  10-week  trial  subscrip- 
tion to  The  Value  Line  Investment  Survey  for  only  $33— about  haif 
the  regular  price,  provided  you  have  not  had  a  subscription  in  the 
past  two  years.  As  a  double  bonus  at  no  additional  charge,  you  will 
receive  the  2000-page  Investors  Reference  Service  (covering  1700 
stocks)  which  will  be  updated  every  week— filing  takes  but  one 
minute  a  week — and  the  96-page  booklet,  "Evaluating  Common 
Stocks." 

CALL  TOLL-FREE: 
If  you  have  Master  Card,  American  Express  or  Visa, 
phone  1-800-331-1750  (operator  13)  24  hrs.  7  days  a  week. 

The  Value  Line  Investment  Survey 

Arnold  Bernhard  &  Co.,  Inc.  711  Third  Ave.,  New  York,  N.Y.  10017 

Department  916D03 


300  stocks  are  ranked 
900  stocks  are  ranked 
300  stocks  are  ranked 
100  stocks  are  ranked 


INTRODUCTORY  OFFER 

□  Begin  my  10-week  trial  subscription  for 
$33  to  The  Value  Line  Survey  (limited  once  to 
any  household  every  two  years)  and  send  me 
the  two  bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1-Year  (52  issues)  subscription 
for  $330  and  send  me  the  two  bonuses  listed 
above.  There  are  no  restrictions  with  this  an- 
nual subscription. 

SPECIAL  EXTRA  BONUS 
A    pocket-size  CREDIT 
CARD  LCD  CALCULATOR 
given  to  you  when  you  order   i  *omZ~.Z 
The  Value  Line  Investment  "*"l~SSISJS 
Survey  for  one  year. 

This  subscription  is  tax-deductible  and  non- 
assignable. 

N.Y.  residents  add  sales  tax.) 


□  My  payment  is  enclosed.  □  Please  charge 
to:  □  American  Exp.  □  Master  Card  □  Visa 

Expiration  Date  

Account  #  


SIGNATURE 


NAME  (please  print) 


ADDRESS 


APT.  NO 


CITY 


STATE 


ZIP 
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Commodities 


Recently,  technical  traders  were  more 
than  a  little  dismayed  as  coffee  futures 
went  through  the  Sl-per-pound price. 

HELP! 
CALL  THE  CARTEL 


By  Stanley  W.  Angrist 


Because  we  have  all  been  living  in  a 
highly  inflationary  environment  for 
a  number  of  years,  we  have  come  to 
accept  rising  prices  as  the  natural 
order  of  things.  Such  acceptance  is 
easy  to  understand,  but  ultimately 
can  lead  us  astray,  for  not  every- 
thing we  buy  goes  endlessly  up  in 
price.  Some  things  even  go  down  in 
price — a  lot.  Like  coffee. 

In  April  1977  the  monthly  aver- 
age cash  price  for  coffee  hit  $3.33 
per  pound — an  alltime  record.  And 
it  looked  like  coffee  was  well  on  the 
way  to  becoming  one  of  those  luxu- 
ries that  only  the  very  wealthy 
could  enjoy.  But  since  then  coffee 
prices  have  mostly  tended  to  move 
lower.  In  June,  for  the  first  time  in 
five  years,  coffee  dropped  under  $1 
per  pound — that's  a  price  that  is  less 
than  one-third  of  the  1977  price. 

It  is  now  midwinter  in  Brazil,  and 
traders  are  beginning  to  take  an  in- 
ordinate interest  in  the  overnight 
temperatures  in  Brazil's  coffee- 
growing  region.  Long-side  traders 
recall  with  glee  the  frost  that  killed 
more  than  half  of  Brazil's  billions  of 
coffee  trees  in  1975,  which  subse- 
quently brought  about  1977's  as- 
tounding prices.  (The  delay  between 
the  frost  and  the  high  prices  was 
caused  by  the  large  amount  of  coffee 
on  hand  when  the  frost  hit.) 

Stanley  W.  Angrist  is  a  professor  at  Carnegie- 
Mellon  University  and  the  author  of  Sensi- 
ble Speculating  in  Commodities. 


Recently,  technical  traders  were 
more  than  a  little  dismayed  as  coffee 
futures  went  through  the  Sl-per- 
pound  price,  where  declines  were 
halted  in  1978  and  1980.  Coffee  trees 
replanted  after  the  1975  freeze  are 
now  in  full  production,  and  the 
recent  price  weakness  reflects  the 
huge  crop  being  harvested  of  about 
32.1  million  bags,  vs.  17.4  million 
bags  in  1980.  (A  bag  of  coffee  con- 
tains 60  kilograms,  or  132.3  pounds.) 
Brazil  is  by  far  the  world's  biggest 
producer  of  coffee,  producing  about 
27%  of  the  world's  total.  Brazilian 
stocks  were  believed  to  have  fallen 
to  their  lowest  level  in  more  than  20 
years,  but  the  32-million-bag  crop 
represents  a  sizable  surplus. 

If  a  frost  were  to  endanger  the 
1982  crop,  that  surplus  would  repre- 
sent a  source  of  supply  to  offset  a 
possible  1982  production  shortfall. 
However,  if  no  frost  occurs,  we 
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could  experience  another  produc- 
tion surplus  in  1982. 

Coffee  producers  and  consumers 
are  blessed  with  the  coffee  equiv- 
alent of  OPEC,  the  International 
Coffee  Organization  (ICO).  Like  all 
cartels,  the  main  purpose  of  the  ICO 
is  to  protect  producers  by  control- 
ling the  amount  of  coffee  reaching 
the  market.  And  like  all  cartels,  it 
has  not  worked  particularly  well. 

ICO  has  already  approved  four 
1.4-million-bag  export  cuts  for  the 
July-September  quarter,  over  the 
protests  of  consuming  nations.  The 
fourth  cut,  approved  in  late  June, 
would  allow  only  10.6  million  bags 
to  be  exported  in  the  third  quarter. 

Brazil  continues  to  threaten  that 
it  will  withdraw  from  the  ICO  if  it 
does  not  get  a  significant  increase  in 
quotas.  Obviously,  this  stand  is  at 
variance  with  the  attempts  of  the 
ICO  to  reduce  exports. 

Coffee  is  traded  on  the  New  York 
Coffee  &.  Sugar  Exchange  in  37,500- 
pound  lots.  The  efforts  of  the  ICO 
notwithstanding,  coffee  is  still  in  a 
bear  market,  and  should  be  shorted 
on  rallies.  I  would  short  the  Decem- 
ber contract  at  the  $1  level,  risk  no 
more  than  4  cents  per  pound  ($1,500 
per  contract)  and  look  for  a  decline  of 
15  cents  ($5,625  per  contract).  Mar- 
gin and  commission  on  a  contract 
are  $4,500  and  $120,  respectively. 
This  is  a  very  high  -risk  trade  because 
of  the  possibility  of  a  late  frost.  ■ 


Too  many  bags 


Coffee  trees  replanted  after  the  1975  freeze  are  now  in  full 
production.  Recent  price  weakness  reflects  the  huge  crop  being 
harvested  of  about  32.1  million  bags  vs.  1980's  17.4  million  bags. 
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Your  kitchen  may  be  the  most  important 
home  improvement  you  will  ever  make. 

SO  YOU  CAN'T 
AFFORD  TO  MOVE 

(PART  n) 


By  Srully  Blotnick 


11 


"  1 II 


Last  issue  I  wrote  about  what  to  do 
if  you  couldn't  afford  a  new  house 
but  could  no  longer  fit  into  your  old 
one.  The  question  being:  How  do 
you  remodel  the  house  so  that  you 
at  least  get  your  money  back  when 
it  comes  time  to  sell?  That  time  I 
talked  about  bedrooms.  This  time 
the  subject  is  kitchens. 

There  has  been  a  substantial  shift 
during  the  last  two  decades  in 
home-buyer  preferences.  If  the 
changes  you  make  coincide  with 
what  customers  are  seeking,  you 
could  reap  a  handsome  return  and 
enjoy  the  improvements  while  you 
live  there.  Otherwise,  you  had  bet- 
ter love  those  changes,  for  they  rep- 
resent consumption,  not  invest- 
j  ment  expenditures. 

One  of  the  most  important  shifts 
concerns  the  kitchen.  When  you 
talk  with  builders,  you  quickly 
|  come  to  realize  that  this  room  is 
very  different  from  the  rest.  It  is  the 
most  expensive  room  in  the  house, 
thanks  to  its  complex  plumbing  and 
wiring  requirements.  It  is  the  room 
whose  appearance  can  also  make  or 
break  a  sale. 

"Unless  it's  the  kind  of  kitchen 
we  like,"  said  Steve,  "we  don't  even 
bother  with  the  place."  There  are 
always  a  certain  number  of  poten- 

Dr.  Srully  Blotnick  is  a  practicing  psycholo- 
gist and  author  of  Getting  Rich  Your  Own 
Way  and  Winning:  The  Psychology  of  Suc- 
cessful Investing. 


tial  customers  who  will  buy  a  house 
with  an  outdated  kitchen.  However, 
the  proportion  of  such  customers  in 
my  sample  has  dropped  precipitous- 
ly in  recent  years.  By  and  large,  the 
kitchen  is  one  room  that  couples 
like  Steve  and  his  wife,  Diane,  want 
done  for  them — before  they  move 
in.  "How  would  we  live  there  while 
it  was  all  being  torn  up?"  she  asked. 
"It  would  be  so  messy." 

Costly,  too.  Housing  prices  have 
risen  to  levels  so  high  that  buyers 
can't  afford  to  shoulder  immediate- 
ly additional  large  outlays  for  need- 
ed modifications.  The  do-it-your- 
selfers I  have  talked  with  stress  that 
they  want  to  be  able  to  do  it  them- 
selves at  their  own  pace.  That  rules 
out  the  kitchen.  As  Steve  put  it:  "I 
like  puttering  around  the  house,  fix- 
ing things  up  with  my  drill  press, 
saw  and  sander.  But  I  don't  want  to 
have  to  do  anything." 

The  reason  the  kitchen  became 
the  focal  point  of  changing  custom- 
er preferences  has  to  do  with  guests. 
People  have  more  of  them  now. 

In  the  late  1950s  the  couples  in 
my  sample  actually  spent  more  time 
socializing  at  one  another's  houses 
than  comparable  couples  presently 
do.  However,  the  key  difference  is 
that  more  of  their  socializing  was 
done  with  relatives.  That  made  it 
unnecessary  for  homeowners  to 
spend  money  on  improvements  in 
this  area.  For  as  Cousin  Alice  and 
Uncle  fake  kept  emphasizing:  "You 
don't  have  to  stand  on  ceremony 
with  us.  We're  family." 

That  has  changed.  If  you  are  at  all 
like  the  people  I've  studied,  the  indi- 
viduals you  have  over  now  are  more 
likely  to  be  friends  than  relatives 
(who  often  no  longer  live  nearby). 

You  can  hear  it  in  the  way  people 
discuss  their  social  time  as  well  as 
live  it:  They  keep  using  the  word 
"entertain."  In  fact,  entertaining 
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friends  at  home  has  become  a 
booming  multibillion-dollar  indus- 
try, as  anyone  who  has  been  to  a 
major  department  store  lately  is 
well  aware.  The  difference  is  that  if 
it  is  family  most  people  don't  feel 
they  are  entertaining. 

The  resulting  shift  in  the  pattern 
of  home-buyer  preferences  has  been 
profound.  Previously,  most  poten- 
tial buyers  expressed  the  desire  for  a 
formal  dining  room  (for  acquain- 
tances and  business  associates)  and 
a  kitchen  (which  was  off  limits  to 
company  and  was  where  the  large 
family  and  relatives  gathered).  Now 
the  two  areas  have  been  collapsed 
into  one  in  the  scheme  of  buyer 
preferences.  Even  if  the  two  rooms 
are  still  separate,  the  off-limits  sign 
has  been  removed.  Conversation 
and  guests  mill  about  easily  in  both 
(unless  there's  a  temperamental 
gourmet  chef  in  the  kitchen). 

Hence,  home  buyers  want  the 
kitchen  to  be,  as  they  most  fre- 
quently voice  it:  1)  modem,  2) 
open,  3)  inviting.  There  is  a  fourth 
term  that's  important,  but  home 
buyers  don't  so  much  say  it  as 
point  to  it  in  pictures  as  attractive: 
color-coordination. 

In  short,  if  you  have  a  limited 
amount  of  money  to  spend  on  home 
improvements  but  feel  like  proceed- 
ing anyway,  consider  the  kitchen  as 
a  prime  place  to  spend  some  of  it.  A 
few  new  appliances,  new  floor  cover- 
ing and  a  coat  of  paint  to  make  the 
room  more  coherent,  in  many  cases, 
made  a  vast  difference  in  the  salabil- 
ity  of  a  house.  In  other  words:  You  do 
not  have  to  spend  big  money. 

It  is  easy  to.  The  spectacular 
kitchens  you  see  in  many  builders' 
and  home-decorating  magazines 
can  run,  believe  it  or  not,  from 
$25,000  to  $50,000,  including  mate- 
rials and  labor.  This  is  money  you 
will  not  get  back  at  resale  time. 

As  long  as  they  look  acceptable, 
leave  the  other  rooms  for  do-it-your- 
selfers to  modify.  Sometimes  it's 
hard  to  know  what  people  will  want. 

I  recently  asked  Steve  about  his 
flooring  preferences.  We  were  inter- 
rupted in  the  middle  of  the  conver- 
sation. When  I  later  called  back,  it 
was  apparent  that  he  was  in  the 
middle  of  eating  dinner.  Trying  to 
make  the  call  as  brief  as  possible,  I 
asked:  "Do  you  prefer  parquet?" 

"No,"  he  replied,  "butter,"  and 
hung  up.  ■ 
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There  has  been  almost  no  excitement  in 
stocks,  and  waiting  for  bonds  to  catch 
fire  has  been  like  waiting  for  Godot. 

MIDSUMMER 
MARKET 


By  Ann  C.  Brown 


Uneasy  days  and  sleepless  nights 
are  ahead  for  those  of  us  entrusted 
with  minding  other  people's  mon- 
ey— and  our  own — in  what  could 
turn  out  to  be  the  most  treacherous 
stock  market  since  March  1980. 
The  Middle  East  is  an  accident 
waiting  to  happen.  Poland  is  defi- 
nitely not  the  place  to  go  for  a  bit  of 
rest  and  relaxation.  And  don't  forget 
Afghanistan.  The  Russians  haven't. 

Then  there's  Western  Europe:  so- 
cialist France,  with  a  few  well-Red 
ministers;  our  German  ally  leaning 
toward  NATO  neutrality;  and  Italy 
riddled  with  terrorism.  England  is 
struggling  with  Thatcherism  or 
rather  Thatcher  is  struggling  with 
Englandism,  in  what  has  produced 
more  blood  and  tears  than  sweat. 

Back  on  the  home  front,  the  mon- 
etarists are  monkeying  around  with 
the  money  supply,  causing  enough 
interest-rate  fluctuations  to  shatter 
the  confidence  of  even  the  most 
seasoned  pros,  let  alone  the  general 
public.  The  budget  cuts  made  it 
through  Congress,  but  when  they 
begin  to  take  effect,  unemployment 
(and  tempers)  are  certain  to  add 
more  heat  to  an  already  long,  hot 
summer.  The  tax  cuts  could  prove 
to  be  too  little  too  late  to  keep  us 
from  the  recession  that  was  widely 
predicted  for  1979,  promised  for 
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1980  and  is  now  a  distinct  possibil- 
ity, just  when  most  economists  are 
looking  the  other  way. 

Second-quarter  earnings  are  be- 
ginning to  trickle  in  as  this  is  writ- 
ten and,  if  history  is  any  indication, 
the  biggest  disappointments  will  be 
saved  for  last.  Over  the  past  several 
weeks,  early  optimism  about  com- 
pany earnings  seems  to  have  been 
shaded  a  few  cents  here,  a  dollar  or 
so  there,  and  some  of  the  enthusi- 
asm has  been  wrung  out  of  next 
year's  corporate  bottom-line  projec- 
tions as  well.  The  number  of  new 
buy  recommendations  that  flooded 
my  desk  as  recently  as  two  months 
ago  has  dwindled  noticeably. 

To  date,  waiting  for  the  bond 
market  to  catch  fire  has  been  like 
waiting  for  Godot.  When  bond 
yields  go  down,  stock  prices  tend  to 
go  up.  Until  this  comes  about,  equi- 
ties could  have  a  tough  time  making 
much  headway,  especially  consider- 
ing the  seven-point  yield  differen- 
tial that  currently  exists  between 
these  two  forms  of  investments. 
Most  of  what  little  excitement 
there  has  been  in  the  stock  market 
lately  has  centered  around  mergers 
and  acquisitions.  And  most  of  that 
action  has  a  distinctly  foreign  fla- 
vor, suggesting  that  others  have 
more  faith  in  the  value  of  our  indus- 
tries and  assets  than  do  we  locals. 

At  the  moment,  the  stocks  I  find 
intriguing  are  those  whose  prices 
have  come  down  substantially  but 
whose  earnings  prospects  remain 
very  attractive.  Included  in  this 
group  is  Dresser  Industries  (36), 
whose  earnings  are  now  split  almost 
50-50  between  oil-service  oper- 
ations and  the  machinery  business, 
which  now  seems  to  be  turning 
around.  Backlogs  are  up,  and  the 
company  overall  could  show  earn- 
ings gains  in  the  20%  to  30%  area 
over  the  next  several  years.  For  the 


fiscal  year  ending  this  October, 
Dresser  Industries  is  estimated  to 
earn  $4  per  share,  up  from  $3.35  a  year 
earlier.  Fiscal  1982  could  be  some- 
where in  the  range  of  $4.95  to  $5.50 
per  share,  and  the  stock,  down  from  a 
high  of  55  this  year,  would  appear  to 
have  limited  downside  risk. 

Gearhart  Industries,  Inc.  (33)  is  an- 
other company  with  good  and  grow- 
ing earnings  that  was  put  on  half- 
price  sale  during  the  last  quarter, 
when  any  stock  related  to  the  oils 
became  distress  merchandise.  Ac- 
cording to  one  of  my  best  sources, 
the  combination  of  better-than-an- 
ticipated  revenues  and  a  12%  to 
14%  price  boost  in  late  April  should 
enable  the  company  to  show  earn- 
ings of  $2.50  or  more  per  share  for 
the  fiscal  year  ending  January 
1982— up  from  $  1 .84  last  year.  Next 
fiscal  year,  Gearhart  could  earn  as 
much  as  $3.40  per  share. 

The  company  is  busily  at  work 
on  a  system  called  measurement- 
while-drilling  (MWD),  which  per- 
mits downhole  measurement  with- 
out the  costly  interruption  of  drill- 
ing activity.  The  losses  on  perfect- 
ing this  system  have  been  a  modest 
drag  on  earnings  and  may  continue 
as  such  a  bit  longer.  However,  with 
a  potential  $2  billion  market  at 
stake,  the  company's  near-term  de- 
velopment expenses  may  result  in 
substantial  longer-term  gains. 

In  a  few  months,  Halliburton  (59) 
dropped  30%,  even  though  its  first- 
quarter  earnings  were  up  25%. 
About  80%  of  the  company's  earn- 
ings come  from  oil  services,  with 
the  remaining  20%  spread  between 
marine  and  industrial  engineering 
and  construction.  Halliburton  is  es- 
timated to  have  a  46%  market  share 
in  the  worldwide  pumping-service 
market — one  of  the  oilfield's  fast- 
est-growing sectors  because  of  natu- 
ral gas  stimulation  and  workover 
and  recompletion  of  the  700,000 
producing  U.S.  wells.  With  both  off- 
shore and  onshore  construction 
picking  up,  these  areas  should  again 
be  meaningful  contributors  to  the 
company's  earnings.  In  1981,  $5.85 
or  so  per  share  may  be  possible  vs. 
$4.25  for  1980.  Preliminary  esti- 
mates for  1982  range  from  $7.75  to 
$8.25,  with  perhaps  as  much  as  $10 
per  share  in  earnings  by  1983, 
which,  when  you  stop  to  think 
about  it  some  sleepless  night,  isn't 
all  that  far  away.  ■ 
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The  contradiction  between  the  desire  to 
borrow  and  the  unwillingness  to  lend 
long  will  produce  a  liquidity  crisis. 

BONDS  AS  A 
TRADING  VEHICLE 


By  Ashby  Bladen 


For  all  the  talk  about  a  turning 
point,  the  bond  market,  in  my  opin- 
ion, remains  a  trading  proposition.  I 
recommend  buying  high-grade, 
long-term  bonds  aggressively  when- 
ever interest  rates  scale  new  peaks 
and  selling  them  equally  aggressive- 
ly when  the  market  recovers.  Until 
there  is  reason  to  believe  that  the 
fundamental  trend  of  political  poli- 
cy has  been  reversed,  I  do  not  sug- 
gest bonds  as  a  long-term  holding. 

The  basic  thing  to  remember  is 
that  we  are  in  completely  uncharted 
waters,  and  by  now  most  financial 
market  participants  appear  to  be  to- 
tally confused. 

That  is  not  surprising,  because 
there  is  nothing  in  our  convention- 
al wisdom  about  the  workings  of 
the  financial  system  that  explains 
the  current  unprecedented  volatil- 
ity of  bond  prices  and  interest 
rates.  One  and  a  half  decades  of 
accelerating  inflation  have  stood 
many  financial  relationships  on 
their  heads.  Short-term  loans  now 
bear  higher  rates  than  long-term 
ones,  not  merely  at  interest-rate 
peaks,  but  most  of  the  time.  Bonds 
have  become  more  volatile  than 
stocks,  and  indeed  the  day-to-day 
fluctuations  in  stock  prices  seem  to 
be  caused  more  by  investors'  per- 
ceptions of  the  prospects  for  inter- 
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est  rates  than  anything  else. 

In  this  nervous  and  uncertain  en- 
vironment, investors  are  bound  to 
be  whipsawed  again  and  again  un- 
less they  have  a  clear  theoretical 
understanding  of  the  basic  trend  of 
events.  So  it  seems  an  appropriate 
time  to  restate  my  own  theory  and 
to  explore  its  current  implications 
for  investment  management. 

Inflation  and  credit  are  intimately 
interwoven.  Because  credit  is  so 
easily  available,  society  as  a  whole, 
like  individuals,  can  obtain  more 
purchasing  power  than  it  has  earned 
by  creating  real  goods  and  ser- 
vices— by  borrowing.  How  can  bor- 
rowers as  a  class  borrow  more  than 
savers  as  a  class  provide  by  consum- 
ing less  than  they  have  produced? 

The  reason  is  that  the  central 
bank — in  this  country,  the  Fed — has 
a  commitment  to  keep  the  financial 
system  liquid  by  buying  securities 
from  it.  Those  securities  are  simply 
the  evidences  of  loans  that  the  sys- 
tem has  already  made.  As  long  as 
the  central  bank  is  willing  to  buy 
them  at  some  reasonable  price,  the 
number  of  new  loans  that  the  finan- 
cial system  can  provide  is  literally 
infinite.  For  its  part,  the  central 
bank  can  buy  an  unlimited  amount 
of  loans  from  the  rest  of  the  finan- 
cial system  because  it  is  the  one 
borrower  whose  credit  is  infinite.  In 
this  sense,  the  Fed  is  different  from 
you  and  me.  Our  credit  is  limited  by 
the  fact  that  it  is  based  on  our  earn- 
ing power,  but  the  sovereign  state's 
credit  is  based  on  its  monopoly  of 
coercive  power. 

If  borrowers  could  borrow  no 
more  than  savers  had  saved,  then 
demand  and  supply  would  be  in  bal- 
ance, and  inflation  would  not  be  a 
problem.  Ever  since  the  mechanism 
of  the  Fed  was  developed,  politi- 
cians have  been  tempted  to  promise 
to  give  the  people  more  goodies 


than  they  take  from  them  in  taxes 
by  borrowing  on  the  credit  of  the 
state.  No  society  can  consume  more 
than  it  produces  in  real  terms  for 
very  long,  but  it  is  easy  to  create  the 
illusion  of  doing  just  that  by  borrow- 
ing and  distributing  money  incomes 
to  the  people.  The  books  simply  are 
balanced  by  inflation. 

We  have  been  doing  that  in  this 
country  for  20  years,  and  by  now  the 
people  have  caught  on.  They  have 
decided  that  the  only  way  to  protect 
themselves  against  the  inflation  is 
to  copy  the  government. 

In  my  book,  I  talked  about  the 
tendency  for  fads  in  inflation  hedges 
to  develop  and  get  pushed  too  far  on 
too  much  borrowed  money  so  that 
the  next  credit  crunch  precipitated 
a  crash  in  their  prices  even  though 
the  crunch  was  not  sufficiently  se- 
vere to  produce  a  general  deflation. 
The  1966  crunch  caused  a  crash  in 
the  price  of  convertible  bonds,  the 
1969-70  crunch  touched  off  a  crash 
in  common  stocks,  and  the  1974-75 
crunch  flattened  the  prices  of  com- 
mercial real  estate.  Since  then  the 
most  popular  inflation  hedge  has 
been  houses,  so  that  is  where  I  ex- 
pect the  next  crash  to  occur. 

One  reason  for  expecting  the 
crash  in  house  prices  to  be  particu- 
larly severe  is  that  savers  have  be- 
gun to  realize  that  during  an  acceler- 
ating inflation  it  is  foolish  to  invest 
in  long-term,  fixed-interest-rate 
loans.  So  the  conventional  mort- 
gage, which  until  recently  provided 
borrowers  with  a  huge  subsidy  at 
the  expense  of  savers,  is  rapidly  be- 
coming extinct.  For  nearly  a  year 
most  house  sales  have  required 
"creative  financing"  that  is  plausi- 
ble only  as  long  as  confidence  lasts 
that  house  prices  can  only  go  up. 
Once  that  confidence  erodes,  a 
crash  is  inevitable. 

The  contradiction  between  the 
continuing  desire  to  borrow  and  buy 
long-term  assets  like  houses  on  the 
one  hand,  and  the  growing  unwill- 
ingness to  save  and  lend  at  long 
term  on  the  other,  is  bound,  sooner 
or  later,  to  produce  a  liquidity  crisis 
and  crisis  levels  of  interest  rates.  If 
our  financial  system  is  to  survive, 
we  have  to  be  nearer  the  end  than 
the  beginning  of  this  crisis.  But  un- 
til the  climax  is  more  clearly  in 
sight,  bonds  are  not  a  suitable  long- 
term  holding;  the  market  is  simply 
too  volatile  and  unpredictable.  ■ 
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If  any  of  my  critical  statements  about  the  Institute  for  Policy 
Studies  were  in  error,  nobody  has  proved  it.  Quite  the  contrary. 

INVECTIVE  FROM 
THE  LEFT 


By  John  Train 


In  the  Nov.  24,  1980  issue  of 
Forbes,  I  departed  from  giving  fi- 
nancial advice  to  report  on  the  Insti- 
tute for  Policy  Studies,  a  radical 
Washington  propaganda  mill  de- 
scribed by  the  Wall  Street  Journal  as  a 
"funnel  for  disinformation." 

Why  such  concern  over  one  leftist 
group,  however  powerful?  There  are 
two  main  reasons:  First,  IPS  influ- 
ences a  lot  of  people  who  don't  real- 
ize what's  happening,  who  may 
think  the  outfit  is  objective.  The 
New  York  Times  and  the  Sen  Yorker 
carry  pieces  by  its  "fellows";  Mother 
Jones  conceals  its  sponsorship  by 
the  Institute  for  Policy  Studies;  dis- 
affected Pentagon  employees  bare 
sensitive  matters  to  IPS  "whistle- 
blowing"  campaigns  without  realiz- 
ing who's  listening.  Second,  IPS  has 
dozens  of  subsidiaries  here  and 
abroad  conducting  antibusiness 
(and  antidefense  and  anti-intelli- 
gence) campaigns,  some  parallel  Co 
the  goals  of  our  enemies.  That,  fel- 
low investor,  costs  us  money.  As 
businessmen,  we  cope  with  the  at- 
tacks. As  investors,  we  suffer  from 
anything  that  tends  to  undermine 
the  free-enterprise  system. 

My  report  got  a  lot  of  favorable 
interest,  but  was  duly  dismissed  by 
some  writers  in  the  leftist  press  as 
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"McCarthyite" — that  being  the  cur- 
rent buzzword.  However,  if  any  of 
my  critical  statements  about  the 
IPS  were  in  error,  nobody  has 
proved  it.  Quite  the  contrary.  On 
May  3,  several  months  after  the  re- 
port appeared,  the  Sunday  Sew  York 
Times  Magazine  ran  a  long  and  bal- 
anced article  on  the  IPS  by  an  out- 
side contributor.  The  Times  was 
careful  to  be  fair,  but  as  far  as 
straight  facts  are  concerned,  essen- 
tially confirmed  what  I  wrote. 

One  columnist,  for  instance,  be- 
rated me  for  claiming  that  IPS  is 
"antibusiness,  antidefense,  anti-in- 
telligence,  and  supports  socialist 
revolutionaries."  Well,  here's  the 
Times  on  each  point  in  turn: 

The  IPS  is  antibusiness:  The 
Times  article  states  that  all  or  almost 
all  of  the  officers  and  full-time 
scholars  of  IPS  are  cmti -anticom- 
munist,  all  are  leftist,  and  that  the 
international  side  of  IPS  has  an  ex- 
clusively Marxist  or  "liberation" 
orientation. 

IPS  is  antidefense:  The  Times 
notes  that  IPS  published  a  study 
that  proposed  to  cut  the  defense 
budget  by  nearly  50%,  including 
unilateral  withdrawal  from  NATO 
and  disengagement  from  our  com- 
mitments in  the  Middle  East. 

The  IPS  is  anti-intelligence:  The 
Times  states  that  the  Center  for  Na- 
tional Security  Studies,  which  IPS 
formed  in  1974,  has  worked  to  ren- 
der all  U.S.  covert  action  and  all 
espionage  carried  out  by  human  be- 
ings illegal. 

The  Times  also  reminds  us  that 
IPS  collaborated  with  the  Organiz- 
ing Committee  for  the  Fifth  Estate, 
on  whose  advisory  board  Marcus 
Raskin,  IPS  founder  and  codirector, 
served  from  1974  through  1976.  Its 
magazine  Counterspy ,  and  its  suc- 
cessor "blow"  American  intelli- 
gence officers  and  methods — but 


never  their  KGB  opponents.  The 
Times  notes  that  in  1975  Richard  S. 
Welch,  the  CIA  chief  in  Greece,  was 
exposed  by  Counterspy,  and  then 
shot  to  death. 

IPS  supports  socialist  revolution- 
aries: The  Times  quotes  Gareth  Por- 
ter's sympathetic  account  of  the  Pol 
Pot  regime  in  Cambodia:  His  book 
says  that  Pol  Pot  created  "a  collec- 
tive framework  designed  to  release 
the  creative  energies  of  the  people." 
Gareth  Porter  is  described  by  the 
Times  as  being  for  a  "long-time  asso- 
ciated with  IPS." 

In  my  Forbes  report,  I  mentioned 
that  the  Samuel  Rubin  Foundation, 
founded  by  the  owner  of  Faberge' 
cosmetics,  was  IPS'  principal  back- 
er. Samuel  Rubin  is  hard  to  trace, 
but  shortly  before  World  War  II  he 
surfaced  as  a  member  of  the  Com- 
munist Party  from  the  Commtem 
underground.  His  daughter  is  Cora 
Weiss,  whose  husband,  Peter  Weiss, 
is  chairman  of  IPS.  The  Times  article 
points  out  that  Peter  and  Cora 
Weiss  made  a  number  of  wartime 
trips  to  North  Vietnam,  and  that  the 
only  channel  that  Hanoi  used  to 
provide  information  about  missing 
Americans  in  Vietnam  was  Mrs. 
Weiss'  committee.  The  Times  adds 
that  Mrs.  Weiss,  profiting  from  the 
visibility  given  her  by  this  access, 
urged  that  the  U.S.  give  Hanoi  all 
the  conditions  it  asked  for  ending 
the  war.  She  denied  that  American 
POWs  were  being  badly  treated.  But 
that  mistreatment,  the  Times  under- 
lines, was  confirmed  by  returning 
prisoners  at  the  end  of  the  war. 

I  mentioned  that  Orlando  Letelier 
was  head  of  IPS'  foreign  activities 
until  his  assassination.  The  Times 
notes  that  papers  in  Letelier's  brief- 
case were  leaked  to  the  press,  in- 
cluding a  letter  from  the  wife  of  a 
section  chief  in  the  American  De- 
partment of  the  Cuban  Communist 
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WHAT  UJILLU/E  HAVE  TO  IMPORT  NEXT.  COLLEGE  GRADUATES? 


Ever  since  World  War  I,  most  of  the  rest  of  the  world 
has  come  to  the  United  States  for  the  latest  technology 
and  for  the  newest  in  business  management. 

Now  were  in  real  danger  that  the  pendulum 
is  swinging  the  other  way.  Our  technological  lead  is 
being  cut.  We're  importing  know-how  in  many  fields 
instead  of  exporting  it. 

Unfortunately  this  situation  will  get  progressively 
worse.  Unless  we  all  make  absolutely  sure  that  our 
colleges  and  universities  continue  to  be  first-class. 

For  our  colleges  and  universities  supply  most  of 
the  basic  research  upon  which  technological  progress 
is  built.  Not  to  mention  the  trained  minds  that  are 
best  able  to  direct  its  uses. 

But  America's  colleges  are  being  hurt  by  inflation. 
Rising  costs  are  eating  away  at  their  operations  to  a 
dangerous  degree. 

So,  please  make  sure  that  your  company  is  giving 
as  much  as  it  can,  as  much  as  it  should,  to  the  colleges 
of  its  choice.  This  year.  Today. 

If  we  keep  the  intellectual  "balance  of  trade"  in  our 
favor,  the  industrial  balance  is  bound  to  follow. 

Send  for  our  free  booklet,  "How  to  Develop  an 
Effective  Program  of  Corporate  Support  for  Higher 
Education"  Write  CFAE,  680  Fifth  Ave.,  New  York, 
N.Y  10019. 

HELP  PRESERVE  AMERICAN  KNOW-HOW. 

MEH1K  COUffiE  Of  TOUR  CHWCt 

COuKu  K*  fiNANCiAi  MO  IO  HXX>"ON  IN  mil  *  «»vCl  G»  !«S  maGAJini 

OdOllflHAVlNUt  NiWTOM  NT  10019  |E  (S/D  AND  f*4  AOVtBTlSlNG  COUNCIL 
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REAL  ESTATE 

REAL  ESTATE 

REAL  ESTATE 

COMPUTERS 

r 


OUTSTANDING 
SOUTHWESTERN 
PROPERTIES 

SONOMA  COUNTY,  CALIFORNIA 

In  the  heart  of  California's  wine 
country,  this  brilliantly-designed 
residence  overlooks  a  potentially 
productive  1,210-acre  cattle  or 
horse  breeding  operation  with 
abundant  ground  water,  natural 
stream,  a  lake  and  complete  barn 
and  stabling  facilities  and  equip- 
ment. 

$4,000,000.  Brochure  #FB  21-11 
OJO  CALIENTE,  NEW  MEXICO 

Within  easy  reach  of  both  Sante  Fe 
and  Taos,  this  dramatic  800-acre 
offering  lies  at  the  foothills  of  the 
Sangre  de  Cristo  Mountains.  Dis- 
playing exquisite  craftsmanship 
throughout,  the  9-room  custom- 
designed  adobe  residence  is  at 
the  heart  of  the  main  ranch.  Addi- 
tional 80  acres  are  located  12 
miles  east  of  Taos. 
$1,300,000.  (main  ranch) 
$300,000.  (Taos  tract) 

Brochure  #FB  26-02 
BEVERLY  HILLS,  CALIFORNIA 
This    superbly-designed  9-room 
residence  in  the  most  piestigious 
area  of  Beverly  Hills,  offers  the 
luxury  of  a  grand  estate  and  the 
convenience  of  an  easy-to-main- 
tain  residence.  Lush  plantings  se- 
cure the  privacy  of  the  grounds 
that  include  a  walled-in  courtyard, 
pool  and  terraces. 
$3,150,000.  Furnished 
$2,750,000.  Unfurnished 

Brochure  #FB  21-09 
TAOS,  NEW  MEXICO 
On  76  acres  just  outside  Taos, 
this  magnificent  adobe  residence 
blends  the  style  of  the  17th  Cen- 
tury Spanish  Colonial  period  with 
contemporary  sophistication.  The 
meticuously-maintained  residential 
grounds  offer  superb  recreational 
facilities  that  include  a  flagstone- 
lined  pool  and  a  4-stall  stable. 
Price  on  request. 

Brochure  #FB  26-01 
LAGUNA  BEACH,  CALIFORNIA 
Only  90  minutes  from  Los  Angeles, 
this  clean-lined,  ultra-modern,  3- 
level  residence  set  on  a  cliff  above 
the  Pacific,  masterfully  combines 
teakwood,  granite,  steel,  mirrors 
and  glass  in  the  most  magnificent 
contemporary  home  ever  offered 
for  sale.  Tennis  court,  pool,  teak- 
wood  decks. 

$11,500,000.  Brochure  #FB  21-16 
Please  contact  us  for  brochures 
and  further  information  on  these 
and  similar  luxury  properties. 

Sotheby  Parke  Bernet 
International  Realty 

7660  Beverly  Boulevard 
Los  Angeles,  California  90036 
^  Tel.  (213)  934-8877  J 


MONTANA 
MOUNTAIN  RANCH 

3400  deeded  acres  with  beautiful 
home,  foreman's  house,  and  outbuild- 
ings adjoining  the  National  Forest  on 
beautiful  trout  stream  just  over  an 
hour  by  good  roads  from  the  Billings, 
Montana  Airport.  Completely  private, 
no  irrigation,  and  accessible.  Priced 
just  over  $300  per  acre  with  good  pur- 
chase terms.  Call  or  write  exclusive 
agent  for  sellers. 

HALL  AND  HALL  INC. 

Box  1924 
Billings,  Montana  59103 
(406)  252-2155 


In  these  times  if  you  find 
an  OCEANFRONT  condominium 
for  only  $69,900  —  with 

90%  financing, 
you  had  better  buy  it! 

□  Oceanfront  Condominiums 
□  $7,000  Downpaymentn Fully  Furnished 
All  accessories  and  appliancesL  i Enclosed  Pool 
□  Surrounded  by  44  acres  of  heavily  wooded  forest 
□  7  minutes  south  of  downtown  Myrtle  Beach 

Call  toll  free  1-800-845-0871 
In  S.C.  call  toll  free  1-800-922-0841 
The  Myrtle  Beach  Resort 

360  payments  ol  $789  06  APR  15  38%  (sub|ect  to  change.) 
Otter  not  valid  in  states  where  prohibited  by  law 


We  Specialize  In 
COLORADO  RANCHES 

ELBERT  COUNTY:  4,700-acre  ranch,  approximately  1,500  acres  timber- 
land,  located  11  miles  northeast  of  Kiowa,  Colorado,  just  1  hour  and  15 
mins.  from  Denver.  Great  development  potential. 

LITTLE  HO:  1,829-acre  mountain  ranch  near  Granby,  Colorado.  Hunting, 
fishing,  and  controls  national  forest  access.  One  of  the  most  picturesque 
mountain  ranches  in  Colorado.  For  recreation,  privacy  and  scenery,  this 
one  has  it  all!  Close  to  ski  area. 

WOLF  MOUNTAIN:  1,934-acre  mountain  ranch  17  miles  west  and  8 
miles  north  of  Steamboat  Springs,  Colorado.  Modern  log  improvements, 
excellent  deer  and  elk  hunting.  Very  scenic  mountain  ranch.  Close  to 
ski  area. 

LINGER:  4,250-acre  ranch  14  miles  west  of  Loveland,  Colorado,  60  miles 
to  Denver.  Joins  national  forest,  abundant  deer  and  elk.  Suitable  for 
recreation  type  secondary  homes  or  primary  home  sites  because  of  prox- 
imity to  front  range  activity. 

OTHER  MOUNTAIN  PROPERTY  for  sale  with  hunting  and  fishing, 

40  acres  on  up. 

For  further  information  on  these  and  other  ranches,  contact: 
ORR  LAND  COMPANY 
4455  Harlan  Street,  Wheat  Ridge,  Colorado  80033 
(303)  424-5010 


MONTANA 

UNSPOILED  MOUNTAIN 
RETREAT 

Surrounded  by  majestic  moun- 
tains, beautiful  streams  and  Na- 
tional Forest  lands.  Approxi- 
mately 5,000  deeded  acres  of  lush 
grass,  virgin  timber,  trout  fishing 
and  wild  animals.  Years  ago  a 
hunting  camp  for  the  Hill  family 
of  the  Great  Northern  Railroad, 
now  a  grazing  area  for  cattle, 
deer,  elk  and  moose.  Beautiful 
forest  trails  for  riding  in  summer 
and  snowmobiling  in  winter.  A 
very  unique  retreat,  secluded  yet 
easy  to  reach — perfect  for  getting 
away  from  it  all.  Located  in  the 
Crazy  Mountains  —  near  Yellow- 
stone Park.  Price  —  $3,500,000. 
Call  (406)  248-7344  or  write: 
Northwestern  Union  Trust  Co. 
P.O.  Box  30058 
Billings,  MT  59117 
for  further  details  and  information. 


WATERFRONT 
PROPERTY 

Up  to  2,000  accessible  acres  in 
the  Beliz  (British  Honduras) 
suitable  for  ranching,  farming 
or  subdivision.  High  mineral 
potential.  Write:  Mr.  C.  Mon- 
santo, Box  A222  Forbes,  60  5th 
Ave.,  New  York.  NY  10011. 


FREE  CATALOG 
Big  .  .  .  Free  FALL  1981  Catalog 
describes  and  pictures  more  than  2.8UO 
farms,  ranches,  acreages,  recreational 
properties,  businesses,  town  and  coun- 
try homes  in  46  states  coast  to  coast! 
Please  specify  type  and  location  pre- 
ferred. 

UNITED  FARM  AGENCY 

612-Y  W.  47th  Street 
Kansas  City,  MO.  64112 


Forbes: 
Capitalist 
Tool® 


One  out  of  every  7 
FORBES  subscribers 
is  a  millionaire 


MARYMAC  INDUSTRIES, 
10% -15%  DISCOU 
OR  MORE 


ON  ML  NEW 


TRS-80 


BY  RADIC 


Brand  New  in  Cartons  Delivered! 
State  Sales  Tax.  Texas  Residents  A< 
5%  Sales  Tax.  Open  Mon  -Sat.  10 
pay  freight  and  insurance.  No  extra 
for  Mastercard  or  Visa.  Call  us  for1 
erence:  Farmers  State  Bank.  Broa 
Texas 

Orders:  1-800-231-3680 
21969  Katy  Fwy. 
Katy  (Houston),  Texas  77490 
Questions  t  Inq.?  1-713-392-07- 
Telex:  77-4132  (FLEXS  H0U) 
Ed  or  Joe  McManus 


FORBES  BINDERS 


m  SLIPCA! 
|J  OR  BIND 


Send  check  with  your  name 
address  to: 
JESSE  JONES  BOX  CORI 
Dept.  FB,  P.O.  Box  5120 
Philadelphia,  PA  19141 


HOWTOADVERTIS 
FORBES  CLASSIFI 


REGULAR  CLASSIFIED  LISTIN 

listings  are  accepted  at  the  dis 
of  the  Publisher.  Line  rate  is 
Minimum  size  ad  is  one  inch  (1 
lines)  costing  $345.10.  FORBl 
typeset  without  charge. 

DISPLAY  CLASSIFIED  ADVER1 

Line  rate  is  $24.20.  Minimum 
display  of  two  inches  (28  agati 
costing  $677.60.  Must  be  subm 
film  negative  or  camera-ready  rr 
ical  to  size.  For  specific  requil 
send  for  order  form. 

Box  numbers  provided  on  r 
There  is  no  charge  for  mailing 
on  blind  ads. 

FORBES  CLASSIFIED  is  publi: 
the  first  issue  of  each  month, 
tising  closing  date  is  one  mor 
ceding  date  of  issue. 

Frequency  discounts  availabl 
ment  must  accompany  order 
from  accredited  agency. 

FOR  ADDITIONAL  I NFORMA1 
WRITE  OR  CALL: 

LINDA  LOREN 
FORBES  CLASSIFIES 

60  Fifth  Avenue/New  York,  NY 
(212)  620-2440 
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5INESS  OPPORTUNITIES 

300-327-6970 

acts  About  U.S. 
Gas  Lease  Program: 

m  $4,800,000  worth  of 
ses  awarded  to  FRC  clients 
past  180  days. 

ver  before  has  FRC  put 
:h  a  premium  on  valuable 
leral  lease  rights 

0%  Tax  Deductible 

ad  Complimentary  Brochure 


131  State  Street,  *930 
Boston,  MA  02109 


START  YOUR  OWN 
4AIL  ORDER  BUSINESS 

with  GIFTIME'S  fabulous  col- 
Uog  of  giftware  &  novelty  items 
jpshipped  for  you.  No  packing 
)ping.  Unique  Bonus  Plan  stim- 
orders.  Free  catalog  &  details 

from  GIFTIME,  Inc. 
t.  FB,  4700  Wissahickon  Ave. 
Philadelphia,  PA  19144 
(215)  842-1400 


SHANDAR  and 
lO'S  POLYNESIAN  SHOP 

il  Clothing  store  franchises 
[able  worldwide.  $35,000  and 
For  information  write:  Jilene, 
Dept.  F,  800  Miramonte 
e,  Santa  Barbara,  CA  93109. 


BIG  OIL  MONEY 


3INESS  CONNECTIONS 


ARAB  BUSINESSMEN 
HAVE  MONEY 
TO  BUY  &  INVEST 

Top  Finders  Fees  Paid 
Finders  Inquiry  Invited 
Write  Box  A223  Forbes 

60  Fifth  Avenue 
New  York,  NY  10011 


(ECUTIVE  SERVICES 


KTIE  NARROWING 


S 

TIES  RECUT  &  RESHAPED 
the  new  narrower  width — 
>*.25  per  tie  4  tie  minimum 
d  for  free  tie  mailer  or  mail 
ect.  Satisfaction  guaranteed 
ROBLIN  TIEMASTER 
190E  Glen  Cove  Avenue 
Glen  Cove,  NY  1 1542 


BUSINESS  OPPORTUNITIES 


UNIQUE  BUSINESS 
OPPORTUNITIES 

Buy  direct  from  owner. 
Existing  profitable  businesses 
priced  from  $25,000  and  up. 
Many  owner  financed. 
Most  located  west  of 
the  Mississippi. 
For  more  details  contact: 
AFFILIATED 
BUSINESS  CONSULTANTS 

P.O.  Box  6358-Dept.  F 
Colorado  Springs,  CO  80934 
1-800-227-1617,  Ext.  402 

In  California,  call 
1-800-772-3545,  Ext.  402 
No  commissions  to  us  involved. 


Petrogram  Services  offers  a  new  Con- 
cept in  filing  for  oil  &  gas  leases. $15 
per  filing  period  brings  you  instruc- 
tions, materials  &  geological  recom- 
mendations. For  free  brochure  contact: 
Petrogram  Services,  2300  Candelaria 
Albuquerque,  NM  87107 
(505)  884-2844 


f ---- HOME  IMPORT----! 

|     MAILORDER  BUSINESS 

I  Big  earnings  in  profitable  spare/  ■ 
I  full  time  project.  Deal  direct  ( 
I  with  overseas  suppliers.  Newest  ■ 
I  products  at  fraction  U.S.  cost.  • 
I  Up  to  500%  profit.  No  product  , 
I  investment.     Famous     world  ■ 

■  trader  starts  you. 

■  Write:  Mellinger,  Dept.M1598  ! 

L  -  2  ~dia-  £  J^i1  2  l?-Z  -  - 1 


ARE  YOU  SELLING 
YOUR  BUSINESS? 

For  best  results — advertise  it  in  the 
Standard  Business  Journal.  The  Stand- 
ard Business  Journal,  published 
monthly,  is  the  market  place  for  the 
Buyer  and  Seller  of  business  oppor- 
tunities and  COMMERCIAL,  INDUSTRIAL 

and  executive  properties.  Annual 
subscription/$25.00.  Single  copy/$3.00. 

Standard  Business  Journal,  Inc. 
Dept.  278         23573  Prospect  Avenue 
Farmington,  MI  48024 


CONSULTING  AND 
MARKETING  SERVICES 


O  Cooper  A/Jooabef,  Inc. 

CABLE  TELEVISION  CONSULTATION 

Management  •  Engineering  •  Appraisals 

Inquiries:  Call  Collect: 

609:  596-0057 


The  Alternative  for  buyers  and  sellers 

of  investment  cars,  airplanes,  yachts, 
RV's,  property,  gold,  art  and  much 
more!  We  market  to  the  entertain- 
menl  industry  daily,  IBM  computer 
matching  and  promoting  product  un- 
til it  is  sold.  No  charge  to  buyers. 
1-time  fee  to  sellers. 
The  Investment  Matchmaker,  Inc. 
8033  Sunset,  Suite  1700 
Los  Angeles,  CA  90046 
In  CA:  (213)  654-9071 
Out  of  state:  800-421-3388 


CAPITAL  TO  INVEST 


FINANCIAL  GUARANTEES 
FROM  PRIME  BANKS 

Letters  of  Credit,  Promissory  Notes 
covering  Principal  &  Interest 
Cash  to  open  Escrows 
Cash  placed  in  bank  accounts 
to  increase  liquidity 
R  E.  Stand-Bys  &  fake-Outs 
Venture  Capital  &  Real  Estate 
BROKERS  PROTECTED 
Bancor  Financial  Limited 
567  San  Nicolas  Drive,  Suite  206 
Newport  Beach,  CA  92660 
Phone  (714)  640-1633 


CAPITAL  WANTED 

UNIQUE  OPPORTUNITY 

Established  highly  respected  Florida 
Guard  Security  and  Consulting  Firm 
with  immediate  expansion  opportu- 
nity seeks  investor.  Unique  oppor- 
tunity in  growth  industry.  Qualified 
request  full  details  immediately. 
Forbes,  Box  A224,  60  Fifth  Avenue 
New  York,  NY  10011 


MANUFACTURERS- 
REPRESENTATIVES 


BECOME  A  SUCCESSFUL 
MANUFACTURERS' 
REPRESENTATIVE 

Manufacturers'  Agents'  Newsletter 
tells  you  which  firms  are  looking  for 
representatives,  the  firm's  product  line 
and  territories  available. 

For  information  write: 
Manufacturers'  Agents'  Newsletter 
Dept.  178A,  23573  Prospect  Avenue 
Farmington,  Michigan  48024 


REPS  &  MANUFACTURERS 

Thousands  of  Reps  read  our  Bi- 
weekly Bulletin  of  lines  offered  for 
representation  in  all  fields.  Many 
other  services  for  Reps  and  Manu- 
facturers including  Newsletter,  Pro- 
file Service,  Group  Discount  Programs 
etc.  (Our  25th  Year)  Details:  Keith 
Kittrell,  United  Association  Manu- 
facturers' Reps,  Dept.  12,  808  Broad- 
way, Kansas  City,  MO  64105 


COURSES/SEMINARS 
TRAINING  PROGRAMS 


LAW  STUDY  THROUGH 
CORRESPONDENCE 

Registered  Law  School 
Qualify  for  California  Bar  Exam. 

Phone  Toll  Free  800-423-4530 
Ca.  residents  phone  213-795-5558 
SOUTHLAND  UNIVERSITY 
Dept.  21 B       69  N.  Catalina 
Pasadena,  CA  91106 


ENERGY  SAVINGS 


FREE  HOT  WATER 


Recover  the  Waste  Heat  tram  your  Air  Condition- 
ing and  generate  FREE  HOT  WATER"  Proven 
concept  with  over  20,000  units  installed 
Energy  savings  usually  amortize  equipment 
cost  in  less  than  2  years.  Applications  include 
Commercial  -  Residential  -  Industrial.  For 
information  -  specily  application  -  write: 
EN.R.G  .  P  0  Box  509.  Pasadena,  Tx  77501 


EXECUTIVE  GIFTS 


The  classic 
HUNTSMAN 

shirt 

The  aristocrat  of  pure  cotton  shirts  as 
fashioned  by  us  for  English  gentlemen. 
A  choice  of  plain  blue,  cream  and  while, 
or  our  own  exclusive  stripe  in 
predominately  blue  or  grey.  All  with 
traditional  collar  and  button  cuff. 
Neck  sizes  I4l/z  -  18. 

Send  $45  for  one  or  $125  for  three.  Price 
includes  Air  Parcel  despatch  (but  not 
domestic  customs  duly).  Allow  28  days. 

H.Huntsman  &  Sons  Ltd 

1 1  Savile  Row,  London  Wl . 
Tailors  <t  Shirtmakers 


Please  send  me  Quantity  

Colouri  

Sizes  Payment  $. 

Name  

Address  


H  Huntsman  &  Sons  Lid 

1 1  Savile  Row  London  Wl  .  England 


America's 

LOWEST 


WE  WILL  BEAT  ANY  PRICE  AT  ANY  TIME 

Apple  Computer  «  Plus  1.099  95 

Apple  Three  I28K  3.296  00 

Hewlett  PackardllC  189  96 

Hewlett  Packaid41CV  26995 
Hewlwtt  Packard  85  2.59500 
Texas  Instruments  59  179  95 

Texas  Instruments  9914  Computet  379  95 

Atari  400  it*  Computer  IBasic  Lang  tan  opl)  339  95 
Mattel  Intelliyisron  239  96 

Mattel  Piace  Hotse  Anaylset  59  95 

Sony  TV's,  Walkman,  all  Sony  Products  Call  us 

Olympic  Sales  Company  •  216  So  Oitord  Aye. 
Los  Angeles.  CA  90004  •  Telei  >. .  34  77 

TOLL  FREE  1800)  421 8045  loulside  CM 
or  in  Call)  213  7391130 
Ind.  800  252  2163  Request  in  writing  our  next  Oct  catalog 


MISCELLANEOUS  FOR  SALE 

GENUINE  GEMSTONES  AND 
JEWELRY 

Free  wholesale  catalog. 
Satisfaction  guaranteed! 
Member  Jewelers  Board  of  Trade, 
Chamber  of  Commerce 
HOUSE  OF  ONYX 
No.  1  MAIN  ST. 
GREENVILLE,  KENTUCKY  42345 
TOLL  FREE  SERVICE  1-800-626-8352 


COMPLETE  LINE  OF 
INVESTMENT  QUALITY 
BRAZILIAN  GEMSTONES 

Direct  from  the  Mines  of 
UNITED  MINING  CORPORATION 
u.s.  office: 
235  6th  Street 
Pine  City,  Minn.  55063 
612-629-2537 
Industria  De  Joias  Padua  LTDA. 
Belo  Horizonte,  Brazil 
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Flashbacks 


Edited  By  Dero  A.  Saunders 


"The  more  things  change.  .  .  ." 
Items  from  past  issues  of  Forbes 


ixty  years  ago  in  Forbes 

It  may  be  true  that  everybody  is  hard 
p,  but  there  is  a  lot  of  evidence  to  the 
ontrary.  Travel  records  this  summer 
ompare  favorably  with  those  of  any 
oom  year.  The  better  summer  re- 
srts  are  crowded.  People  are  turned 
way  every  day  from  the  highest 
riced  hotels  in  New  York.  There  is  a 
:ramble  at  every  meal  for  seats  in  the 
lost  expensive  restaurants.  The 
mount  of  betting  on  horse  racing  is 
lid  to  be  eclipsing  anything  ever 
nown  before.  Merchants  report  that 
le  demand  is  chiefly  for  the  better 
rade  of  goods,  although  it  is  true  that 
lany  customers  now  shop  around  un- 
.1  they  find  attractive  prices.  Until 
le  very  warm  weather  set  in,  the- 
tres  were  crowded  nightly.  Auto- 
lobile  makers  have  been  reporting 
:tive  business.  Savings  bank  depos- 
s  have  been  breaking  all  records.  Ev- 
ry  first-class  cabin  on  boats  bound 
>r  Europe  is  engaged.  May  it  not  be 
lat  most  of  us  are  not  really  so  very 
adly  off  as  we  have  become  fond  of 
reclaiming?"  — B.C.  Forbes 
These  seemingly  casual,  homely  ob- 
lations are  in  fact  some  of  Editor 
.C.  Forbes'  shrewdest.  Not  only  do 
ley  implicitly  predict  the  boom  that 
egan  in  1922,  they  also  reflect  the 
ict  that  a  great  deal  of  business  was 
one  during  the  short,  sharp  depres- 
ton  of  1920-21. 

That  depression  was  above  all  an 
lventory  depression,  in  which  out- 
ut  fell  while  overweight,  overpriced 
'ar-born  inventories  were  worked  off 
t  much  lower  figures.  In  fact,  mea- 
ared  in  constant  prices,  consumer 


The  most  desirable  corner  in  Houston" 
1931,  at  Main  and  Texas  streets 


purchases  were  actually  higher  in 
1921  than  in  1919  or  1920.  Once  the 
excess  inventories  were  disposed  of, 
business  activity  picked  up  sharply. 

One  subtly  unfortunate  aspect  of 
the  1920-21  depression  was  the  seem- 
ing wisdom  it  enshrined  for  the  fu- 
ture, that  if  wages  and  prices  are  cut 
quickly  and  deeply  enough,  recovery 
will  eventually  ensue.  But  that  pre- 
scription proved  to  be  deadly  in  the 
Great  Depression,  which  was  by  no 
means  the  result  of  mere  inventory 
accumulation. 

It  is  perhaps  even  more  unfortunate 
that  Editor  Forbes  was  wrong  in  the 
item  just  below,  predicting  "a  very 
large  measure  of  success"  for  the  dis- 
armament conference  scheduled  for 
the  fall  of  1921.  Sixty  years  later  it 
would  take  a  superoptimist  to  hope 
for  such  an  outcome  of  a  disarmament 
conference  between  any  two  nations 
on  earth,  much  less  the  major  powers. 

"The  fruits  of  the  disarmament  con- 
ference summoned  by  President  Har- 
ding for  this  Fall  may  eclipse  in  his- 
torical importance  even  the  Treaty  of 
Versailles.  The  greatest  material  curse 
gripping  and  strangling  mankind  to- 
day is  indisputably  the  insensate  ex- 
penditures on  armaments.  The  virtual 
removal  of  this  curse  would  emanci- 
pate the  energies  and  the  resources  of 
the  leading  nations  in  a  way  that  is 
calculated  to  bring  blessings  beyond 
computation,  beyond  imagination. 
That  the  momentous  conference  will 
be  crowned  with  a  very  large  measure 
of  success  is  accepted  as  certain." 

"A  number  of  the  bigger  financiers  and 
industrial  leaders  of  the  country  have 
joined  forces  in  forming  a  permanent 
organization  to  deal  with  the  foreign 
relations  problems  of  this  country. 
They  have  entered  a  petition,  under 
the  Membership  Corporation  law,  for 
the  Council  of  Foreign  Relations,  for 
the  purpose  of  bringing  together  expert 
minds  on  statecraft,  finance,  industry, 
education  and  science." 


Fifty  years  ago 

"There  are  fifteen  thousand  television 
receivers  operating  in  American 
homes  today.  One  year  from  now 
there  will  be  around  one  hundred  thou- 
sand. Television  stations  offering  syn- 
chronized audio-visual  broadcasting 
on  regular  schedule  are  now  in  oper- 
ation in  New  York,  Chicago,  Boston, 
Washington,  and  Coast  cities.  .  .  . 
"At  least  three  manufacturers  are 


"New  York's  first  sight-sound  broadcast- 
ing station  [in  1931]  The  intense  lighting 
tiecessan'  prohibits  artists  from  being  in 
the  heat  glare  for  long  periods. " 


marketing  reliable  receiving  sets.  It  is 
safe  to  say  that  seven  or  more  compa- 
nies will  form  the  nucleus  of  this  in- 
fant industry  by  Christmas.  The  ma- 
jority of  television  receivers  now 
show  an  image  from  3  x  5  to  8  x  8 
inches." 

"With  the  world's  largest  dirigible, 
the  U.S.  Naval  ship  Akron,  rapidly 
nearing  completion  in  that  Ohio  city, 
reports  from  Washington  indicate 
that  when  she  is  completed  she  will 
be  from  19,000  to  20,000  pounds  over- 
weight. Under  specifications  the 
gross  weight  of  the  Akron  should  ap- 
proximate 220,000  pounds,  and  avi- 
ation experts  have  testified  that  a 
variance  of  5%  or  even  10%  in  such 
specifications  is  not  a  serious  difficul- 
ty. Officials  of  the  Naval  Bureau  of 
Aeronautics  have  commented  very  fa- 
vorably on  the  splendid  construction 
of  the  dirigible.  Test  flights  may  be 
started  in  the  coming  month  and  if 
they  are  successful  the  ship  may  be 
commissioned  in  September." 


Twenty  five  years  ago 

"Last  month  dramatically  marked  the 
end  of  the  line  for  the  nation's  toll 
road  boom.  Up  to  now,  private  inves- 
tors have  put  up  $2.4  billion  for  1,850 
miles  of  toll-collecting  super-high- 
ways. Still  under  construction  are 
more  than  1,375  miles  of  additional 
turnpikes,  estimated  to  cost  $2.5  bil- 
lion. Another  4,874  miles  of  such  road 
have  been  proposed  at  a  cost  calculat- 
ed at  $5.6  billion. 

"Many  of  them  will  never  be 
built.  .  .  .  The  death  knell  for  the  toll 
highways  was  rung  by  Congress  when 
it  passed  the  Administration's  $33.5 
billion  [interstate]  highway  program, 
signed  into  law  last  month." 
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If  you  wish  to  succeed  in 
life,  make  perseverance  your 
bosom  friend,  experience 
your  wise  counselor,  caution 
your  elder  brother,  and  hope 
your  guardian  genius. 
Joseph  Addison 


Genius  does  take  short 
cuts,  but  it  rarely 
escapes  initial  drudgery. 
William  Feather 


We  are  apt  to  mistake  our 
vocation  by  looking  out 
of  the  way  for  occasions 
to  exercise  great  and  rare 
virtues,  and  by  stepping 
over  the  ordinary  ones  that 
lie  directly  in  the  road 
before  us. 
Hannah  More 


The  world  meets 
nobody  halfway. 
Charles  Lamb 


A  Text . . . 

Judge  me,  O  Lord;  for  I 
have  walked  in  mine 
integrity:  I  have  trusted 
also  in  the  Lord;  therefore 
I  shall  not  slide. 
Psalm  26:1 


Sent  in  by  M.H.  Harrison,  Rockford,  111. 
What's  your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of  texts  used. 


In  the  support  and  practice  of 
correct  principles,  we  can 
never  reach  wrong  results. 
Andrew  Johnson 


The  relation  is  very  close 
between  our  capacity  to 
act  at  all  and  our  conviction 
that  the  action  we  are 
taking  is  right. 
Walter  Lippmann 


Thoughts 

on  the  Business  of  Life 


Adhere  to  a  definite, 
clear-cut  purpose  in 
life,  and  push  forward 
paii isti ik'ii igly,  pei set  ei it igly 1 
and  conscientiously 
to  its  realization. 
B.C.  Forbes 


Fortune  is  a  prize  to  be 
won.  Adventure  is  the  road 
to  it.  Chance  is  what  may 
lurk  in  the  shadows  at 
the  roadside. 
O.  Henry 


I  never  met  with  a  single 
instance  of  adversity 
which  I  have  not  in  the 
end  seen  was  for  my  good. 
Alexander  Proudfit 


A  journey  of  a  thousand 
miles  begins  with  one  step. 
Lao-tzu 


To  do  anything  in  the  world 
worth  doing,  we  must  not 
stand  back  shivering  and 
thinking  of  the  cold  and 
danger,  but  jump  in,  and 
scramble  through  as  well 
as  we  can. 
Sydney  Smith 


Some  persons  do  first, 
think  afterward,  and 
then  repent  forever. 
Thomas  Secker 


More  than  3,000  "Thoughts, "  indexed  by 
author  and  subject,  are  available  in  a 
574-page  book  at  $11.95.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New 
York,  N.Y.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


The  merit  of  originality  is 
not  novelty;  it  is  sincerity. 
The  believing  man  is  the 
original  man;  whatsoever  he 
believes,  he  believes  it  for 
himself,  not  for  another. 
Thomas  Carlyle 


Constancy  to  truth  and 
principle  may  sometimes 
lead  to  what  the  world 
calls  inconstancy  in  conduct. 
Tryon  Edwards 


Creative  thinking  may  mean 
simply  the  realization 
that  there's  no  particular 
virtue  in  doing  things 
the  way  they  have  always 
been  done. 
Rudolf  Flesch 


All  great  art  has  madness 
and  quite  a  lot  of  poor 
art  has  it,  too. 
William  Saroyan 


Man  is  not  born  to  solve 
the  problem  of  the  universe, 
but  to  find  out  what  he  has 
to  do;  and  to  restrain 
himself  within  the  limits 
of  his  comprehension. 
Goethe 


Never  measure  the  height  of 
a  mountain  until  you  have 
climbed  to  its  top.  Only  then 
you  will  know  how  low  it  is. 
Dag  Hammarskjold 


Most  are  engaged  in 
business  the  greater 
part  of  their  lives 
because  the  soul  abhors 
a  vacuum  and  they  have 
not  discovered  any 
continuous  employment 
for  men's  nobler  faculties. 
Henry  David  Thoreau 


We  are  constantly  becoming 
what  eventually  we 
are  going  to  be. 
Samuel  Johnson 
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OLKSWAGEN'S 
ULEMMA 

THERE  ANOTHER 
IBB  IT  IN  THE  HAT? 


Some  want  to  keep 
jr  land  unspoiled, 
ome  want  to  explore  it, 
We  want  to  explore 
ithout  spoiling. 

There's  a  strange  either-or  proposition 
idingup  in  this  country. 
It's  one  that  says  either  we  completely 
serve  our  publ  ic  lands  by  tu rn ing  them 
D  permanent  wilderness,  or  we  tear 
m  up  and  exploit  them  to  the  f  ul  lest  for 
ir  natural  resources 


Look  at  the  facts.  Our  public  lands 
currently  supply  an  estimated  10%  of  our 
energy.  Yet  they  actually  contain  about  one 
half  of  all  our  known  domestic  energy 
resou  rces — vast  amou  nts  of  coa  I ,  oi  I  sha  le, 
tar  sands,  crude  oi!  and  natural  gas. 

Over  40%  of  the  760  m  i  1 1  ion  acres  the 
federal  government  owns  has  been  with- 
drawn from  mineral  mining  or  leasing. 

Another  25%  has  been  placed  under 
regulation  that  effectively  precludes  oil,  gas 
and  mining  operations. 

All  without  ever  find  ing  out  first,  through 
prel  i  mi  nary  exploration,  what  the  resource 
potential  of  that  land  really  is. 

The  desire  for  land  that  stands 
pure  and  pristine  is  certainly 
understandable.  But,  surely, 
in  these  times  of  scarcity,  our 
need  for  energy  and  mineral 
resources  is  just 


We've  got  to 
ieve  there's  an 
ptable  middle 
)und  between  these  two  extremes. 
At  least  that's  what  al  I  of  us  at  Atlantic 
:hfield  believe.  And  sodothemanyAmer 
ins  who  have  invested  with  us. 


as  pressing.  We  know  for 
a  fact  that  exploration  can 
easily  be  conducted  in  an  environ- 
mentally sound  manner. 

Doesn't  it  then  make  sense  that  we  invest 
in  exploring  and  evaluating  our  public 
lands  before  classifyingthem  as  wilderness 
or  otherwise,  and  lockingthem  up  forever? 

At  least  then  we  could  make  sure  we're 
doing  the  right  thing. 

Or  so  itseemsto  usat  Atlantic  Richfield. 

There  are  no  easy  answers. 


ARCO  <> 


Atlantic  Richfield  Company 
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71  Carer  Story:  Why  isn't 
the  pioneer  of  well-made 
small  cars  sitting  on  top  of 
the  world? 


36  Rupert  Murdoch:  "I 
don't  see  any  fin  i  in  wiring 
up  a  lot  of  homes  The  way 
to  make  money  is  to  buy  a 
cable  franchise  and  sell  it 
quickly  " 


56  Firestone.  The  liquidity 
crisis  is  over.  But  at  what 
cost? 


31  Companies: 
Time  Inc. 

The  real  story  is  not  the  inevitable  death  of 
the  Washington  Star.  The  real  story  is  that 
Time  is  now  more  a  cable  television  company 
than  anything  else,  and  one  with  vast  hidden, 
and  undervalued,  assets. 

33  Unemployment: 
The  Hidden  Cause 

Why  do  companies  that  try  to  stabilize  em- 
ployment wind  up  subsidizing  those  that 
don't?  Because  the  unstable  ones  seem  to 
have  a  lot  of  political  clout. 

34  Companies: 

Aetna  Life  &  Casualty 

It's  not  nearly  as  conservative  as  it  may  seem, 
lust  different. 

35  Investing: 

Henry  Singleton  Scores  Again 

Teledyne's  chairman  is  still  running  his  com- 
pany like  a  personal  investment  portfolio — 
and  still  picking  the  right  stocks. 

36  Publishing: 

A  Talk  With  Rupert  Murdoch 

For  30  years,  people  have  been  underestimat- 
ing him.  But  his  worldwide  newspaper  em- 
pire is  now  nearly  as  big  as  the  New  York 
Times  Co.  and  Dow  Jones  combined. 

37  Pharmaceuticals: 
Here  They  Come  Again 

Sankyo,  Shionogi,  Takeda  and  Fujisawa  are 
not  exactly  household  names  in  the  U.S.  drug 
industry — yet. 

42  Companies: 

Georgia-Pacific  Corp. 

The  market  has  been  treating  this  onetime 
growth  stock  favorite  like  a  has-been.  Is  it?  Or 
has  Wall  Street  mistaken  good  sense  for 
stagnation? 

44  Regulation: 

The  Swimming-Pool  Slide  Monopoly 

Bureaucratic  action  created  it;  bureaucratic 
inaction  preserves  it. 

46  The  Up-And-Comers: 
Boston  &  Maine  Railroad 

Timothy  Mellon,  38,  is  one  of  those  Mellons, 
but  he's  hardly  your  rich  playboy.  Consider 
his  dream  of  uniting  New  England's  frag- 
mented railroads. 


51  The  Up-And-Comers: 

Welbilt  Electronic  Die  Corp. 

"Everybody's  running  away  from  the  South 
Bronx,"  says  John  Mariotta,  "and  I  need  more 
room!" 

56  Companies: 

Firestone  Tire  &  Rubber  Co. 

The  blood  has  been  running  in  the  gutters  in 
the  two  years  since  John  Nevin  took  over,  and 
there  may  be  more  to  come.  What  he's  look- 
ing for  is  the  day  he  can  say,  "Damn!  It 
worked!" 

58  Companies: 

Arkansas  Best  Corp. 

"I  didn't  want  to  be  just  a  survivor,"  says  H.L. 
Hembree.  "I  wanted  to  achieve." 

64  Companies: 
Wolverine  Worldwide 

Not  long  ago  its  advertising  slogan,  "Hush 
Puppies  are  dumb,"  seemed  more  candid  than 
clever.  These  days,  the  basset  hound  is  con- 
siderably less  doleful. 

65  Tax-Exempt  Bonds: 
You  Scratch  My  Back  .  . . 

How  Forsyth,  Mont,  (pop.,  2,800)  got  its  new 
swimming  pool  built — and  what  it  all  has  to 
do  with  industrial  pollution. 

71  Cover  Story: 

No  More  Rabbits  In  Volkswagen's  Hat 

The  world's  biggest  builder  of  small  cars  is 
facing  a  future  of  inflated  wage  costs,  stagnant 
productivity  and  erosion  of  export  markets. 
The  implications  are  ominous  for  Detroit  as 
well  as  for  Wolfsburg. 

78  The  Numbers  Game: 
The  Inscrutable  CPA 

There  are  400,000  manufacturing  concerns  in 
China  and  one  accounting  firm.  The  Chinese 
are  trying  to  do  something  about  it,  but  it  will 
not  be  easy. 

82  Taxing  Matters: 
There  Is  No  Free  Lunch 

Or  is  there? 

83  Companies: 
Rohr  Corp. 

Carl  L.  Sadler  was  once  a  Rohr  director.  Now 
he's  its  CEO.  Retributive  justice,  some  might 
call  it.  Including  Carl  Sadler. 
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46  The  I  'p-And-Comers: 
But  what  would  grandpa 
WV? 


64  "The  old  Hush  Puppy 
has  come  a  long  way,  "says 
Tom  Gleason.  Maybe  it's 
time  to  retire  that  slogan 
about  being  dumb 


120  The  Streetwalker:  If 
general  Tire  is  in  so  much 
'rouble,  why  doesn't  "in- 
vestor" Charlie  Bluhdorn 
;ell  while  he's  ahead? 


Faces  Behind  The  Figures 

95  James  E.  Lee, 

Gulf  Oil  Corp. 

95  James  M.  Schlatter, 

G.D.  Searle  &  Co. 

95  David  L.  Luke  III, 

Westvaco 

96  John  Hummer, 

Niederhoffer,  Cross  &  Zeckbauser,  Inc. 

96  Jack  Armstrong, 
Imperial  Oil,  Ltd. 

97  Sir  John  Treacher, 
Playboy  International 
97  Ralph  Ginzburg, 
Avant-Garde  Media,  Inc. 
100  Jackie  Presser, 
Teamsters  Union 

100  Craig  A.  Nalen, 

Overseas  Private  Investment  Corp. 


102  Personal  Affairs 

The  ancient  practice  of  barter  has  become  a 
huge  component  of  the  underground  econo- 
my. Also:  The  high  cost  of  headhunters, 
"in-plant"  travel  agencies,  some  yardsticks 
for  variable-rate  mortgages  and  the  passport 
bottleneck. 


115  Statistical  Spotlight: 
The  Downers 

The  analysts  are  scrambling  to  revise  their 
earnings  estimates.  And  most  of  the  revi- 
sions are  downward. 

117  The  Funds: 

Life  Insurance  Investors 

With  all  its  assets  in  life  insurance  compa- 
nies, John  Gardner's  Topeka-based  mutual 
fund  led  the  industry  in  the  first  quarter.  So 
he's  bailing  out  while  he's  ahead. 

118  The  Money  Men: 
Richard  Young 

The  sage  of  Newport  looks  like  an  aging  altar 
boy  and  is  as  tough  as  a  sailor  on  shore  leave. 
What  he  has  been  saying  of  late  has  been 
remarkably  accurate. 

119  The  Streetwalker: 
RCA,  General  Tire,  Rank 

The  news  is  so  bad,  maybe  it's  time  to  buy: 
Doesn't  Charlie  Bluhdorn  see  all  those  pot- 
holes? And  "an  asset-stripping  situation  be- 
yond belief." 
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Are  you  listening,  Doug  Fraser? 

We  see  by  the  newspapers  that  United  Auto  Workers  chieftain  Dou 
Fraser  wants  a  law  requiring  that  most  autos  sold  in  the  U.S.  contaii 
at  least  75%  made-in-U.S.  components.  Fraser  should  read  our  cove 
.story,  "There  are  no  more  Rabbits  in  Volkswagen's  hat,"  whicl 
begins  on  page  71.  It  tells  how  Volkswagen,  its  fine  technology  am 
high  quality  notwithstanding,  is  in  trouble  in  large  part  because  it 
unions  have  deprived  it  of  flexibility  by  insisting  on  a  made-in 
Germany  strategy.  Is  that  what  the  UAW  wants  to  happen  here? 

Drums 

Examine  the  lives  of  truly  exceptional  people  in  business  or  elsewhen 
and  Henry  David  Thoreau's  famous  phrase  keeps  coming  to  mind:  "I 
a  man  does  not  keep  pace  with  his  companions,  perhaps  it  is  because 
he  hears  a  different  drummer."  Exceptional  people  do  march  tc 
different  drummers.  Consider  two  remarkable  businessmen  repre 
sented  in  this  issue,  Henry  Singleton  and  Rupert  Murdoch.  On  the 
surface  the  two  couldn't  be  more  different.  Yet  they  share  an  innei 
confidence  that  lets  them  go  against  the  crowd. 

Going  with  the  crowd  are  the  bosses  of  such  as  Mobil,  throwing 
billions  of  shareholders'  money  at  overpriced  acquisitions.  Singleton's 
Teledyne  is  going  in  the  opposite  direction.  He  has  ceased  making 
acquisitions  and  is  buying  stocks  cheaply  that  other  people  will  buy 
later  at  a  premium.  We  did  a  full-dress  study  of  the  brilliant  Singleton 
(July  9,  1979).  We  update  Singleton's  story  on  page  35. 

With  a  similar  refusal  to  accept  conventional  thinking,  Rupert  Mur 
doch,  the  Australian  press  lord,  bought  the  flagging  New  York  Post  in 
1976.  Manhattan  intellectuals  jeered:  Sophisticated  New  Yorkers 
wouldn't  buy  Murdoch's  unabashed  blend  of  crime,  cleavage  and  curi- 
osities. The  fool  was  going  "downscale"  when  everybody  else  was) 
trying  to  scramble  "upscale."  But  Murdoch  knew  there  was  still  a 
market  for  light  reading,  for  a  journal  that  didn't  take  the  world  in  dead 
seriousness.  He  was  right.  The  Post's  circulation  is  up  almost  50%  since 
he  took  over,  while  that  of  its  principal  competitor  is  way  down.  And 
here's  the  final  irony:  While  the  rival  Daily.  \ews  made  a  costly  attempt 
to  attract  a  more  educated  and  affluent  audience,  the  "upscales"  started 
taking  the  Post  home  with  them  of  an  evening.  A  quiet,  solitary  man, 
Murdoch,  at  50,  now  runs  a  publishing  empire  that's  almost  as  big  as 
Dow  Jones  and  the  New  York  Times  Co.  put  together.  His  disciplined 
approach  to  publishing  and  his  love  for  the  business  shine  through  in 
Eamonn  Fingleton's  interview,  which  starts  on  page  36. 

Wrong  lesson? 

Some  top  executives  from  a  topmost  company  came  to  lunch  recently 
and  we  asked  them  whether  they  were  much  worried  about  Japanese 
competition.  No,  they  said,  not  about  Japanese  ingenuity  or  about 
workers  who  start  the  day  with  company  songs.  But  they  are  worried 
about  the  access  to  cheap  capital  that  the  Japanese  have  and  American 
companies  don't.  In  this  vein,  Columnist  Srully  Blotnick  comments 
on  how  the  current  popular  writing  about  the  Japanese  phenomenon 
misses  this  whole  point  (p.  132).  There's  something  almost  comic 
about  grown  Americans  trying  to  figure  out  how  to  be  more  Japanese. 
They  ought  to  be  out  persuading  lawmakers  to  make  our  tax  laws 
more  hospitable  to  saving. 

Enjoy 

Welcome  to  this  issue.  It  may  be  the  first  publication  you've  seen  lately 
that — except  for  this  item — doesn't  mention  the  Royal  Wedding. 


Editor 
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Regency  Club  is  the  ultimate  touch  of  Hyatt; 

Many  Hyatt  Hotels  have  a  Regency  Club  in  a 
separate  part  of  the  hotel  for  those  guests  whose 
requirements  of  travel  comfort  and  personal  service 
exceed  even  the  Hyatt  standard  of  lodging  excel- 
lence. Complimentary  hors  d'oeuvres  and  beverages 
are  available  throughout  the  day  and  there  is  a 
special  Concierge  for  Regency  Club  guests. 

Regency  Club  accommodations  are  available 
for  a  modest  additional  charge.  Call  your 
travel  planner  or  800  228  9000  for  a  reservation  at 
Regency  Club  at  these  Hyatt  Hotels: 


Atlanta 

Birmingham 

Cambridge 

Chicago  Area 
Illinois  Center 
O'Hare  Int'l 
Oak  Brook 

Cokjmbus 

Dearborn 

Hawaii 
Kuilima 
Maui 
Waikiki 

Indianapolis 

Kansas  City 

Lake  Tahoe 


Lexington 

Los  Angeles  Area 

Broadway  Plaza 

Wilshire 
Louisville 
Milwaukee 
Minneapolis 
Nashville 
New  Orleans 
New  York 
Palm  Beaches 
Pittsburgh 
Richmond 
Savannah 
San  Francisco  Area 

Embarcadero  Cht. 


Union  Sguare 

Burlingame,  S.F.  Int'l 

Oakland  Int'l 
San  Jose 
Seattle 
Texas 

Dallas 

Fort  Worth 

Houston 
Wash.,  DC.  Area 

Capitol  Hill 

Arlington 
Winston-Salem 
Canada 

Montreal 

Vancouver 


Regency  Club 

at  HYATT  HOTELS 


"Believe  me,  Greyhound  is  really 

going  places  in  the  80's."  Gerald  H.Trautman 

Chairman  and  Chief  Executive  Officer 
The  Greyhound  Corporation 


This  is  a  decade  full  of  challenges.  From  trying  to  catch  the 
allegiance  of  the  consumer  to  trying  to  catch  the  attention  of  the 
Wall  Street  analyst.  Companies  willing  to  meet  these  challenges, 
to  move  forward,  must  seek  out  men  and  women  with  a  sense 
of  high  adventure. 

We  must  look  to  those  individuals  who  have  a  passion  to  be 
very  good  at  what  they  do  and  who  are  driven  to  excel  because 
of  honest  pride  and  some  inner  motivation  that  won't  be  denied. 


The  Greyhound  Corporation  has  such  individuals— ini 
area,  at  every  level  People  who  will  not  accept  things  asthi 
and  who  strive  for  improvement.  Technicians  and  research 
engineers  and  executives  People  in  food  service  and  fina 
transportation  and  manufacturing.  People  who  are  driven  C 
kind  of  restless  curiosity  that  makes  them  unwilling  to  stop 
boundary  markers  set  by  tradition  or  someone  else's  limita 

I  want  you  to  meet  these  remarkable  people  So  in  the 


g  months,  I'll  introduce  them  to  you  in  the  pages  of  this 
ation  and  others. 

jgether,  they  make  up  The  Greyhound  Corporation.  A 
3  group  of  companies  providing  goods  and  services 
o  the  American  way  of  life.  Working  together  to  meet  the 
ids  of  today.  Growing  and  innovating  to  meet  the  chal- 
et tomorrow 


Greyhound  Corporation 

A  Company  for  the  Eighties. 


Trends 


Ms.  CPA 

You've  come  a  long  way,  baby,  but 
you've  got  a  long  way  to  go.  That 
about  sums  up  the  progress  women 
have  made  in  big-time  accounting. 
They  are  coming  into  the  profession 
in  ever-increasing  numbers — Coopers 
&  Lybrand  says  a  third  of  its  recruits 
now  are  women,  and  almost  40%  of 
college  graduates  with  accounting  de- 
grees are  on  the  distaff  side.  So  far, 
however,  on  the  lofty,  big-money 
partnership  level,  it  is  another  story. 
This  year,  for  instance,  Peat,  Mar- 
wick,  Mitchell  elected  125  new  part- 
ners. One  was  a  woman  and  that  pat- 
tern was  repeated  throughout  the  Big 
Eight.  Arthur  Andersen  picked  168 
partners;  all  but  three  were  men.  Ar- 
thur Young's  57-name  slate  had  three 
women,  Price  Waterhouse's  36  had 
none.  Deloitte  Haskins  &  Sells  includ- 
ed three  women  among  its  64  new 
partners,  Coopers  &  Lybrand  had  one 
out  of  70.  In  their  last  elections, 
Touche  Ross  added  two  women  (out 
of  58  new  partners),  Ernst  &  Whin- 
ney,  one  of  75. 


The  job  of  the  future 

Family,  church  and  school  could  be 
replaced  by  the  job  as  the  ruling  social 
influence  in  the  U.S.,  says  a  new  study 
by  the  United  Way  of  America,  the 
fundraising  organization.  More  and 
more  workers,  it  predicts,  will  come 
to  expect  guaranteed  yearly  employ- 
ment or  even  lifetime  jobs,  as  in  Ja- 
pan. Work  weeks  will  be  compressed, 
work  sharing  and  "flexitime"  will  be- 
come integral  parts  of  American  life 
and  the  old  "autocratic-military" 
style  of  management,  with  its  pyra- 
midal organization  charts,  may  disap- 
pear, the  researchers  think.  "Instead," 
the  report  says,  "organizational  charts 
will  resemble  spiders'  webs  and  more 
workers  will  become  entrepreneurs 
within  organizations." 


High-level  confusion 

If  Congress  seemed  confused  over  just 
what  the  Administration  wanted  in 
the  new  tax  bill,  it  wasn't  surprising. 
The  Administration  seemed  con- 
fused, too.  Richard  Schweiker,  Secre- 
tary of  Health  and  Human  Services, 
and  Social  Security  Commissioner 
John  Svahn,  for  example,  told  the  Sen- 
ate that  the  Social  Security  system 
could  go  bankrupt  by  the  end  of  1982 
unless  Congress  acted  quickly.  Don- 
ald Regan,  the  Treasury  Secretary  (and 


one  of  the  system's  three  trustees, 
along  with  Schweiker  and  Svahn),  dis- 
agrees. "I'm  not  sure  it  was  wise  to 
put  out  that  gloomy  scenario,"  he- 
says.  "People  get  terrified  hearing  us 
talking  about  Social  Security  going 
bankrupt/."  It  all  depends  on  the  econ- 
omy, Regan  thinks.  "If  the  U.S.  econ- 
omy is  healthy  and  prosperous  the 
next  three  or  four  years,  Social  Securi- 
ty will  be  able  to  slide  by.  That  is  not 
just  possible,  it  is  probable."  The 
Treasury  Secretary  does  think  that 
the  present  method  of  tying  Social 
Security  increases  to  the  Labor  De- 


Treasury  Secretary  Donald  Regan 
Disagreement  in  high  places. 


partment's  cost-of-living  index  is 
wrong  because  it  gives  retired  persons 
bigger  increases  in  times  of  high  infla- 
tion than  workers  get.  A  Cabinet 
committee  on  economics,  which  he 
heads,  is  searching  for  possible  new 
ways  to  measure  changes  in  the  cost 
of  living. 


The  vulnerability  of  steel 

American  steelmakers  can't  beat 
foreign  competition  on  their  own, 
says  a  new  report  by  the  Brookings 
Institution,  the  Washington  thought 
factory.  Written  by  Robert  Crandall, 
a  senior  fellow  at  Brookings  (and 
formerly  deputy  director  of  Presi- 
dent Carter's  voluntary  wage-price 
control  program),  the  study  blames 
wages.  U.S.  steelworkers,  Crandall 
says,  are  so  highly  paid  that  a  U.S. 
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mill's  proximity  to  coal  and  iron  ord 
sources  no  longer  provides  any  cosi 
advantage.  Three  years  ago,  Ameri^ 
cans  in  steel  mills  earned  almost  $q 
an  hour  more  than  Japanese  workers 
and  Crandall  says  the  gap  has  since 
widened.  Because  the  cost  of  rolling 
metal  in  a  new  plant  would  be  toq 
high,  Crandall  claims  there  is  nd 
incentive  to  rebuild  the  industryj 
New  plants  in  South  Korea,  Chinai 
and  Taiwan,  the  report  states,  couldl 
produce  steel  for  $70  a  ton  less  than 
a  modem  one  here.  Still,  Crandall 
thinks  the  more  efficient  American 
plants  can  hold  their  U.S.  marketsi 
against  foreign  products.  To  increase: 
production  (which  he  thinks  unnec- 
essary), he  says  the  government 
should  subsidize  new  mills  directly, 
instead  of  trying  to  build  fencesi 
against  cheaper  imports. 


Tree  money 

Soaring  prices  for  timber  in  the 
Northwest  have  sparked  a  new  ploy  to 
raise  fresh  capital  for  the  tree  men. 
The  idea  involves  forming  private 
partnerships  that  buy  timber-cutting 
rights  on  government  and  private  land 
and  then,  in  effect,  syndicate  owner- 
ship of  the  trees  among  big  investors 
looking  for  tax  shelters  and  capital 
gains.  Three  such  deals  in  Oregon  dur- 
ing the  past  year  raised  about  S12 
million  and  the  forecasters  think  an- 
other $30  million  or  so  will  be  gar- 
nered in  the  year  ahead.  "Stumpage," 
the  woodsmen's  term  for  the  cost  of 
standing  timber  ready  for  harvest,  has 
quintupled  during  the  past  decade 
(and  more  than  doubled  in  the  last 
four  years)  for  Douglas  fir  on  U.S.  For- 
est Service  land  in  Oregon  and  Wash- 
ington west  of  the  Cascades. 


Clouds  over  California 

Califomians  are  only  now  feeling  the 
full  effect  of  the  Proposition  13  prop- 
erty tax  slashes  they  whooped 
through  three  years  ago.  The  S7  bil- 
lion budget  surplus  that  has  cushioned 
the  blow  is  gone  and  while  the  new 
$25.9  billion  state  budget  provides 
many  increases,  officials  say  they  are 
only  about  half  what  is  needed  to 
match  inflation.  Schools  have  been 
one  major  target  and  David  Saxon, 
president  of  the  nine-campus  Univer- 
sity of  California,  calls  the  1%  hike 
granted  his  huge  institution  "painful" 
and  a  "serious  handicap."  Welfare 
rolls  rated  increases  of  about  9%,  a 
3%  drop  from  the  normal  cost-of-liv- 
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ing  sweetener.  Patients  under  Medi- 
Cal,  the  state's  version  of  Medicaid, 
will  now  have  to  ante  up  cash,  $1  for  a 
doctor's  visit,  $5  for  a  trip  to  a  hospi- 
tal emergency  room.  Hardest  hit  will 
be  Los  Angeles,  both  the  city  and  the 
county,  which  will  get  about  $200 
million  less  than  they  had  hoped  for. 
The  county,  most  populous  in  the 
U.S.,  will  trim  7,000  names  from  its 
78,000-employee  payroll  (about  3,000 
from  health  services);  the  city  will 
drop  1,500  jobs.  Some  beaches  will 
close  as  lifeguard  ranks  are  thinned  by 
20%  and  the  city  fathers  of  Los  Ange- 
les are  dusting  off  the  politically  ex- 
plosive idea  of  a  $5-a-month  fee  for 
trash  collections.  "We're  beginning  to 
see  what  life  under  Proposition  13  is 
really  like,"  says  Mary  Ann  Graves, 
California's  finance  director.  "It 
won't  be  easy." 


Behind  bars  budgeting 

The  Reagan  budget  drive  misses  noth- 
ing. The  Federal  Bureau  of  Prisons 
wants  to  do  its  bit  by  eliminating  the 
five  free  postage  stamps  per  month 
now  available  to  the  system's  25,700 
inmates.  During  1975  to  1979,  when 
jail  mail  was  free,  the  bureau  says  its 
stamp  bill  for  prisoners  doubled,  from 
$600,000  to  $1.2  million,  and  it  im- 
posed the  five-a-month  limit.  (One 
politically  ambitious  jailbird  helped 
prompt  the  change  by  using  the  free 
mail  to  raise  money  for  his  presiden- 
tial campaign.)  At  the  end  of  this  year, 
if  the  bureau  has  its  way,  free  stamps 
will  be  available  only  to  indigent  in- 
mates who  want  to  write  to  their  law- 
yers about  legal  matters. 


The  wild  blue  yonder 

Judging  by  employment  figures,  the 
aerospace  industry  is  flying  high  and 
headed  even  higher.  The  Aerospace 
Industries  Association  reports  that 
payrolls  have  grown  from  1,032,000  in 
1978  to  1,218,000  today.  The  growth 
was  spurred  mainly  by  defense  spend- 
ing, for  both  planes  and  parts — and 
the  Reagan  Administration  is  only 
now  beginning  to  open  the  till  for 
massive  military  outlays.  The  associ- 
ation projects  an  employment  growth 
rate  for  the  industry  of  1.3%  for  this 
year  and  3.3%  for  1982.  The  mix  has 
also  changed.  Emphasis  on  research 
and  development  has  given  techni- 
cians, scientists  and  engineers  the 
fastest  increases,  production  workers 
the  smallest.  Geographically,  the  Pa- 
cific Coast  still  rules,  hiring  43%  of  all 
aerospace  workers.  New  England  is 
second,  with  14.7%. 


Ever  get  the  feeling  when 
your  work  is  behind,  you're  alone? 


We'll  help  you  catch  up  on  your 
accounting,  bookkeeping  and  edp. 


the  specialized  temporary  service 

•  ALBUQUERQUE  •  ALLENTOWN  •  ATLANTA  •  BALTIMORE  •  BIRMINGHAM  •  BLOOMINGTON  (MN|  •  BOSTON  •  BUFFALO 
CHICAGO  •  CINCINNATI  •  CITY  OF  COMMERCE  (CA)  •  CLAYTON  •  CLEVELAND  ■  CLIFTON  |NJ)  •  COLUMBUS  •  DALLAS 
DAVENPORT  •  DAYTON  •  DENVER  •  DES  MOINES  •  DETROIT  •  FORT  LAUDERDALE  •  FORT  WORTH  •  FRESNO 
GRAND  RAPIDS  •  GREENSBORO  •  HARTFORD  •  HAYWARD  •  HOUSTON  •  INDIANAPOLIS  •  JACKSONVILLE  •  KALAMAZOO 

KANSAS  CITY  •  LEXINGTON  •  LONG  ISLAND  •  LOS  ANGELES  •  LOUISVILLE  •  MEMPHIS  •  MIAMI  •  MILWAUKEE 
MINNEAPOLIS  •  NEW  HOPE  (MN)  •  NEW  ORLEANS  •  NEW  YORK  •  OAK  BROOK  (IL)  •  OMAHA  •  ORANGE  (CA)  •  ORLANDO 
PALO  ALTO  •  PHILADELPHIA  •  PHOENIX  •  PITTSBURGH  •  PORTLAND  •  PROVIDENCE  •  RICHMOND  -SACRAMENTO 
ST  LOUIS  •  ST  PAUL  •  SALT  LAKE  CITY  -  SAN  ANTONIO  •  SAN  FRANCISCO  •  SAN  JOSE  •  SCHAUMBURG  (H  ) 
SEATTLE  •  STAMFORD  (CT)  -  TAMPA  •  TULSA  -  WALNUT  CREEK  (CA)  -  WASHINGTON  D  C  -  WILMINGTON 
CANADA.  CALGARY  •  TORONTO  •  VANCOUVER  •  GREAT  BRITAIN  BIRMINGHAM  •  LONDON 

v  1981  R-H  International,  Inc. 
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Follovv-Ihrough 


The  backyard  brokers 

Brokers  in  such  cities  as  Seattle,  Los 
Angeles  and  Dallas,  Forbes  reported 
nearly  two  years  ago  (Oct.  15,  1979), 
were  turning  impressive  profits  for 
clients  with  small  to  medium  "sec- 
ondary stocks"  based  in  their  own 
backyards.  Their  analysts  knew  fast- 
growing  o-t-c,  Amex  and  small  Big 
Board  companies  overlooked  by  New 
York.  But,  Forbes  cautioned:  "If  the 
market  sours  or  shifts,  will  regionals 
know  when  to  recommend  other 
stocks,  even  the  Dow  industrials?" 
"That's  the  real  test  of  our  ability," 


Foster  &  Marshall's  John  MacKenzie 


Backyards  and  big  time  both  pay. 


said  John  MacKenzie,  research  direc- 
tor at  Seattle's  Foster  &.  Marshall. 

Secondary  stocks  continued  to  do 
well,  but  not  long  afterwards  MacKen- 
zie began  shifting  toward  neglected 
big-capitalization  stocks.  His  "Class 
of  '80"  featured  such  gainers  as  Gen- 
eral Mills,  Transamerica,  Peabody  In- 
ternational and  General  Cinema.  The 
Class  of  '81,  with  the  likes  of  McDon- 
ald's, PepsiCo,  UAL,  Fred  Meyer  and 
Saga  Corp.,  has  performed  impres- 
sively too.  An  investor  who  bought 
Foster  &  Marshall's  June  30,  1980  rec- 
ommended list,  plus  its  stock  picks 
over  the  next  year,  would  have  en- 
joyed a  45%  annualized  appreciation, 
well  above  the  Dow  Jones  industrials' 
12.5%  and  the  Standard  &  Poor's 
500's  14.2%. 

"We've  been  recommending  good, 
solid  growth  companies  for  two 
years,"  MacKenzie  says.  "Last  fall  we 
weren't  in  oil  and  things  were  miser- 
able around  here.  Then  oils  collapsed 
and  growth  stocks  took  off." 


And  now?  MacKenzie  likes  Sperry, 
3M  and  Royal  Dutch  and  is  eyeing  a 
dozen  big-capitalization  stocks  that 
recently  have  been  hammere'd  badly. 
"With  a  little  more  market  squeeze 
we'll  be  pulling  the  trigger  on  those, 
too,  the  Class  of  '82,"  he  says. 

He  is  also  watching  another  game — 
bonds.  "I've  always  felt  like  stocks 
were  the  place  to  be  but  now  I've  got 
to  ask  myself,  'Can  we  definitely  beat 
16%  to  17%  a  year  appreciation?' 
That's  what  corporate  bonds  are  pay- 
ing. I  can't  explain  why  interest  rates 
haven't  fallen,  but  I  think  they  will. 
Bonds  look  mighty  good  right  now." 


The  finicky  bankers 

U.S.  bankers  have  split  personalities, 
Forbes  discovered  three  years  ago 
(Aug.  21,  1978).  Foreign  competitors 
were  cutting  into  their  business  be- 
cause freedom  from  regulatory  stric- 
tures allowed  them  to  set  up  in  the 
U.S.  and  lend  at  lower  rates.  Ameri- 
cans shied  from  .asking  Congress  for 
relief,  in  part  because  as  stalwarts  for 
free  enterprise  they  might  look  awk- 
ward complaining  about  competition, 
in  part  because  they  wanted  other 
boons,  like  interstate  franchising, 
from  Congress.  So  they  left  the  fight 
to  federal  banking  regulators.  At  the 
same  time  the  big  New  York  banks 
were  making  an  allout  effort  to  estab- 
lish "international  banking  facili- 
ties," or  IBFs,  that  would  allow  them 
access  to  the  vast  Eurodollar  market 
with  the  same  freewheeling  style  pos- 
sible in  such  money  havens  as  Lon- 
don, Hong  Kong,  Nassau  and  the  Cay- 
man Islands. 

Since  then  new  laws  have  cut  down 
competitive  advantages  of  the  foreign 
invaders.  Also,  this  spring  the  Federal 
Reserve  finally  relented,  permitting 
IBFs  to  operate  without  reserve  re- 
quirements and  interest  rate  ceilings. 
So  are  the  bankers  happy?  No,  not 
even  New  Yorkers  who  first  pitched 
the  IBF  idea  to  the  Fed  and  lobbied 
hard  through  their  New  York  Clearing 
House  Association. 

The  bankers  complain  that  the  Fed 
didn't  go  far  enough.  They  oppose  the 
Fed-imposed  two-day  minimum  ma- 
turity on  time  deposits  of  nonbank 
IBF  customers,  and  the  Federal  Depos- 
it Insurance  Corp.'s  decision  that  IBF 
deposits  be  insured.  The  maturity 
rule,  says  Richard  Aspinwall,  a  Chase 
Manhattan  vice  president,  will  make 
funds  less  accessible  than  he  would 
like.  The  FDIC  rule,  in  his  view,  will 
"add  eight  basis  points  to  the  cost  of 


maintaining  deposits  in  these  facili 
ties.  And  Eurodollars  move  for  a  verj 
small  number  of  basis  points,  at 
eighth  or  a  sixteenth  sometimes." 

While  Wall  Street  money  men  voic 
those  complaints,  competitors  acros 
the  Hudson  gripe  that  they  can't  evei 
get  into  the  New  York  market.  Bank 
ers  in  California,  Chicago  and  Boston 
for  example,  note  that  their  Edge  Ac 
subsidiaries,  which  deal  in  Eurodollar 
in  wholesale  lots,  must  operati 
through  New  York's  Clearing  Hous< 
for  Interbank  Payments  Systerr 
(CHIPS).  They  feel  hampered  because 
under  CHIPS  rules,  any  custome 
with  less  than  $250  million  in  capita 
(which  means  Edge  Acts)  must  pro 
duce  a  letter  of  support  from  its  paren 
institution.  John  Lee,  an  executive 
vice  president  of  the  Clearing  House 
(which  is  owned  by  12  New  Yorli 
banks),  retorts  that  "they  are  com 
plaining  in  all  sorts  of  ways  because 
we  have  asked  them  to  show  financia. 
responsibility  and  their  parents  havt 
objected. " 

From  Chicago,  Robert  Walker,  c 
vice  president  of  Continental  Illinois, 
says  angrily  that  Continental's  Edge 
Act,  second-biggest  in  the  country 
with  $70  million  in  capital,  "is  not  ail 
effective  vehicle  for  the  IBF."  He  and 
other  non-New  Yorkers  suspect  theii 
brethren  on  Wall  Street  want  to  keep 
the  IBFs  a  Big  Apple  enterprise.  They 
are  dickering  with  the  Clearing  House 
to  find  a  way  to  use  a  parent  bank's 
full  balance  sheet  and  thus  avoid  the 
letter-from-mother  problem. 

Despite  the  brouhaha,  Chase's 
Aspinwall  thinks  the  arrival  of  the  IBF 
this  winter  will  mean  "most  banks 
that  are  involved  in  international  fi- 
nance and  many  that  have  not  been 
extensively  would  move  ahead  aggres- 
sively." He  grants  it  is  too  early  to  tell 
how  aggressive  even  his  own  bank 
will  be  to  bring  offshore  business  toi 
New  York,  but  he  thinks  "a  fairly 
sizable  amount  of  the  Caribbean- 
booked  business  would  end  up  here, 
and  over  time  we  would  improve  our1 
market  share  relative  to  Singapore 
and  Bahrain."  The  Clearing  House  is 
more  specific.  Within  two  years,  John 
Lee  figures,  $200  billion  of  the  more 
than  $600  billion  Eurodollar  market 
will  move  to  New  York,  most  of  it 
shifting  from  the  Caribbean. 

But,  demonstrating  that  the  split 
personality  persists,  most  U.S.  banks 
plan  to  keep  the  branches  they  have 
under  the  palm  trees.  Why?  Because 
enough  of  their  clients  prefer  that 
freestyle  regulatory  (or,  more  exactly, 
nonregulatory)  environment  and  the 
privacy  it  affords. 
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American  know-how 
s  alive  and  well  at 
tackwell  International 

■econds  before  "Columbia,"  the  world's  first 
^usable  spaceship,  touched  down  in  California, 
louston  Control  radioed:  "Prepare  for  exhilaration!" 

America  was  ready.  Ready  to  assume  the 
'orld's  leadership  role  in  space  technology  once 
gain.  Ready  for  the  exhilaration  of  a  pride  in 
ccomplishment  that  makes  a  nation  stand  tall. 

And  we  were  ready:  Rockwell  International. 

Our  Space  Division  is  prime  contractor  to 
JASA  for  the  Shuttle  orbiter  —  the  most  complex 
ying  machine  ever  built.  Our  Rocketdyne  Division 
uilds  the  main  engines  —  the  first  reusable  engines  to 
o  into  space.  And  we  assist  NASA  in  the  integration 
f  the  entire  Space  Transportation  System  — 
oordinating  the  efforts  of  50,000  people  in  many 
ompanies  advancing  the  frontiers  of  many 
ichnologies. 

Our  achievements  in  space  and  aircraft 
evelopment  demonstrate  the  high  technology  you'll 
nd  in  the  businesses  of  Rockwell  International. 

We've  made  it  our  policy  to  work  at  the 
:ading  edge  of  technology.  In  our  four  major  business 
reas  —  Aerospace,  Electronics,  Automotive  and 
jeneral  Industries  —  we  create  technologies  in 
verything  from  supersonic  aircraft  and  million-mile 
uck  axles  to  sophisticated  offset  printing  presses, 
usiness  telecommunication  systems  for  the  office  of 
le  future  and  electronic  products  and  systems  for 
lajor  strategic  programs. 

More  than  that,  we've  developed  systems  to 
\anage  these  technologies  that  are  as  advanced  as  the 
ichnologies  themselves. 

We've  put  the  right  engineering  and 
lanufacturing  teams  together  with  the  right 
lanagement,  and  then  added  a  dose  of  something 
nique  to  this  country:  good  old  American  know-how. 

It's  alive  and  well  at  Rockwell  International. 


Rockwell  International 

...where  science  gets  down  to  business 

Automotive  /Aerospace 
Electronics /General  Industries 


Not 

You're  an  executive.  There's  a  lot  riding  on 
you.  And  when  you  make  a  decision,  you  have 
to  be  fast  and  you  have  to  be  right.  There's  no 
room  for  guesswork,  and  intuition  alone  is 
undependable. 

Tb  make  those  accurate,  level-headed  deci- 
si«  his,  you  have  to  analyze  subtle  shades  of  complex 
information.  Tb  that  end,  we  offer  the  IBM  3279 
Color  Display  and  a  package  of  graphic  programs. 


all  business  de< 

As  more  and  more  executives  are  discove 
the  IBM  3279  can  help  provide  perspecti\ 
monochrome  terminal  can't.  With  its  abilit 
highlight  elements  through  color  and  grap 
the  IBM  3279  helps  to  distinguish  the  reli 
importance  of  data. 

Color  makes  it  easier  to  pinpoint  and  as 
data  on  a  crowded  screen-a  feature  espeo 
helpful  when  working  with  changing,  complic 


is  are  black  and  white 


mation  such  as  in  product  cost  analysis, 
he  IRM  3279  Color  Terminal.  It's  an  execu- 
decision-making  tool,  designed  to  help  in- 
fe  your  productivity,  and  the  productivity  of 
e  people  in  your  company  who  use  it. 


If  you  agree  with  our  case  for  color,  wouldn't  it 
be  a  good  decision  for  you  to  try  the  IBM  3279? 

For  more  information  or  a  demonstration,  in 
living  color,  of  course,  call  800-431-2670.  In  New 
York,  call  800-942-1918. 


way  we  put  it  all  together  is  what  sets  us  apart.  =  = 


Data  Processing  Division 


Made  in  Brazil 

A  phrase  growing 
more  familiar  with  every 
passing  year. 


If  you  ever  travel  throughout 
France,  take  notice  of  the  various  aircraft 
soaring  through  the  sky.  Besides  the  Mirage  and 
Concorde,  you're  sure  to  see  the  Bandeirante, 
the  airplane  Brazil  exports  to  countries 
spanning  the  globe. 

On  your  next  visit  to  Italy,  stop  to  admire 
the  household  appliances  featured  in  the 
shop  windows. Many  are  Brazilian  made. 
In  the  United  States,  quality  Brazilian 
footwear  has  long  enjoyed  great  popularity 

With  every  passing  year,  Brazilian 
products  and  technology  become  better 
known  throughout  the  world.  And  we're 
talking  about  everything  from  toys  to 
ships,  from  textiles  to  medical 
equipment  and  hospital  supplies. 
In  1980 alone,  Brazil  exported  20 -billion 
dollars  w  orth  of  goods. 

It's  purely  a  question  of  quality  and 
ability,  virtues  that  Brazil  is  proud  to 
acknow  ledge  in  both  its  products 
and  technology. 

It  is  only  natural  that  a  young 
country  with  an  average  annual 
growth  rate  of  6.6.%, and  a  Gross 
National  Product  of  208.1  billion 
dollars  should  take  considerable 
pride  in  all  that  it  produces. 


Readers  Say 


Two  to  marry 

Sir:  2.4  million  marriages  were  re- 
ferred to  as  2.4  million  people  getting 
married  ("The  high  cost  of  loving," 
June  22). 
—Barbara  Tober 
Editor-in-Chief, 
Bride's 

New  York,  NY. 

Oops!  It  still  takes  two  to  marry.  — Ed. 


Genuis  or  crank? 

Sir:  Redistribution  of  capital  as  pro- 
posed by  Louis  Kelso  ("An  idea  whose 
time  has  comeV  July  20)  is  going  to 
hurt  our  economy.  The  unequal  distri- 
bution of  wealth  is  connected  with 
the  unequal  distribution  of  talent.  Pro- 
ductive assets  will  be  given  to  ama- 
teurs to  administer.  Economic  leader- 
ship will  simply  pass  to  other  nations 
that  are  more  concerned  with  results 
than  with  cosmetics. 
— Andrejs  Baidins 
Wilmington,  Del. 

Sir:  Kelso  is  the  long-missing  theory 
of  capitalism,  one  that  works  for  the 
capital-less  majority  as  well  as  for  the 
rich  minority. 

—William  E  Chatlos 
Chatlos  &  Co. 
N.  Caldwell,  N.J 

Sir:  The  original  title  of  Kelso's  book 
was  How  to  Turn  Eighty  Million  Workers 
into  Capitalists  on  Borrowed  Money .  His 
theory  embraces  little  more  than  con- 
ventional leveraging  coupled  with  a 
tax  subsidy  to  implement  it. 
— E.G.  Doernhoefer 
Winter  Park,  Fla. 

Sir:  I  was  pleased  to  see  your  review 
of  our  book,  Everybody's  Business,  the 
Irreverent  Guide  to  Corporate  America , 
run  in  the  same  issue  with  the  take- 
out on  my  friend  Louis  Kelso.  His  is  a 
voice  that  should  have  been  heeded 
long  ago,  except  that  obtuse  econo- 
mists are  jealous  of  their  prerogatives. 
— Milton  Moskowitz 
Mill  Valley,  Calif 


They'll  make  theirs 

Sir:  Before  you  worry  about  whether 
the  insurance  companies  will  make  a 
profit  on  universal  life  insurance  poli- 
cies (July  20),  consider  the  fact  that 
these  are  open-ended  contracts.  There 


is  no  guarantee  of  either  the  annual 
cost  of  insurance  protection  or  the 
rate  of  return. 

I'd  worry  about  the  consumer  giv- 
ing up  a  solid  ordinary  life  policy  for 
something  that  may  not  look  so  great 
a  few  years  from  now. 
— Robert  L  Hirschberg 
Lansing,  III 


Men  and  abortion 

Sir:  Re  the  letters  in  Readers  Say  (Aug. 
3)  responding  to  "Abortion."  Does  it 
not  strike  you  as  rather  odd  that  each 
negative  comment  on  this  issue  was 
so  vehemently  expressed  by  a  man? 
— Silvia  Nachman 
Narberth,  Retina 


Oil  not  the  villain 

Sir:  In  your  "Good-bye  to  Inflation" 
(Aug.  3),  you  conclude  that  "oil-in- 
duced inflation  is  dead."  There  has 
never  been  such  a  thing  as  oil-induced 
inflation.  Inflation  has  been  the  result 
of  easy  monetary  policies.  It  is  now 
edging  downwards  not  because  OPEC 
is  losing  its  power,  but  as  a  result  of  a 
tight  monetary  policy. 
— Gilbert  Zananiri 
Washington,  D  C 


Militant  questions 

Sir:  You  use  the  adjective  "militant" 
to  describe  the  National  Organization 
for  Women  in  your  piece  "Women  at 
war"  (Trends,  July  20).  Is  an  organiza- 
tion to  be  considered  "militant"  if  it 
is  working  to  end  sex  discrimination 
in  insurance  rates?  Is  Aetna  Life  & 
Casualty  to  be  considered  "militant" 
because  it  too  feels  that  men  and 
women  have  been  the  recipients  of 
discriminatory  rates  and  has  revised 
its  rate  policy? 
— Karyn  L.  Rose 
New  York,  NY. 

Sir:  Should  we  women  run  out  and 
drive  our  automobiles  into  sign  posts 
so  that  we  can  be  "equal"  with  men  in 
paying  the  higher  insurance  rates? 

— M.  Kay  Burgess 
Cookevil/e,  Tenn. 


Right  figures 

Sir:  Your  article  of  July  6,  "The 
growth  industry's  growth  industry," 
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Gould 
electronics  moves 
the  fully  automated 
factory  one  step 
closer  to  reality. 


A  big  boost  for  productivity. 

The  link  between  computers,  program- 
mable controllers,  and  terminals  is  what 
makes  the  automated 
factory  a  reality.  And 
Gould  has  put  its  elec- 
tronics capabilities  to 
work  to  make  this  link 
possible. 

We  manufacture  the 
32-bit  minicomputer,  the 
data-collection  computer, 
the  programmable 
controllers,  the  motor  controls.  And  now 
we've  created  the  Modway  high-speed 
communications  system  to  provide  the 
interconnect  and  make  the  system  work. 

Modway  allows  the  components  of  the 
truly  automated  factory  to  "talk"  with  each 
other,  using  a  variety  of  media  such  as 
coaxial  cables,  cable  television,  micro- 
waves and  satellites. 

What  results  is  a  real-time,  plant-wide 
system  that  connects  measurement, 


control,  data  processing  and  production 
equipment  in  a  way  that  serves  to  increase 
productivity  to  the  maximum  extent. 

The  Gould  electronic 
"building  block"  strategy. 
Gould  focuses  on  the 
electronic  products  that 
harness  the  power  of 
technology.  And  we're 
concentrating  on  those 
areas  where  technology 
has  great  impact:  mini- 
computers, factory  auto- 
mation, test  and  measurement  equipment, 
medical  instrumentation,  undersea 
defense,  and  copper  foil. 

Our  new  Modway  system  fits  directly 
into  this  strategy.  Especially  as  it  affects 
the  viability  of  factory  automation.  If  you'd 
like  to  know  more  about  our  strategy  and 
the  building  blocks  that  go  into  it,  please 
write  Gould  Inc.,  Department  G-4, 
10  Gould  Center,  Rolling  Meadows, 
Illinois  60008. 


■>  GOULD 

An  Electrical  I  Electronics  Company 


Wilshire  Blvd.  and  Rodeo  Dr  •  Beverly  Hills,  Calif.  90212 

(213)275-4282  800-421-4354  In  California  800-282-4804 
Represented  by  HRI  The  Leading  Hotels of  the  World  Member  of  the  Preferred  Hotels  Association 


has  statistics  about  McDonnell  Doug- 
las Automation  Company.  The  "rev- 
enues (millions)"  figure  should  have 
been  $179.7;  "as  %  of  total  revenues" 
should  have  been  3%;  "%  change  in 
revenues  1979-80"  should  have  been 
+  19.3  (not  -21.9). 
— R.L.  Harmon 
Executive  VP-Commercial, 
McDonnell  Douglas  Automation  Co. 
St.  Louis,  Mo. 


Make  better  use  of  people 

Sir:  Re  "The  myth  of  the  lazy  Ameri- 
can" (July  6).  Too  many  workers  are 
trapped  in  jobs  that  underutilize  their 
capabilities  and  deny  them  from  hav- 
ing a  say  in  how  they  will  accomplish 
their  work.  More  and  more  compa- 
nies are  asking  for  and  implementing 
suggestions  made  by  employees.  In  a 
very  real  sense,  employees  are  asking 
to  be  more  productive. 
— Roy  W.  Walters 
Mahwah,  N.J. 


Great  minds 

Sir:  It's  always  exciting  when  Forbes 
writes  up  a  company  I  happen  to  own  a 
few  shares  in — great  minds  think 
alike — but  imagine  how  delighted  I  was 
to  see  Randy  Green's  "Lawnmower," 
which  hangs  in  my  foyer,  smack  in  the 
middle  of  Fact  and  Comment  (July  20). 
I've  very  much  enjoyed  giving  Randy  a 
little  boost  over  the  years  (he  had  just 
two  dyes  and  some  slides  when  he  first 
came  by  to  ask  for  advice). 
— Andrew  Tobias 
New  York,  N  Y. 


Kevlar  jackets 

Sir:  Where  did  you  get  your  "Kev- 
lared"  riding  jacket,  the  kind  you  gave 
to  President  Reagan  (Fact  and  Com- 
ment, June  22)1  As  one  who  commutes 
daily  by  motorcycle  on  southern  Cali- 
fornia freeways,  your  comments  on 
riding  protection  got  my  immediate 
attention.  In  my  35+  years  of  riding 
I've  had  a  "get-off"  or  two  and  suf- 
fered some  leather-lessened  roadrash 
therefrom. 
— Herbert  Hoover  III 
Los  Angeles,  Calif. 

Write  Point  Blank  Body  Armor  Co., 
784  Merrick  Road,  Baldwin,  NY  11510. 
(516)  223-4044.  — MSF 


The  Bronco  Buster 

Frederic  Remington's 
first  and  most  dynamic  bronze 


Cast  full  size 
to  the  exacting 
details  of  the  original. 
Each  bronze  hand  made 
and  hand  finished 
to  completion  with 
its  quality  guaranteed. 
All  orders  bonded  and 
insured  ninety  days  to  guarantee 
your  unconditional  refund. 

Limited  Edition 
Offering  Price -$2,000 


To  discuss  The  Bronco  Buster 

or  other  exciting  Remington  bronzes, 

contact: 

Americana 

house  af  fine  arts. ltd. 

One  Bunker  Hill 
601  West  Fifth  Street 
Los  Angeles,  California  90017 
Telephone:  800-421-8033  213-623-1083 
Major  Credit  Cards  Honored 
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"With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


CRITICS  OF  REAGAN'S  TAX  CUTS  MAKE 

a  big  point  of  their  belief  that  more  of  the  cuts  will  go  to  come  investment  funds.  Don't  these  cluck-ers  know  that 
reducing  personal  debts  than  into  the  savings  from  which    debt  reduction  is  a  consequential  form  of  savings? 

THAT  KANSAS  CITT  HOTEL  HORROR 


shouldn't,  mustn't  lower  the  boom  on  the  great  lift  to 
human  spirits  that's  being  provided  by  the  most  imagina- 
tive architecture  since  the  cathedrals  of  the  Middle  Ages 
lofted  their  spires  skyward. 

By  pioneering  in  the  use  of  inspiring,  bold  new  archi- 
tecture, the  Pritzkers'  Hyatt  Hotels  have  made  a  contri- 
bution vastly  greater  than  just  the  sums  added  to  their 
balance  sheet.  By  including  the  sky  in  their  lobby;  by 
making  it  possible  to  look  out  of  and  at  elevators;  by 


the  use  of  water  walls  and  falls  and  such,  these  exciting 
interiors  lift  eyes  and  spirits  as  well  as  bodies.  They 
create  awareness  of  architecture  and  the  art  in  it — 
when  there  is  some.  It  reminds  us  anew  of  the  beauty 
of  some  things  made  by  man. 

Those  responsible  for  the  failure  of  the  arithmetic  on 
stress  and  structure  will  have  heavy  penalties  to  pay.  But 
one  of  them  shouldn't,  mustn't  be  this  dramatic  new 
architecture  itself. 


MUCH  IS  MADE  OF  WHERE  MUCH  OF  ISRAEL'S  ARMS 

comes  from.  But  why  do  those  same  outraged  sources  rarely  mention  where  the  rock- 
ets and  sophisticated  arms  of  the  PLO  and  the  Syrians  and  the  Libyans  come  from? 


HISTORY 

Do  you  remember  that  the  defense  of  South  Korea 
from  the  North's  invasion  in  1950  became  a  United 
Nations  responsibility  by  vote  of  the  Security  Council? 
It  called  upon  member  nations  to  "render  such  assis- 
tance to  the  Republic  of  Korea  as  may  be  necessary  to 
repel  the  armed  attack  and  to  restore  international 
peace  and  security  to  the  area." 

With  Russia  a  member  of  the  Security  Council,  how 
come  that  resolution  wasn't  vetoed? 

Because  the  U.S.S.R.  was  boycotting  the  Council  at  the 
time,  due  to  the  U.N.'s  refusal  to  seat  Communist  China. 

Years  later,  North  Vietnam,  with  heavy  Chinese  and 
Russian  support,  invades  South  Vietnam.  The  U.S.,  fearing 
the  domino  effect  of  Red  victory  in  Indochina,  gets  in- 
volved. Not  long  after  North  Vietnam  forces  U.S.  with- 
drawal, China  invades  that  "arrogant,  expansionist  coun- 


IS  IRONY 

try  to  teach  them  a  lesson."  Subsequently,  China— along 
with  the  U.S. — extends  full  backing  to  the  Thais  after  the 
Red  Viets  overrun  bloody  Pol's  Cambodia. 

Thus,  China  invades  the  country  we  tried  to  save 
from  her — so  she  can  save  our  former  ally  from  her 
former  ally. 

So  who  and  where  are  these  crystal-balling  foreign  policy 
geniuses  that  critics  would  have  produce  a  "comprehen- 
sive and  consistent"  foreign  policy?  Historically,  in  foreign 
affairs  the  Blueprinters  look  the  bigger  fools  far  sooner 
than  do  the  pragmatists. 

The  goal  of  peace  and  security  for  the  U.S.  and  the  Free 
World  is  achieved  through  strength  and  flexibility,  not  a 
Maginot  Line-like  adherence  on  an  everyday  basis  to  im- 
possible-to-conceive  guidelines  inflexibly  covering  every 
possibility. 
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GOLD  AIN'T  GONNA  REBOUND 

to  anything  like  its  former  heights,  because  some  of  the  dards  without  lowering  prices  of  their  overpriced  barrels, 
major  goldbuggers  are  OPEC  folk.  Middle  East  and  North  African  Oilers  are  beginning  to 

To  maintain  their  newly  accustomed,  super  Living  Stan-    sheikh  loose  their  gilt  hoards. 

ONE  OF  THESE 
ADS  REALLY 
SELLS  THE  SIZZLE 

As  per  that  famous  observation  about 
"selling  the  sizzle,  not  the  steak,"  so 
too  with  perfume.  And  this  Gemin- 
esse  message  is  the  essence  of  effec- 
tive advertising. 

But  what's  with  that  Smirnoff 
scene?  The  vodka  illustration  might 
sell  swimsuits,  but  who  drinks  doing 
pushups?  Or  drinks  in  a  sauna?  Do 
you  get  any  connection  'twixt  product 
and  these  two? 

WHEN  INTRODUCING  SOVIET  U.N.  AMBASSADOR  TROTANOVSKT 

to  a  small  "U.N.  We  Believe"  luncheon  conference  some  why.  "Because  it  has  the  shortest  history  and  she  figured  it 

time  ago,  presiding  officer  Roger  Enloe  mentioned  that  the  would  thus  be  an  easier  course,"  said  he. 

ambassador's  daughter  had  studied  U.S.  history.  In  the  One  might  add,  though,  that  it's  considerably  longer 

ensuing  discussions,  Ambassador  Troyanovsky  was  asked  than  the  history  of  communism. 


IN  TON  BONNY  SCOTLAND, 

and,  while  not  getting  to  Loch  Lomond,  we  did  motorcycle 
the  length  of  Loch  Ness  [below)  and  saw  more  Ness-y 
monsters  than  anyone  could  photograph — every  gift  shop 
is  afloat  in  'em. 

Not  since  the  Thirties,  when  as  a  family  we  used  to  tour 
this  land  of  our  father,  have  I  followed  the  roads  to  where 
he  was  born,  schooled  and  apprenticed  as  a  printer's  devil 
in  Dundee. 

In  those  days,  touring  by  car,  my  brothers  and  I  little 
noted  nor  long  remembered  the  scenery.  The  good  times 
were  with  aunts,  uncles  and  cousins.  Swimming  in  the 
North  Sea,  north  of  that  Forbes  Clan  hub,  Aberdeen,  was  a 
cold  challenge  we  seldom  met.  We  settled  for  building 
castles  in  the  sand,  while  my  father  relished  challenging 


WE  TOOK  THE  HIGH  ROAD 

the  golf  courses  that  had  been  so  totally  remote  from  his 
arduous  youth. 

Allowing  for  our  born  predisposition  for  the  beautiful 
misty  moors  of  Scotland's  Highlands,  I'll  guarantee 
you'll  seldom  enjoy  a  more  stunning  ride  than  that 
going  from  Dundee  over  the  rolling,  sometimes  craggy 
mountains,  passing  Balmoral  Castle  on  the  road  to  In- 
verness. While  there  are  not  so  many  Scotsmen  to  be 
seen  along  the  less  improved  roadways  we  preferred, 
the  sheep  whose  wool  is  world-famed  still  abound. 
When  one  mothersuch  dashed  across  in  front  of  me,  a 
moment  of  near  disaster  instantly  followed  as  her  un- 
seen bah-bah-ing  youngster  followed  seconds  later.  The 
meeting  of  my  motorcycle's  front  wheel  with  her  hide 

was  such  a  near 
thing  that  the  tire 
caught  some  tufts 
of  baby  wool. 

While  some  of  us 
may  have  been  in 
Scotland  afore  ye,  if 
you  can  go  any- 
where, include  truly 
Bonny  Scotland. 


20 


FORBES,  AUGUST  17,  1981 


IN  PRE  FEE  DAYS,  FORMER  PRESIDENTS  FOUND  SPEECHIFYING  GRIM 

These  days  ex-U.S.  Presidents  make  bucks  by  the  poor  companion  just  now  for  I  was  never  so  blue  and 
bucketful  addressing  breakfasts,  luncheons,  dinners  and    depressed  in  my  life.  My  time  is  all  taken  up  and  my 


in-between  sessions  at  all  sorts  and 
sizes  of  gatherings.  The  prestige 
accrued  more  often  than  the 
speech  spewed  is  what  commands 
the  price. 

But  it  didn't  used  to  be  like  that, 
as  we're  reminded  in  reading  this 

(Forbes  Collection)  letter  from  Grover  Cleveland  to  his 
good  friend,  then  editor  of  the  Philadelphia  Ledger. 

"It  was  very  kind  of  you  to  think  of  me  in  connection 
with  your  proposed  fishing  trip.  I  am  afraid  I  would  be  but  a 


existence  made  miserable  by  per- 
sonal importunities  and  letters  urg- 
ing me  to  aid  public  dinners  and 
make  speeches  and  deliver  address- 
es on  all  sorts  of  topics  and  at  all 
sorts  of  meetings.  I  don't  seem  to 
get  the  cursed  Washington  twist 
out  of  me  and  I  expect  I  am  not  very  well  fortified  to  resist 
vexations." 

In  Grover's  day  big  talk-fees  were  not  the  custom,  or 
they  might  have  salved  his  vexation  a  mite. 


WHY  DO  WE  ALWAYS  TALK  LOUDER 

when  it's  an  overseas  phone  call — and  pidgin  our  En- 
glish when  we're  abroad  and  can't  speak  the  language? 


TOO  MUCH  SUNT  AN 

is  a  sign  of  too  little  sense. 


BLAZING  SPORTSCOATS 

are  for  when  the  sun  is. 


REAGAN'S  ACHILLES'  HEEL 


By  M.S.  Forbes  Jr. 


Perhaps  because  of  the  tax  and 
budget  battles,  congressional  Re- 
publicans have  yet  to  focus  on  the 
Federal  Reserve  and  the  monetar- 
ism it  is  now  practicing  at  the  urg- 
ing of  the  Reagan  Administration. 
That  inattention  had  better  change. 
If  the  monetarists  trigger  a  credit 
crunch,  Democrats  may  well  tar  the 
GOP  with  the  Thatcher  brush,  ask- 
ing voters  in  next  year's  elections: 
"Are  you  better  off  economically 
than  you  were  two  years  ago?" 

There  are  two  fundamental  flaws 
to  monetarism.  The  first  is  that, 
thanks  to  the  proliferation  of  new 
financial  instruments  such  as  mon- 
ey market  funds,  there  is  no  consis- 
tently reliable  measure  of  money  to 
use  as  a  target.  The  popular  M1B 
money  supply  number,  so  eagerly 
awaited  each  Friday,  does  not  in- 
clude money  market  funds,  which 
now  have  assets  of  $136  billion.  Nor 
does  it  include  other  newfangled  fi- 
nancial innovations,  such  as  so- 
called  retail  repos,  several  billion 
dollars  of  which  have  been  issued 
by  S&Ls,  and  high-yielding  certifi- 
cates of  deposit  with  check-writing 
privileges.  The  growing  number  of 
these  innovations  is  why  the  Fed 
and  monetarists  must  repeatedly 


redefine  their  money  yardsticks. 

And  second,  there  is  no  strong, 
long-term  correlation  between  a 
measure  of  money  and  the  perfor- 
mance of  an  economy  or  its  rate  of 
inflation. 

During  the  1970s,  for  example, 
the  money  supply  of  Switzerland 
and  Germany  sometimes  greatly 
exceeded  that  of  the  U.S.,  yet  both 
countries  had  inflation  rates  only  a 
fraction  of  our  own.  Reason:  In 
those  days,  deutsche  marks  and 
Swiss  francs  were  highly  desirable 
currencies.  Supply  grew,  but  it  was 
triggered  by  demand.  Going  back  in 
history,  when  Germany  suddenly 
ended  its  catastrophic  inflation  and 
stabilized  prices  in  late  1923,  the 
money  supply  continued  to  balloon 
for  months  thereafter — contrary  to 
monetarist  dogma. 

Conflicting  Signals 

The  Fed  can  influence  money 
supply — though  not  always  in  ways 
intended — but  it  cannot  control  it. 
The  monetary  base  (bank  reserves 
plus  currency  in  circulation)  and 
M1B  show  the  Fed  is  tight;  M2,  a 
little  looser;  and  M3,  rather  expan- 
sive. Yet  on  the  basis  of  these  less 
than  perfect,  often  contradictory 
signals,  the  Fed  intervenes  in  the 
financial  markets  every  day. 


Much  of  the  confusion  about  the 
Ms  arises  because  economists  still 
try  to  make  a  distinction  between 
what  they  call  "transaction  mon- 
ey" and  savings.  In  simpler  days, 
transaction  money  would  be  cash 
and  your  checking  account;  sav- 
ings, what  you  socked  away  for  the 
future.  Too  much  transaction  mon- 
ey would  mean  more  inflation. 

But  today  it  is  impossible  to  ac- 
curately label  what  is  transaction 
money  and  what  is  savings.  For 
instance,  if  you  transferred  $1,000 
from  your  checking  account  to  a 
money  market  fund — on  which  you 
can  write  checks — your  move 
would  reduce  M1B  and  monetarists 
would  applaud.  Yet  the  money  is 
still  at  your  fingertips  and  can  still 
be  used  for  current  transactions.  Of 
the  $136  billion  in  money  funds, 
how  much  is  savings,  how  much  is 
transaction  money? 

The  upshot  is  that  credit  in  the 
economy  could  be  contracting  at 
the  same  time  money  supply  num- 
bers could  be  growing. 

Though  they  may  not  know  it,  our 
central  bank  and  the  Administra- 
tion's monetarists  are  flying  blind. 
Republicans  in  both  Congress  and 
the  White  House  had  better  take 
note,  or  they  could  find  themselves 
with  serious  political  problems. 
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Other  Comments 

( Iften  comments  hy  others  stimulate,  irritate, 
abuse  or  amuse  this  editor  's  mind. -MSI 


Myths  about  Childhood 

The  only  thing  any  child  desires  is 
the  unconditioned  love  of  his  par- 
ents. This  is  sheer,  self-serving  arro- 
gance on  the  part  of  mothers  and  fa- 
thers. Most  babies,  in  fact,  want  noth- 
ing more  than  a  comfortable  income 
and  some  decently  tailored  clothing. 
Studies  have  shown  they  only  grudg- 
ingly tolerate  the  fondles  and  coos, 
figuring  their  parents  are  the  only  peo- 
ple they  know  well  who  might  put 
them  in  touch  with  a  good  broker. 

— The  Real  Thing. 
by  Kurt  Andersen 

Commies  Wish  It  Were  So 

Too  many  Americans  are  inclined 
to  think  of  Communism  as  a  strong, 
united,  magnetic  movement  when  in 
fact  it's  a  fragmented  and  discredited 
ideology  that  survives,  if  at  all,  in  our 
cold  war  vocabulary  and  in  the  slo- 
gans used  in  so-called  socialist  coun- 
tries to  justify  any  action  by  a  class  of 
privileged  bureaucrats  to  maintain 
their  power. 

—William  Attwood,  GEO 

$700  Billion  Scrimp 

In  the  previous  four  years,  federal 
spending  increased  more  than  the  en- 
tire size  of  the  federal  budget  as  re- 
cently as  1974.  It  took  198  years  to 
reach  $250  billion  and  it  only  took 


four  years  to  increase  the  budget  by 
that  much.  Can  we  really  cut  federal 
spending  by  $50  billion  next  year,  by 
$80  billion  in  1983  and  by  more  than 
$100  billion  in  1984?  Unequivocally, 
yes.  If  it  is  impossible  for  this  great 
array  of  federal  agencies,  and  pro- 
grams, and  bureaus,  and  offices,  to 
scrimp,  and  to  diet,  and  to  tighten 
their  belts  and  still  not  be  able  to  live 
on  $700  billion  next  year  then  there  is 
something  fundamentally  wrong.  I  be- 
lieve they  can  live  on  $700  billion! 

— David  Stockman,  Director, 
Office  of  Management  and  Budget 

Hunt's  Unhumble  Homes 

Richard  Morris  Hunt  was  certainly 
the  most  popular  architect  of  his  day 
and  very  probably  the  most  famous. 
He  knew  "everybody  who  was  any- 
body" among  the  vastly  rich  of  the 
eastern  seaboard  (the  Vanderbilts,  As- 
tors  and  Goelets,  for  instance)  in  the 
last  half  of  his  century,  and  they  vied 
for  his  friendship  and  the  skill  of  his 
pencil  as  though  he  provided  pass- 
ports to  immortality.  He  became  in 
his  later  years  the  "dean  of  American 
architecture,"  the  sort  of  epithet  re- 
served for  the  revered  as  they  grow  old 
and  have  been  overtaken  by  events  or 
by  fashion.  His  business  was  not  un- 
like that  of  Ben  Sonnenberg,  the  late 
publicist  and  collector,  who  said,  "My 
job  is  to  put  little  men  on  big  pedes- 


tals." Hunt's  pedestals  were  magnifi- 
cent, and  if  his  tongue  was  in  his 
cheek,  he  did  not  let  it  show. 

— Russell  Lynes, 
Architectural  Digest 

Chinese  Plant  Nerves 

Chinese  factory  management  to- 
day has  unfortunately  been  the  fre- 
quent victim  of  abuses  of  political 
extremism,  deprivation  of  financial 
resources,  and  constricting  ideology. 
Buffeted  by  these  forces,  Chinese 
managers  are  sometimes  cautious 
and  conservative,  poorly  informed 
and  inflexible.  The  consequences  are 
shoddy  product  quality,  inefficient  fi- 
nancial deployment,  and  suboptimal 
production  performance.  .  .  . 

Record-keeping  is  almost  an  art.  Re- 
ports are  all  done  by  hand,  drawn  up  in 
triplicate.  Analyzing  performance  and 
tracking  down  records  inevitably  re- 
quires a  cumbersome  search  through 
rumpled  reams  of  fragile  sheets  covered 
with  small  hand-written  numbers. 

— Thomas  H.  Pyle, 
China  Business  Review 


An  economist  is  a  man  who 
would  marry  Farrah  Faw- 
cettjbr  her  money. 

—economist  Robert  KoLson 


The  Sweat  band  Stomp 

Why  don't  sweatbands  absorb  sweat 
anymore?  "Because  the  price  of  cotton 
is  so  high  we  can't  use  as  much  as  we 
used  to,"  said  Bob  Willis,  president  of 
All-Star  Knitwear,  Inc.,  of  Griffin,  Ga. 
"We  make  our  bands  as  wide  as  before, 
but  we  use  lighter  yarn  and  a  looser 
weave.  They  don't  work  as  well." 

Mr.  Willis,  a  friendly  sort,  explained 
that  it  would  cost  only  a  few  cents  a 
band  more  to  make  them  as  absorbent 
as  they  once  were,  but  his  is  a  com- 
petitive business  and  price  is  of  the 
essence.  "Heck,  if  I'd  raise  my  prices 
even  a  little  bit,  my  customers  would 
stomp  me.  I  sure  don't  need  that." 
.  — Frederick  Klein,  "On  Sports," 
Wall  Street  fournal 

Hard  to  Tell 

When  Mr.  Spencer  Tracy  asked 
Miss  Katharine  Hepburn  what  she  no- 
ticed first  about  a  person,  she  replied, 
"Whether  it's  a  man  or  a  woman." 
She  must  be  really  worried  now. 

— How  to  Have  a  Life- Style, 
by  Quentin  Crisp 


22 


FORBES,  AUGUST  17,  1981 


For  15  years  we've  made 
the  world  safer  for 
Directors  and  Officers. 

If  corporate  heads  have  become 
more  visible  these  days,  we'd  like  to 
think  our  D&O  insurance  has  helped. 

Nobody,  but  nobody,  can  match  our 
record  in  handling  claims  against  Direc- 
tors and  Officers. 

It's  not  magic. 

It's  experience.  Fifteen  years  of  it. 
And  in  that  fifteen  years,  American 
Home/National  Union  has  been  faced 
with  and  has  resolved  almost  every 
problem  imaginable. 

So  if  you  get  into  a  particularly 
sticky  situation,  chances  are  it's  already 
old  hat  to  us.  And  if  it  isn't,  nobody  has  a 
better  chance  of  coming  up  with  a 
creative  solution.  i  ^"t 


Another  thing.  Our  under- 
writers are  seasoned  professionals,  dedi- 
cated to  this  type  of  insurance.  Not 
part-timers  trying  to  sandwich  you 
between  other  types  of  coverage. 

And  nobody  can  offer  our  American 
International  Global  D&0SM  coverage. 
Which  is  important  when  you  consider 
more  and  more  executives  are  finding 
out  they  can  get  sued  overseas  as  well  as 
back  home. 

All  these  reasons  explain  why  so 
many  blue  chip  companies  insure  with 
our  companies. 

And  why  so  many  Directors  and 
Officers  feel  more  secure  doing  business 
with  us. 

The  AIG  Companies. 

Let  us  take  the  risks. 


For  more  information  about  D&O  insurance,  contact  American  International  Group,  Dept.  A,  70  Pine  Street,  New  York,  N  Y.  10270,  (212)  770-6507  or  770-6504. 


WITH  SO  MANY  PEOPLE 
WORKING  SO  LATE,WHY  ISN'T  MORE 
WORKGETTING  DONE? 


The  trouble  with  commuter 
railroad  stations  is  that  they  tend  to  be 
misleading  economic  indicators. 

Crowded  late-night  trains  arc 
supposed  to  mean  busy  executives, 
soaring  output  and  higher  productivity. 

Today  there  are  plenty  of  busy 
executives,  but  productivity  is  anything 
but  higher.  In  _  -  - 

fact,  its  fallen 
during  six  of 


GRAND  CENTRAL  STATION 
10:18  RM. 


the  past  seven 
quarters. 

All  of  — ™ 
which  illustrates  something  we've 
believed  for  some  time:  Productivity  has. 
less  to  do  with  how  late  people  work 
than  how  well. 

At  Xerox,  helping  people  work 
better  is  our  business.  And  has  been 
since  the  first  Xerox  copier  revolu- 
tionized the  way  businesses  reproduce 
information. 

Today  we  make  advanced 
machines  that  not  only  copy,  but  also 
automatically  collate,  reduce  and  even 
staple  sets  together. 

Machines  that  let 
you  create,  store  and  re 


■ 4 

trieve  documents  much  faster  than  humanly  possible. 
mmgjjjl  Machines  that  print  out  computer  information  much  raster  than 

ordinary  computer  printers. 
#  And  a  special  cable  — called  the  Ethernet  cable  —  that  lets  office 

XlRdX      machines  work  together  so  that  they  can  literally  save  businesses  millions  or  dollars  in  waste 
time  and  effort.  We  even  supply  productivity  experts  to  help  your  people  make  the  best 
possible  use  or  it  all. 

The  put  pose  is  obvious.  To  relieve  people  of  various  time-consuming  chores  so  they'll  have  the 
time  to  do  their  jobs. 

Not  bv  wo]  k !ii<_r  longer  hours  or  shorter  hours  — but  better  hours. 


XEROX 


XEROX®  jnd  tihctnot  .ur  ti.idcm.ukN  ol  M.UOX  I  (IRPOKATION. 


What's  Ahead  for  Business 


Certain  industries 

are  immune  to 
Volcker's  medicine 


Credit  demand 
will  remain  strong 

long  after 
the  economy  slows 


Little  relief 

in  sight 
for  housing 
and  autos 


WHY  THE  SIGNALS  ARE  CONFUSING 

What's  going  on  here?  Automobile  dealers  are  holding  their  heads; 
builders  with  unsold  houses  arc  on  tranquilizers;  yet  many  businesses 
are  doing  extremely  well.  The  overall  result  is  sluggishness,  but  no 
recession.  This  lopsided  economy  is  caused  by  the  clumsy  way  we 
fight  inflation.  We  leave  the  battle  to  the  Fed,  which  lias  only  one 
weapon:  tight  money.  So  interest-rate  sensitive  industries— especially 
autos,  housing — take  all  the  casualties.  Ami  make  no  mistake:  The  Fed 
will  hang  tough.  Menachem  Begin  lias  nothing  on  Paul  Voleker. 

Volgker  recently  complained  that  "some  important  sectors  of  the 
economy  are  relatively  impervious  to  direct  financial  restraint."  He 
listed  energy,  high  technology,  services  and  defense.  Voleker  is  not 
lusting  to  cause  a  depression.  He  just  wishes  he  had  poliey  instruments 
that  would  spread  the  inevitable  pain  more  evenly.  Injured  industries 
plead  for  relief,  but  none  is  m  sight.  The  pent-up  demand  fol  credit  is 
tremendous.  Tocreate  money  to  meet  that  demand  would  send  inflation 
soaring.  Only  when  demands  moderate  can  interest  rates  come  down. 

How  long,  O  Lord?  The  economy  peaked  in  March  and  is  still  slowing. 
Normally  credit  demand  peaks  three  to  five  months  alter  the  economy. 
If  that  preeedent  were  to  hold,  we  could  look  for  lower  interest  rates 
soon  after  Labor  Day.  However,  these  are  not  usual  times.  Corporate 
liquidity  is  extremely  low,  and  once  interest  rates  drop  everybody  will 
rush  in  for  long-  and  medium-term  credit;  so,  too,  frustrated  would-be 
home  buyers.  There  was  a  similar  laek  of  liquidity  in  the  1973-75 
recession,  which  was  almost  .1  year  old  before  interest  rates  started  to 
trend  down,  in  August  1974.  If  the  1974  preeedent  holds  we  will  have 
to  live  with  historically  high  interest  rates  well  into  1982. 

But  historically  high  doesn't  mean  that  the  prime  rate  will  stay 
over  20%.  As  business  remains  sluggish,  the  demand  for  credit  will 
moderate  somewhat. 

Many  businessmen  are  now  more  worried  about  interest  rates  than 
inflation.  Paul  Voleker  doesn't  feel  that  way.  So  we  are  getting  more 
relief  on  the  inflation  front  than  on  the  interest  rate  front.  You  hear 
less  about  runaway  inflation  and  more  about  deflation.  We're  not  in  a 
truly  deflationary  situation,  but  we  are  making  strong  progress  against 
inflation.  June  CPI  inflation  ol  8.4%  was  far  better  than  it  looked.  The 
rate  would  have  been  even  lower  but  for  mortgage  rates,  whieh  hardly 
matter  now  since  so  few  can  afford  them  anyhow.  A  recent  poll  ol  the 
influential  Federal  Open  Market  Committee  members  revealed  these 
expectations  about  1981  inflation:  high  estimate,  9%;  low,  7.5%. 

What's  Ahead  thinks  the  learned  FOMC  is  too  cautious;  actual  price 
increases  could  be  somewhat  slower.  Energy  is  finished,  at  least  for 
now,  as  an  inflationary  factor;  interest  rates  hav«  eithei  peaked  oi  are 
close  to  it.  Look  for  interest  rates  to  go  down  by  fall  but  not  way  down, 
and  for  in  flat  ion  to  continue  trending  slowly  down  with  an  occasional 
upward  blip.  Prepare  to  live  with  continued  lopsidedness  in  the  econo 
my.  No  auto  boom  in  1982,  no  real  housing  recovery  either. 
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The  Forbes  Index 


Forbes  Index 
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The  Forbes  Index  Components 


A  last  hurrah?  After  a  downturn  in 
May,  the  Forbes  Index  is  rising 
again — up  a  slim  0.2% .  All  that  does, 
however,  is  to  put  the  Index  roughly 
where  it  was  in  April.  And  even  this 
growth  is  suspect:  Minor  readjust- 
ments may  mean  that  the  final  figure 
becomes  a  decline.  In  fact,  growth  in 
the  Index  is  caused  by  only  one  com- 
ponent: retail  sales.  They  were  up  2% 
in  the  most  recent  reporting  period. 


The  Forbes  Index  is  a  measure  of  U  S  economic  activity 

composed  of  eight  equally  weighted  elements: 

Total  industrial  production 

New  claims  for  unemployment  compensation 

The  cost  of  services  relative  to  all  consumer  prices 

The  level  of  new  orders  for  durable  goods  compared  with 

manufacturers'  inventories 

Totai  retail  sales 

New  housing  starts 

Personal  income 

The  change  in  the  amount  of  consumer  installment  debt 
outstanding 

To  measure  these  eight  elements,  Forbes  monitors  11 
series  of  U.S.  government  data  The  last  14  months'  data 
for  each  series  is  presented  at  right. 
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BARCLAYS  BANK  HELPS 
BERGER  LAUNCH 
NEW  PAINTS  IN  AUSTRALIA 

Berger  chemists  in  Sydney  have  recently  developed  a  range  of  new  special  - 
purpose  paints  -  including  one  that  protects  outboard  motors  from  corrosion. 
Research  and  development  costs  are  high  and,  as  we  have  done  in  other  countries, 
Barclays  helped  Berger  with  their  new  product  programs  in  Australia. 

Barclays  and  Berger  have  a  lot  in  common.  Berger  with  its  parent  company, 
Hoechst,  is  a  world-spanning  organization.  And  we  have  our  own  people  in  more 
than  75  countries  spanning  six  continents.  So  Berger  can  always  talk  direct  to  a 
Barclays  office  in  the  world's  major  financial  and  commercial  centers  -  as  can  all 
our  customers.  We  provide  fast,  effective  financial  services  of  every  kind  wherever 
they  are  needed. 

Ask  Barclays  first  for  information  about  international  markets  and  trading 
opportunities.  We  help  most  of  the  world's  successful  companies.  Somewhere 
there  is  a  market  where  we  can  help  you. 

ASK  BARCLAYS  FIRST 


BARCLAYS 

International 


kg 

•> 
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mm 

Barclays  Bank,  has  over  120  branches  in  North  America.  Corporate  enquiries  will  he  welcomed  by: 

wice  President, Corporate  Business  Development.  Barclays  Bank  International.  200  Park  Avenue,  New  York.N.Y.  10166.  Telephone  (212)  687  8030. 
Wice  President,  International  Banking,  Barclays  Bank  of  California,  2971  Wilshire  Boulevard,  Los  Angeles.  California  90010.  Telephone  (213)  385  1501. 
Vice  President,  International  Banking.  Barclays  Bank  of  California,  111  Pine  Street.  San  Francisco,  California  941 11.  Telephone  (415)  981  8090. 
Barclays  Canada  Limited. Suite  3505, Commerce  Court  West, Toronto, Ontario  M5L  1(»2.  Telephone  (416)  862  0594. 

[For  asset  based  financial  services,  including  commercial  finance,  factoring  and  leasing,  contact: 
Director  of  Marketing,  BarclaysAmericanCorporation,  201  S.  Tryon  Street,  Charlotte,  N.C.  28231.  Telephone  (704)  372  8700. 
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THIS  NEW  NAME 
S  A  GREAT  FUTURE 

IN  ENERGY 


MANHANDLE  EASTERN  CORPORATION 


A  leader  in  interstate  gas  transmission  for  more  than  half  a  century,  Panhandle  Eastern  is 
)w  a  multi-faceted  energy  business  with  a  growing  stake  in  oil  and  gas  exploration  and 
reduction,  contract  well  drilling  and  coal  development.  In  recognition  of  this  diversified 
lergy  base/Panhandle  Eastern  has  recently  completed  its  reorganization  into  a  holding 
>mpany  structure.  This  new  corporate  posture  provides  more  flexibility  in  financing  multi- 
illion  dollar  energy  projects,  such  as  transporting  natural  gas  from  Canada  and  Alaska, 
nporting  LNG  and  converting  coal  to  synthetic  gas. 


Thus,  Panhandle  Eastern 
orporation  is  the  new  parent 
)mpariy  for: 

♦  Panhandle  Eastern  Pipe 
ne  Company  and  Trunkline 

as  Company — two  major  inter- 
ate  gas  transmission  systems 
>mposed  of  more  than  16,000 
iles  of  pipeline  and  supplying, 
rough  local  distribution  com- 
mies, approximately  10  per- 
nt  of  the  population  of  the 
nited  States  with  nearly  one 
illibn  cubic  feet  of  natural  gas 
/ear. 

♦  Anadarko  Production  Com- 
my  and  Pan  Eastern  Explora- 
an  Company — which  are 
vesting  nearly  $200  Million 

is  year  in  the  search  for  oil 
id  gas  reserves,  drilling  300 
ells,  producing  crude  oil, 
itural  gas  and  natural  gas 
mids. 

♦  Dixilyn-Field  Drilling 
Dmpany — operating  39  drill- 


ing rigs  in  the  United  States 
and  overseas,  with  four  addi- 
tional units  under  construction 
this  year. 

♦  Trunkline  LNG  Company 
— nearing  completion  of  a  ma- 
jor terminal  at  Lake  Charles, 
Louisiana  to  handle  imported 
LNG,  which  will  augment  pipe- 
line gas  supply  into  the  next 
century.  Through  another  sub- 
sidiary, Panhandle  Eastern 
Corporation  has  a  40-percent 
interest  in  two  of  the  cryogenic 
tankers  which  will  bring  the 
LNG  to  the  U.S.  later  this  year. 

♦  North  Antelope  Coal  Com- 
pany— a  50-percent  owned 
affiliate  which  is  developing  a 
major  surface  coal  mine  in 
Wyoming  to  implement  a  long- 
terrn  utility  supply  contract. 

These  profit  centers,  together 
with  important  investments, 
comprise  the  operating  base  of 
Panhandle  Eastern  Corporation 


— a  new  name  for  a  strong  and 
diversified  energy  business 
whose  assets  exceed  $3.5  Billion. 
Consolidated  net  income  has 
improved  at  a  compound  growth 
rate  of  22  percent  in  the  last 
five  years.  Panhandle  Eastern 
has  paid  cash  dividends  on 
its  common  stock  continually 
since  1939. 

The  familiar  PEL  symbol  has 
been  retained  for  trading  the 
common  stock  of  Panhandle 
Eastern  Corporation  on  the 
New  York  and  other  major 
stock  exchanges.  Newspaper 
quotes  of  the  common  stock 
now  appear  after  the  abbrevia- 
tion PanhEC. 


Panhandle  Eastern  Corporation 
P.O.Box  1642,Houston,Texas  77001 


PANHANDLE  EASTERN  CORPORATION 


To  turn  more  inquiries  into  sales, 

move  faster 

If  you're  not  set  up  to  follow  through  at  once  on  an  inquiry— on  a  coupon,  a 
letter,  a  phone  call— you're  in  clanger  of  losing  your  prospect. 

The  fastest  response  is  through  the  Bell  network,  the  world's  largest  and  most 
advanced  information  management  system. 

Since  you  already  have  access  to  the  network,  there's  no  problem  reaching  you 
prospect.  But  how  you  handle  your  response  is  also  crucial. 

Properly  done,  with  a  Bell  Telemarketing  program,  it  can  prove  decisive  in 
building  sales  and  adding  active  new  accounts. 

Bell's  program  for  handling  inquiries  can  show  you  how  to  organize  and  plan 
for  effective  use  of  the  phone.  Your  salespeople  learn  techniques  to  screen  the  inquiry,  and  s 
eliminate  unnecessary  in-person  visits.  And  they  learn  tested,  proven  techniques  for 
producing  sales  by  phone. 

Bell  can  discuss  programs  and  services  (such  as  WATS  and  800  Service)  and 
help  you  select  what  is  best  suited  to  your  needs. 

All  you  have  to  do  is  call  now  800-821-2121,    or\  r\   OOl  OIOI 
toll  free.  In  Missouri,  call  800-892-2121.  OUU'OZrZlzl 

See  how  easy  it  is  to  put  our  knowledge  to  work  for  you.i^ 


The  knowledge  business 


Forbes 


\t  14  times  earnings,  Time  Inc.  may  not 
seem  a  bargain  stock.  But  look  again. 


A  march 
on  Time? 


By  Allan  Sloan 

Journalists  all  over  America 
are  spewing  out  copy  about  the 
demise  of  Time  Inc.'s  Washing- 
ton Star.  But  the  real  Time  story  isn't 
about  a  doomed  acquisition  that  ran 
through  $85  million  of  Time's  money 
before  it  died. 

The  real  story — -reinforced  by  last 
month's  closing  of  the  Star — is  that 
Time  is  now  a  cable  television  com- 
pany, with  trees  in  second  place  and 
magazines  only  third.  The  decision  to 
close  the  Star  was  made  by  CEO  }. 
Richard  Munro,  who  became  presi- 
dent last  year  after  helping  turn  cable 
TV  from  a  drain  on  Time's  profits  to 
an  enormous  moneymaker. 

Barring  surprises,  cable  TV  will  be 
Time's  biggest  moneymaker  this  year 
and  will  get  bigger  as  years  go  on. 
That's  because  cable,  a  business  Time 
lucked  into  after  much  backing  and 
■filling,  is  getting  the  lion's  share  of  the 
company's  capital  budget. 

In  1978  Time's  video  group  (primar- 
ily cable)  got  10%  of  Time's  capital 
spending  (not  counting  acquisitions). 
It  got  31%  in  1979,  51%  last  year  and 
is  projected  at  60%  this  year.  Time  is 
betting  hundreds  of  millions  of  dollars 
that  cable  will  get  ever  bigger  relative 
to  the  rest  of  the  company. 

"We  have  taken  our  place  internal- 
ly,"  proclaims   Gerald    Levin,  42, 


Time's  group  vice  president  for  video. 
"It's  still  hard  for  people  in  the  [Time- 
Lite]  building  to  get  over  the  culture 
shock." 

Last  year,  if  you  disregard  the  losses 
of  Time-Life  Films,  video  earned  just 
under  a  third  of  Time's  operating  in- 
come— that's  income  before  interest, 
corporate  overhead  and  income  taxes. 
For  the  first  half  of  this  year,  video  was 
up  24%  from  1980  and  kept  kicking  in 
about  a  third  of  operating  profits. 

Thanks  to  the  prodigious  money 
it's  making,  the  video  group  wields 
substantial  clout  in  the  corridors  of 
Time.  For  instance,  Time  is  experi- 
menting with  a  24-hour  teletext  ser- 
vice that  will  allow  customers  of  its 
San  Diego  cable  system  to  call  up  in- 
formation on  their  TV  screens.  Lev- 
in's group— not  publishing — is  in 
charge.  "Teletext  is  words  on  a 
screen,  but  it's  not  just  transmitting 
Time  magazine,"  he  explains. 

Time  is  testing  a  new  cable  TV  mag- 
azine— as  a  joint  venture  of  Levin's 
video  group  and  the  magazine  group. 
The  magazine  division  reportedly 
tried  to  launch  the  project  as  a  solo 
number  two  years  ago,  but  was  turned 
down.  What's  more,  Levin  has  man- 
aged to  fold  moneylosing  Time-Life 
Films  (1980  pretax  losses  of  $18  mil- 
lion, charged  to  the  video  group's  earn- 
ings), while  simultaneously  gearingup, 
with  his  own  people,  to  make  new 


movies  for  cable  television. 

Unlike  other  companies  that  are  be- 
latedly paying  top  dollar  to  enter  the 
cable  business,  Time  was  smart 
enough  to  have  made  its  major  pur- 
chase, American  Television  &  Com- 
munications Corp.,  in  1978 — when 
few  big  corporations  thought  cable 
systems  were  worth  buying. 

Time  had  already  owned  26%  of 
ATC  because  it  had  traded  its  money- 
losing  cable  systems  for  ATC  stock  in 
1973  and  added  more  ATC  in  1977.  In 
1972  Time  had  sold  four  TV  stations 
to  McGraw-Hill,  because  it  thought 
cable  properties  were  a  better  invest- 
ment. For  awhile  Time  looked  dumb. 
The  four  TV  stations  were  minting 
money  for  McGraw-Hill  while  Time's 
cable  operations  were  bleeding.  But  as 
a  strategic  decision — a  truly  long-term 
one — the  switch  now  looks  brilliant. 

With  1.5  million  cable  customers, 
Time  is  the  nation's  largest  cable 
owner.  It  also  has  Home  Box  Office, 
the  wildly  profitable  pay-cable  service 
that  supplies  7  million  homes  with 
movies.  HBO  is  the  only  profitable 
pay-cable  operation  in  the  country. 
HBO  owes  its  dominant  position — 
about  55%  of  the  pay-cable  market — 
to  a  1975  decision  to  gamble  $6  mil- 
lion to  distribute  its  shows  via  RCA's 
Satcom  I  communications  satellite. 

That  timely  move  helped  transform 
cable  TV  from  a  has-been  to  one  of  the 
hottest  businesses  in  the  country.  Ca- 
ble is  unlikely  to  realize  the  glowing 
future  its  visionaries  foresee — AT&T 
plans  to  use  its  wires,  too,  and  direct 
satellite-to-home  technology  may 
make  cable  obsolete  in  a  decade  or  so. 
But  unlike  its  competitors,  Time 
doesn't  have  to  sell  shopping-at-home 
and  other  cable  services  to  make 
money.  Thanks  to  HBO  and  its  low 
embedded  cost,  Time  can  make  a 
good  dollar  on  cable  even  if  it  never 
transmits  anything  but  entertain- 
ment over  its  wires. 

When  all  this  soaks  into  people's 
consciousness  there  could  be  fire- 
works in  the  stock  market.  Here's 
why:  With  23  million  shares  and  a 
recent  price  of  70,  the  stock  market 
values  Time  at  $1.6  billion.  That 
looks  like  a  lot  when  you  consider  it's 
14  times  earnings.  But  earnings  at 
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Time  have  been  held  down  by  the  big 
losses  at  the  Star  ($20  million  pretax) 
and  Time-Life  Films  ($18  million  pre- 
tax). And  the  company  has  been 
spending  heavily  to  build  new  cable 
TV  systems,  which  is  why  its  cable 
profits  as  a  percent  of  revenue  are  only 
about  half  the  industry  average.  In 
short,  Time's  earnings  are  a  lot  better 
than  they  seem.  At  its  recent  price, 
Time  is  such  a  steal  it's  almost  invit- 
ing someone  to  take  it  over  to  realize 
the  value  of  its  assets.  Some  quick 
arithmetic  is  in  order. 

At  today's  prices,  Time's  cable  TV 
operations  are  worth  perhaps  $2  bil- 
lion. Westinghouse  is  paying  $850 
million  and  committing  at  least  $150 


million  more  for  system  rebuilding  to 
buy  Teleprompter,  which  has  fewer 
cable  customers  than  Time,  and 
whose  50% -owned  pay-cable  service, 
Showtime,  is  a  chronic  moneyloser. 

Let's  be  conservative,  and-  mark 
down  Time's  cable  properties  to  $1.5 
billion. 

Time's  vast  timber  and  land  hold- 
ings— its  1.07  million  acres  in  Texas 
make  it  the  biggest  landholder  in  the 
state,  and  it  has  large  holdings  else- 
where— are  worth  perhaps  $1  billion. 
The  company's  forest  product  plants, 
valued  at  book,  are  worth  $800  mil- 
lion more. 

That  gets  us  up  to  $3.3  billion — 
without  magazines,  books  or  real  es- 


tate. Valuing  the  magazines  conserva- 
tively at  $500  million,  book  publish- 
ing at  its  carrying  value  of  $400  mil- 
lion and  odds  and  ends  (including  a 
Grand  Rapids  TV  station,  45%  of 
Rockefeller  Center's  Time-Life  Build- 
ing, the  Time-Life  Building  in  Chica- 
go, and  the  highly  profitable  Selling 
Areas-Marketing,  Inc.)  at  $400  mil- 
lion more,  we  have  a  grand  total  of 
$4.6  billion. 

Subtract  the  company's  $500  mil- 
lion of  long-term  debt,  and  you're  left 
with  $4.1  billion.  Convert  Time's 
convertible  preferred  stock  to  com- 
mon, and  you  have  31  million  shares 
at  a  value  of  $130  each. 

Time's  vast  hidden  assets  have  at- 
tracted savvy  investors  like  Houston's 
Fayez  Saroiim  (Forbes,  June  9.  19H0). 
Sarofim  has  been  buying  heavily  for 
his  clients  and  now  controls  about 
800,000  shares  of  Time  common — 
3.5%.  There  is  no  control  bloc  at 
Time.  The  founding  Luce  family  con- 
trols about  7%;  the  Temple  family  of 
Diboll,  Tex.,  which  sold  its  timber 
company  to  Time  eight  years  ago,  is 
said  to  control  15%. 

Could  a  corporate  raider  come 
swooping  down  on  Time,  offering  to 
spin  off  the  magazine  properties  (to 
forestall  a  rape-of-thc-media  defense 
like  the  one  McGraw-Hill  mounted 
against  American  Express  in  1979) 
and  going  for  the  rest  of  the  company? 

The  line  Time  likes  to  use  is  that  it 
can't  be  taken  over  because  "our  assets 
go  home  every  night . ' '  The  reference,  of 
course,  is  to  the  writers  and  editors,  the 
producers  and  entertainment  types. 
That  defense  might  have  meant  more 
when  Time's  maior  asset  was  its  maga- 
zines. But  cable  television  systems 
don't  go  home  every  night,  neither  do 
Time's  trees  in  Texas — and  TV  types 
are  less  sentimental  than  writers  and 
editors.  They  neither  reminisce  nor 
salute  when  somebody  mentions  the 
name  of  founder  Henry  Luce. 

The  best  tipoff  that  Time  is  worried 
about  a  possible  raid  on  its  assets  is 
that  the  company,  upset  when  its 
stock  went  roaring  up  into  the  80s 
earlier  this  year,  hired  famous  take- 
over attorney  Joseph  Flom.  "So  long 
as  it's  cheaper  to  buy  assets  than  to 
build  them,  we  think  it's  prudent  to 
take  such  a  precaution,"  a  spokesman 
explains. 

The  best  precaution,  of  course, 
would  be  to  get  Time's  stock  price  up 
enough  to  make  the  company  prohibi- 
tively expensive  to  buy.  A  manage- 
ment tough-minded  enough  to  wipe 
out  previous  management's  follies 
like  Time-Life  Films  and  the  Wash- 
ington Star  must  have  something  like 
that  in  mind.  Stay  tuned.  ■ 


Five  years  ago,  operating  income  from  Time's  video  properties  was  a  mere 
sliver  on  a  bar  graph.  Now,  however,  these  fast-growing  businesses  are 
becoming  bigger  moneymakers  than  either  publishing  or  forest  products. 
Time's  video  divisions  include  cable  television  franchises  with  1.5  million 
subscribers  nationwide  as  well  as  Home  Box  Office,  the  pay  cable  system. 
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What  happens  when  Peter  runs  up  a  tab 
and  Paul  has  to  pay?  More  joblessness. 


Unemployment's 
hidden  cause 


By  William  Baldwin 

W^OULD  WE  HAVE  leSS 
unemployment  if 
unemployment  tax- 
es were  levied  on  the  basis  of 
how  many  people  a  company 
lays  off?  Certainly,  say 
economists  who  have  stud- 
ied the  problem.  The  way  it 
is,  they  point  out,  stable  in- 
dustries are  subsidizing  the 
others. 

For  example,  take  Rhode 
Island-based  machine-tool 
maker  Brown  &  Sharpe  Man- 
ufacturing Co.  For  the  past 
six  years  it  has  been  strain- 
ing to  keep  employees  on  the  job. 
During  the  periodic  slumps  in  sales, 
workers  build  inventory  or  learn  new 
tasks.  But  the  company's  unemploy- 
ment taxes  keep  climbing,  reaching 
$1.1  million  last  year,  or  10  times 
what  former  employees  drew  in  bene- 
fits. This  year  taxes  will  rise  again,  in 
spite  of  a  no-layoff  policy.  The  prob- 
lem is  Rhode  Island's  many  employers 
whose  taxes  fall  short  of  benefit  costs 
they  impose.  "We  have  a  socialized 
system,"  complains  President  Donald 
A.  Roach,  "and  companies  like  us 
who  try  to  stabilize  employment  end 
up  paying  for  those  where  there  is  no 
attempt  to  stabilize." 

In  Rhode  Island,  jewelry  making, 
the  leading  manufacturing  industry, 
gets  a  cheap  ride.  "It's  a  seasonal  busi- 
ness and  there  are  many  small  em- 
ployers who  use  the  system  as  part  of 
their  compensation  scheme,"  Roach 
says.  In  Delaware,  automakers  don't 
pay  their  way,  so  Du  Pont  picks  up 
part  of  the  cost  of  the  annual  furlough 
for  the  model  changeover.  In  Califor- 
nia the  movie  industry  is  one  of  the 
big  laggards.  Almost  everywhere,  con- 


Out  of  work  and  in  hock 


Thanks  largely  to  maximum  un- 
employment tax  rates  that  let  un- 
stable employers  off  the  hook,  14 
states  and  the  District  of  Colum- 
bia have  had  to  get  bail-out  loans 
from  the  federal  government. 


Unemployment  fund  debt 

State                to  U.S.  Treasury  (millions)* 

Pennsylvania 

$1,585 

Illinois 

1,373 

Michigan 

1,015 

New  Jersey 

646 

Ohio 

600 

Connecticut 

365 

Rhode  Island 

120 

Minnesota 

114 

West  Virginia 

100 

Arkansas 

64 

District  of  Columbia 

58 

Kentucky 

52 

Delaware 

49 

Vermont 

40 

Maine 

36 

*As  of  May  31,  1981. 

Source:  U.S.  Department  of  labor 

struction  does  not  pay  enough. 

But  don't  construction  contractors 
have  a  rough  time  in  a  recession?  Or 
in  bad  weather?  Sure  they  do,  but  the 
fact  remains  that  if  you  subsidize 
something,  you're  likely  to  get  more 
of  it.  If  construction  firms'  layoffs 
were  more  expensive  they  might 
adapt,  using  weatherproof  construc- 
tion techniques  or  better  work  sched- 
uling. To  the  extent  that  they  could 
not  adapt,  the  costs  would  be  passed 
on  to  customers.  That's  the  way  free 
markets  work. 

Layoffs  would  be  more  expensive  if 
experience  rating,  in  which  a  com- 
pany or  industry  pays  for  its  own 
unemployment,  were  the  rule.  Ac- 
cording to  University  of  Maryland 
economist  Frank  Brechling:  "If  we 
had  full  experience  rating,  unemploy- 
ment would  fall." 

Then  why  don't  wc  have 
it?  Because  the  present  sys- 
tem— in  which  experience 
formulas  are  weakened  by 
minimum  and  maximum  tax 
rates — suits  the  seasonal  in- 
dustries. And  seasonal  indus- 
tries seem  to  hold  more  sway 
over  politicians  than  do  sta- 
ble employers. 

Consider  the  New  York 
legislature,  which  in  1977 
blessed  construction  with  a 
special  1%  discount  off  the 
maximum  unemployment 
tax  rate.  "There  was  enough 
pressure  exerted  politically," 
says  a  state  labor  official.  Heavy  con- 
struction's $13  million  in  unemploy- 
ment taxes  in  1979  covered  only  a 
third  of  its  $38  million  in  benefits. 
New  York's  garment  industry  paid 
$45  million  for  $89  million  in  benefits 
that  year,  thanks  to  a  special  4.3% 
maximum  rate.  Finance,  insurance 
and  utility  companies  got  stung.  New 
York  Telephone  paid  $14  million  in 
state  unemployment  taxes,  while 
costing  the  fund  only  $876,000.  It  also 
paid  a  disproportionate  $3.4  million 
in  administrative  costs  and  "extended 
benefits,"  via  a  flat-rate  federal  tax 
currently  pegged  at  0.7%. 

The  unions,  however,  like  things  the 
way  they  are.  AFL-CIO  economist  Bert 
Seidman  opposes  experience  rating  be- 
cause "it's  based  on  a  theory  that  unem- 
ployment is  something  over  which  em- 
ployers have  control — and  that  is  clear- 
ly invalid."  He  would  prefer  that  the 
entire  $20  bilhon-a-year  cost  of  unem- 
ployment compensation  be  funded 
with  a  flat-rate  tax,  a  la  Social  Security. 

University  of  Chicago  economist 
Robert  Topel  disagrees.  He  says  that 
employers  do  have  some  control  over 
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temporary  layoffs.  There  are  three 
ways  to  respond  to  slack  demand, 
says  Topel:  Cut  prices,  build  inven- 
tory or  send  workers  home.  Topel 
looked  at  unemployment  in  29  indus- 
tries, statistically  stacking  states  with 
feeble  experience  rating,  like  Califor- 
nia and  Illinois,  against  states  with 
strong  experience  rating,  like  Texas 


IVY-COVERED  AND  SERENE,  the 
sprawling  colonial  buildings  look 
like  a  campus,  and  John  Filer,  sur- 
veying the  world  from  his  majestic  6- 
feet-4,  could  be  a  college  dean.  But 
this  is  the  headquarters  of  Aetna  Life 
&  Casualty,  the  repository  of  a  nice 
round  $36  billion  worth  of  assets,  and 
John  Filer  its  chairman.  Ask  Chair- 
man Filer  whether  he  plans  to  follow 
rival  Prudential  in  buying  a  brokerage 
house  and  he  dismisses  the  idea  in 
almost  professorial  tones.  "You 
don't,"  he  says,  "want  to  be  jumping 
around  with  each  trend  and  fad."  You 


and  Minnesota.  His  conclusion: 
Where  an  individual  employer  is  pe- 
nalized for  layoffs,  he  tries  to  avoid 
layoffs.  He  says  better  experience  rat- 
ing could  eliminate  roughly  one- 
fourth  of  the  country's  temporary- lay- 
off unemployment. 

Unemployment  compensation, 
however,  .is  a  politically  touchy  sub- 


get  a  similar  answer  when  you  ask 
him  about  the  controversial  new  uni- 
versal life  insurance  [Forbes, July  20). 
For  now  it's  not  for  Aetna.  As  an  aide 
puts  it:  "It  reminds  us  of  how  insur- 
ance companies  rushed  in  to  buy  mu- 
tual funds  in  the  Sixties;  every  one  of 
them  got  burned." 

If  you  conclude  from  all  this,  how- 
ever, that  the  gentlemen  from  Aetna 
are  sitting  up  there  in  Hartford,  Conn, 
drowsing  over  their  coupon  clipping, 
you  are  very  much  mistaken.  Myron 
Picoult,  insurance  analyst  at  Oppen- 
heimer  &.  Co.,  sums  up  a  good  deal  of 


ject.  Suggest  reform  and  you  are  ac- 
cused of  being  insensitive  to  the 
poor  or  some  such  sin.  Legislators, 
both  federal  and  state,  are  eager  to 
appear  to  be  generous  while  sidestep- 
ping the  matter  of  eventual  pay- 
ment. The  result  is  more  unemploy- 
ment, paid  for  by  those  who  try  to 
avoid  laying  people  off.  ■ 


Wall  Street  thinking  when  he  says: 
"In  its  technology  investments  Aetna 
shows  the  aggressive  kind  of  thinking 
you're  not  seeing  at  the  other  insur- 
ance companies." 

Instead  of  chasing  fads  Aetna  lis- 
tens to  its  own  drummer,  which  has 
led  it  into  satellite  data  transmission, 
oil  and  real  estate  on  a  grand  scale — 
most  recently  in  a  real  estate  partner- 
ship with  Hollywood's  Twentieth 
Century-Fox.  Like  everybody  else, 
Aetna  had  problems  in  real  estate  in 
the  mid-Seventies,  but  by  last  year  its 
realty  business  and  other  diversifica- 
tions provided  11%  of  Aetna's  net 
profits.  In  oil,  Aetna  owns  a  piece  of  a 
$445  million  (revenues)  Geosource,  an 
oil  service  business.  It  has  the  highest 
of  hopes  for  Satellite  Business  Sys- 
tems, which  transmits  data  via  satel- 
lite for  corporate  customers.  Right 
now  SBS,  a  partnership  between  Aet- 
na, IBM  and  Comsat  General,  is  noth- 
ing but  red  ink  and  only  three  custom- 
ers on  line,  but  Aetna  thinks  it  will  be 
a  $1  billion  company  by  1990. 

Isn't  satellite  data  transmission  as 
much  pie  in  the  sky  as,  say,  the  bro- 
kerage business  or  universal  life  insur- 
ance? Not  the  way  Aetna  sees  things. 
"It  is  a  business  that  is  defined  and 
understood,"  says  John  Galvin,  Aet- 
na's diversified  business  head.  That's 
the  way  Aetna  likes  things.  It  doesn't 
shun  risks  but  wants  the  "defined  and 
understood." 

Wait  a  minute,  though.  Isn't  Aetna 
an  insurance  company?  It  is,  and  like 
everybody  else  in  property  and  casual- 
ty, it  is  having  a  rough  time  this  year. 
If  inflation  weren't  problem  enough, 
the  insurance  companies  are  being 
clobbered  by  sharp  lawyers  and  gull- 
ible juries  who  don't  seem  to  under- 
stand that  when  they  hand  someone  a 
fat  reward  their  own  insurance  premi- 
ums will  eventually  reflect  the  fact. 

Basically,  an  insurance  company 
hopes  that  premiums  and  claims  will 
about  balance  out  and  that  the  inter- 
est and  dividends  earned  on  its  re- 
serves will  produce  a  profit.  But 
claims  have  gotten  so  far  ahead  of 
premiums  this  year  that  Aetna  is  pay- 
ing out  14%  more  in  claims  and  oper- 
ating expenses  than  it  is  taking  in 
from  premiums— compared  with  the 


Those  Aetna  boys  aren't  as  conservative  as 
they  would  seem.  They  are  just  different. 


Listening  to 
its  own  drummer 
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industry  average  of  3.5%. 

In  March  Aetna — the  U.S.'  third- 
largest  property-casualty  insurer — 
tried  to  break  the  industrywide  profit 
slump  with  across-the-board  premi- 
um increases.  Filer  is  hoping  those 
increases  will  show  up  in  results  by 
the  end  of  1981.  "Maybe  the  market 
will  become  a  little  more  rational,"  he 
says.  "There  are  people  now  quoting 
on  business  we've  had  at  a  20%  lower 
rate.  If  they  think  their  loss  experi- 
ence is  going  to  be  different  from  ours 
they're  greatly  mistaken." 

What  with  the  troubles  in  property 
and  casualty  insurance,  1981  probably 
won't  be  a  vintage  year  at  Aetna.  A 
consensus  among  analysts  is  that  the 


By  Steve  Kichen 

Henry  Singleton,  chairman  of 
Teledyne  Inc.,  runs  his  $2.9  bil- 
lion-a-year  company  more 
like  a  personal  investment  portfolio 
than  a  big,  bureaucratic  corporation 
(Forbes,/m/v5>,  1979).  The  results  have 
been  spectacular.  In  1971  Teledyne  had 
a  book  value  of  $6.50  and  the  stock  sold 
as  low  as  $5.50.  Current  book  value  is 
$78  and  the  stock  has  been  as  high  as 
$174  this  year.  Prominent  among  its 
assets,  which  include  insurance  affili- 
ates Unicoa,  Argonaut  and  Trinity 
Universal,  are  common  stock  holdings 
worth  perhaps  $1.5  billion — largely 
confined  to  out-of-favor,  low-P/E  is- 
sues. This  summer,  in  the  gloom  of  a 
baseball  strike  and  a  bear  market,  Sing- 
leton 's  buy-cheap-and-hold  philosophy 
has  paid  off  again,  big.  Take  his  more 
than  1  millionsharesinColtlndustries, 
a  7.7%  stake  Teledyne  acquired  about 
1976.  On  average  Singleton  paid  about 
$35  per  share  for  a  stock  traditionally 
given  a  low  multiple  by  the  market.  But 
Penn  Central,  flush  with  cash,  recently 


company  will  earn  about  $5.00  a  share 
this  year.  If  the  analysts  are  right,  this 
will  represent  a  sharp  drop  from  the 
$6.96  a  share  of  1980.  Surprisingly, 
though,  the  stock  market  has  turned 
positive  on  Aetna.  The  stock,  which 
sold  as  low  as  30  in  February,  has  been 
as  high  as  44  this  summer,  its  highest 
price  ever.  Smart  investors  are  look- 
ing beyond  the  current  down  cycle  in 
property  and  casualty  earnings  and 
speculating  on  what  a  sharp  and  sus- 
tained decline  in  the  inflation  rate 
could  do  to  Aetna's  earnings.  If  the 
inflation  rate  keeps  going  down,  some 
analysts  think  Aetna  could  earn  $8  a 
share  in  1982. 
Meanwhile,  Aetna  watches  its  in- 


turned  Colt  into  a  superstar.  Should  its 
$100-a-share  tender  offer  go  through, 
Teledyne  could  show  a  profit  of  around 
$68  million. 
Teledyne  didn't  miss  out  on  the 


surance  business  with  a  sharp  eye, 
carefully  cultivates  its  satellite  and  oil 
and  realty  ventures  and  is  content  to 
let  competitors  like  Prudential  and 
American  Express  move  into  the  se- 
curities business.  The  head  of  Aetna's 
life  division,  Dean  Wolcott,  says: 
"We've  been  over  the  financial  state- 
ments of  those  brokerage  operations 
that  have  been  bought  by  insurance 
companies.  We  fail  to  see  the  results." 
End  of  conversation.  Wouldn't  he  like 
all  those  brokerages  to  have  registered 
reps  out  selling  his  insurance  prod- 
ucts? Wolcott  shrugs:  "I  don't  think 
we  need  more  distribution."  Good 
Aetna  man  that  he  is,  Wolcott  prefers 
facts  to  concepts.  ■ 


Conoco  takeover  battle,  either.  The 
company  owns  463,200  shares,  and  it 
already  stands  to  profit  to  the  tune  of 
at  least  $22.2  million.  Then  there's 
Singleton's  Curtiss-Wright  play.  Sin- 
gleton owned  some  31%  of  its  stock 
before  the  Kennecott  fracas.  But  since 
January's  settlement,  Teledyne's  hold- 
ings in  a  more  narrowly  capitalized 
CW  have  increased  in  value  from  $44 
million  to  $121  million.  Two  other 
Teledyne  winners  were  Dart  Indus- 
tries, which  merged  with  Kraft  last 
year,  and  Studebaker-Worthington, 
acquired  by  McGraw-Edison. 

The  Singleton  strategy,  typical  of 
the  man,  goes  against  the  prevailing 
trend.  Not  for  Teledyne  the  takeover 
game:  You  pay  a  premium  in  take- 
overs. Singleton  wants  to  buy  stocks 
at  a  discount.  He  buys  cheap  and  lets 
the  Mobils  of  this  world  take  him  out 
at  a  profit.  Many  of  Teledyne's  hold- 
ings are  in  unpopular  industries  such 
as  packaging,  insurance — or  conglom- 
erates. It  takes  a  coach  with  strong 


The  Singleton  box  score 


— Teledyne  holdings — 

number           %  of  Market  Estimated 

of  shares           total  value  Recent  acquisition 

Company                        (thousands)        shares  (millions)  price  cost 


Aetna  Life  &  Casualty  4,035  5.0%  $150  37%  24'/2 

Brockway  Glass  2,259  30.5  35  15%  21  Vi 

Colt  Industries  1,044  7.7  88  84%  35 

Connecticut  General  Ins  2,144  5.2  102  47%  34 

Crown  Cork  &  Seal  1,204  8.3  35  29  26 


Curtiss-Wright  2,602  35.4  121  46%  17 

GAF  1,325  9.8  19  14  9lA 

International  Harvester  3,488  10.9  54  \5Vi  25 

Kidde  1,949  20.6  89  45'/2  29% 

Litton  Industries  10,196  25.9  616  60%  15>/2 


Reichhold  Chemicals  1,535  22.2  21  13'/2  18'/2 

Reserve  Oil  &  Minerals  99  6.1  1  7%  NA 

Rexnord  1,279  6.4  21  16  18 

Semtech  397  22.4  2  5%  NA 

Travelers  2,251  5.3  99  44'/s  38'/2 

U.S.  Fidelity  &  Guaranty  2,151  7.7  91  42'/b  38 


NA:  Not  available 


There's  a  baseball  strike — and  a  bear  mar- 
ket— this  summer.  But  hammering  Hank 
Singleton  is  still  hitting  home  runs. 

Teledyne's 
winning  roster 
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convictions  to  load  up  a  roster  with 
the  likes  of  Litton  or  even  Colt.  Suc- 
cess also  takes  time.  Singleton  is  still 
behind  on  several  plays. 
If  you  are  weary  of  playing  hot  tips 


from  your  barber,  your  neighbor — or 
even  your  broker — consider  the  list 
of  Singleton's  major  holdings  on  the 
preceding  page.  Note  that,  of  the  16 
stocks  in  the  portfolio,  more  than 


half  are  up — some  considerably. 
They  are  not  names  that  show  up  on 
many  money  men's  buy  lists.  But 
then  they  wouldn't  be  bargains  if 
they  were.  ■ 


A  lot  of  people  profess  scorn  for  Rupert 
Murdoch.  Fine:  There  s  nothing  like  having 
your  enemies  underestimate  you. 


Know  your 
market 


Corp.  now  prints  almost  6  million 
newspaper  copies  daily  in  Britain, 
Australia  and  the  U.S.,  is  slow  on  the 
draw.  He  thinks  satellite  TV  could  kill 
the  cable  networks  before  they  have 
recovered  all  those  front-end  costs. 
Besides,  pouring  money  into  physical 
plant  isn't  his  cup  of  tea.  "I  don't  see 
any  fun  in  wiring  up  a  lot  of  homes," 
says  the  50-year-old  Murdoch.  "The 
way  to  make  money  is  to  buy  a  cable 
franchise  and  sell  it  quickly."  Mur- 
doch has  a  way  of  getting  straight  to 
the  heart  of  a  matter. 

Murdoch,  who  told  Forbes  recently 


By  Eamonn  Fingleton 


Despite  rumors  to  the  con- 
trary, Rupert  Murdoch  was 
not  interested  in  buying  the 
Washington  Star  before  Time  Inc.  de- 
cided last  month  to  fold  it.  Similarly, 
Murdoch  has  not  joined  such  news- 
paper combines  as  Knight-Ridder, 
Dow  Jones  and  the  New  York  Times 
Co.  in  their  eagerness  to  pay  multi- 
ples of  asset  values  for  cable  televi- 
sion properties. 

Not  that  Murdoch,  the  laconic  Aus- 
tralian  whose   Sydney-based  News 


Publisher  Rupert  Murdoch 

In  a  knock-down-drag-out  fight,  the  man  with  the  lowest  costs  wins. 


that  he  doesn't  wish  to  purchase  any 
more  newspapers,  is  interested  in  the 
electronic  future — but  from  the  pro- 
gramming end.  That  is  why  last 
month  he  bought  more  than  40%  of 
Scotland's  William  Collins  ik  Sons 
Ltd.,  at  $130  million  sales,  one  of  the 
U.K.'s  largest  book  publishers.  And 
that  is  a  big  reason  why  he  has  invest- 
ed in  Gallipoli,  an  Australian-made 
movie  that  will  get  a  major  U.S.  re- 
lease later  this  month. 

The  film  is  set  against  the  Austra- 
lian forces'  diversionary  maneuver  at 
Gallipoli  in  the  First  World  War.  A 
sentimental  touch  is  that  Murdoch's 
father,  Sir  Keith  Murdoch,  was  a 
crack  war  reporter  and  helped  to  put 
the  Australians'  ordeal  in  Gallipoli  on 
the  world's  front  pages. 

But  the  choice  of  Australia  for  film- 
ing had  little  to  do  with  sentiment. 
Australian  movie  production  costs  are 
only  a  fraction  of  Hollywood's  or  even 
England's.  Because  of  attention  to 
budget  controls,  Murdoch  has  his  epic 
for  S3  million,  compared  with  the  $10 
million  to  S20  million  that  Hollywood 
would  have  spent. 

Because  he  publishes  some  of  the 
world's  brashest  newspapers — and 
also  because  he  seems  to  relish  expos- 
ing competitors  to  the  laws  of  the 
market — Rupert  Murdoch  is  some- 
times portrayed  in  circles  in  New 
York  and  London  as  a  sort  of  Austra- 
lian bounder.  Thus  he  benefits  from 
being  underestimated.  The  truth  is 
that  in  less  than  30  years  he  has  built 
a  newspaper  colossus  of  Citizen  Kane 
proportions — with  8  maior  dailies  and 
1 1  Sundays  and  maior  magazines.  He 
started  with  fewer  than  100,000 
copies  in  1952  when  he  inherited  the 
Adelaide .Vf/r>"  from  his  father. 

News  Corp.,  of  which  Murdoch's 
family  company  owns  43%,  had  sales 
totaling  S 1  2  billion  in  the  year  ended 
lune — making  it  as  big  as  Knight-Rid- 
der and  nearly  as  big  as  the  New  York 
Time's  Co.  and  Dow  Jones  combined. 
He  has  done  it  by  buying  assets  that 
no  one  thought  could  make  a  profit 
and  turning  them  around  with  an  ex- 
plosive combination  of  energy,  ruth- 
lessness,  courage  and  savvy. 

He  made  his  first  strides  in  Austra- 
lia within  a  few  years  of  graduating 
from  Oxford  University.  In  1960  he 
bought  the  ailing  Sydney  Mirror  news- 
paper. He  quickly  turned  the  paper 
around  with  a  mix  of  busty  pinup  girls 
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and  racy  writing  that  has  become  his 
:  trademark. 

He  moved  into  the  world  league  in 
11969  after  he  offered  to  help  Britain's 
Carr  family  fight  off  a  takeover  bid  for 
VVeu'S  of  the  World,  the  hugely  popular 
land  salacious  British  Sunday  paper. 
,  Murdoch's  master  company  swapped 
j  high-earning,  low-asset  Australian 
iperiodicals  for  5.1  million  new  shares 
\m.News  of  the  World — giving  him  more 
than  a  quarter  of  the  enlarged  equity. 
He  quickly  purchased  enough  addi- 
tional stock  for  effective  control,  and 
then  ousted  Sir  William  Carr  as  chair- 
man. In  the  uproar  that  followed, 
Murdoch  discontinued  such  Carr  in- 
dulgences as  the  company's  box  at  the 
Covent  Garden  opera  house. 

Later  that  year  he  maneuvered  the 
International  Publishing  Corp.  (IPC) 
into  selling  its  losing  mid-market 
London  Sun  to  the  News  of  the  World 
!  company.  After  dropping  $30  million 
lover  six  years  under  IPC  manage- 
ment, the  paper  was  profitable  for 
Murdoch  within  six  weeks.  All  he 
paid  was  $120,000  up  front  and  $1.9 
{million  out  oiSun  profits,  and  he  over- 
look IPC's  London  Mirror's  circula- 
tion in  the  mid-1970s,  hitting  4  mil- 
lion in  1978. 

Murdoch's  ability  to  turn  properties 
around  quickly  has  allowed  him  to  buy 
(new  ventures  with  cash  flow  from 
existing  businesses.  Thus  the  Sun  and 
Views  of  the  World  have  been  the  main 
support  for  most  of  his  later  moves, 
including  the  thrust  into  the  U.S.  This 
began  in  1973  when  a  few  of  Murdoch's 
companies  paid  nearly  $20  million  for 
San  Antonio's £\^re«  an&News. 

Only  four  months  ago  Murdoch 
seemed  as  stretched  as  he  had  ever 
been,  trying  to  beat  out  a  series  of 
brush  fires  in  many  parts  of  his  em- 
pire. In  the  U.S.  his  New  York  Post, 
which  he  bought  in  1976  for  $32  mil- 
lion, was  still  losing  money  in  head- 
to-head  competition  with  Chicago 
Tribune  Co.'s  New  York  Daily  News. 
In  London  he  had  gamely  taken  the 
reins  at  the  Times  group,  whose  trade 
union  greed  and  arrogance  was  notori- 
ous even  by  Fleet  Street  standards. 
Worse,  the  profit-center  London  Sun 
was  suddenly  being  outshone  by  a  cut- 
price  look-alike,  the  Daily  Star . 

Characteristic  Murdoch  toughness 
has  transformed  the  outlook  on  all 
three  fronts.  The  Times  unions  are 
much  tamer,  thanks  to  Murdoch's 
convincing  threat  that  he  would  close 
the  business  if  the  previous  anarchy 
continued.  Meanwhile,  at  the  Sun 
there  was  a  problem:  political  out- 
look. The  Sun  was  backing  Prime 
Minister  Margaret  Thatcher  even 
while      Britain's  unemployment 


mounted.  The  Star,  by  contrast,  is  left- 
ish  in  its  editorial  columns  if  not  in  its 
boardroom,  and  led  the  hue  and  cry  of 
unemployment.  But  Murdoch  recov- 
ered quickly.  The  Sun  suddenly  dis- 
covered unemployment  in  its  news 
pages,  and,  according  to  Murdoch,  the 
paper  has  been  "flirting"  with  the 
new  centrist  Social  Democratic  Party. 

In  the  Star-Sun  war,  Murdoch  also 
showed  that  he  is  a  dangerous  man  to 
cross.  He  raised  the  price  of  the  Sun, 
expecting  the  Star  to  follow;  it  didn't, 
and  gained  circulation  at  Murdoch's 
expense.  Murdoch  countered  with  a 
vicious  price  war  in  which  the  rival 
Star  finally  conceded  defeat. 

The  New  York  Post  venture  has  de- 
parted from  the  usual  script  in  that  it 
is  losing  a  lot  of  money — $12  million 
last  year,  with  the  outlook  no  better 
for  this  year.  But  Murdoch  says  he 
will  fight  three  or  four  more  years 
because  the  prize,  as  he  sees  it,  is  New 
York's  popular  newspaper  market — 
nearly  5  million  readers. 

When  he  bought  the  Post,  it  was  a 
sleepy  evening  paper  breaking  even 
with  a  sale  of  500,000.  The  much  big- 
ger Daily  News — circulation  1.8  mil- 
lion— was  selling  only  in  the  morning. 
Hostilities  heated  up  last  year  when 
the  News  started  an  evening  edition. 
Characteristically,  Murdoch  replied 
with  a  morning  edition.  It  was  con- 
ceived as  a  shot  across  the  News' 
bow — but  the  Post's  morning  oper- 
ation has  gone  much  better  than  Mur- 


doch expected.  He  has  been  gloating 
as  theNews'  circulation  has  sagged  and 
the  man  brought  in  to  raise  the  tone 
of  its  evening  edition,  former  New 
York  magazine  editor  Clay  Felker,  is 
out.  Says  Murdoch  of  the  3,000-word 
New  Journalism  pieces  Felker  im- 
posed on  Mews  readers:  "They  intro- 
duced types  of  journalism  that  had  no 
place  in  a  newspaper,  let  alone  in  a 
popular  newspaper."  Murdoch  would 
never  make  the  mistake  of  trying  to 
impose  his  tastes  on  his  customers. 

He  now  sees  the  Manhattan  battle 
as  a  fight  to  the  finish.  "We  are  not 
large  in  the  market  but  competitively 
we  are  everything  because  we  are 
stopping  theNews  from  recovering  its 
costs.  It  has  about  4,700  employees, 
90%  of  them  on  firm  tenure.  We  have 
1,100."  Every  Harvard  Business 
School  student  learns — and  every  gut 
businessman  is  born  knowing — that 
in  a  knock-down-drag-out  business 
fight,  the  man  with  the  lowest  costs 
nearly  always  wins. 

Can  Murdoch  beat  the  News,  until 
recently  the  U.S.'  biggest-circulation 
daily  and  once  the  master  of  popular 
journalism?  However  long  they  once 
looked,  the  odds  now  look  very  much 
in  Murdoch's  favor.  One  awed  former 
lieutenant  reckons  that  anything  is 
possible.  "Murdoch  sees  around  cor- 
ners," he  says.  He  doesn't,  of  course, 
but  what  he  does  do  is  see  the  news- 
paper business  more  clearly  than  any- 
one else  in  the  world.  ■ 


First  television  sets,  cameras  and  steel. 
Then  autos  and  computers.  Now  those 
tough  competitors  from  across  the  Pacific 
are  aiming  at  the  drug  industry. 


Rx:  made  in  Japan 


By  Carol  E.  Curtis 


Green  Cross,  a  middle-size  Jap- 
anese company,  will  soon 
start  selling  artificial  blood — a 
major  pharmaceutical  breakthrough. 
Sankyo,  based  in  Tokyo,  is  already  a 
leader  in  anticancer  drugs.  Two  of  the 
best  new  antibiotics  to  come  on  the 


U.S.  market,  Moxalactam  and  Cefi- 
zox,  were  developed  by  Shionogi  and 
Fujisawa. 

At  the  moment,  of  course,  those 
obscure  names  are  hardly  the  medical 
equivalents  of  Nissan  and  Toyota.  Ja- 
pan's international  sales  account  for  a 
mere  3%  of  its  total  drug  revenues — 
mostly  in  the  form  of  bulk  pharma- 
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ccuticals — and  U.S.  compa- 
nies get  40%  of  their  rev- 
enues from  overseas  sales. 
Still,  the  $15  billion-a-year 
Japanese  drug  industry  is 
preparing  an  impressive 
marketing  offensive. 

Penetrating  the  U.S.  drug 
market  is  a  key  clement  in 
that  effort.  With  the  pros- 
pect of  limited  increases  in 
auto  and  consumer  elec- 
tronics exports,  Japan  needs 
high-growth  replacements. 
Pharmaceuticals,  like  semi- 
conductors, are  easy  to 
transport  and  just  the  kind 
of  high-value-added  prod- 
ucts that  appeal  to  govern- 
ment planners. 

Not  surprisingly,  Japanese  firms 
started  emphasizing  product  develop- 
ment about  a  decade  ago.  In  1965  the 
average  Japanese  drug  company  spent 
1%  of  sales  on  research.  Today  it 
spends  about  7.5% — almost  even 
with  the  U.S.  "The  most  important 
thing  in  drugs  is  successful  research, 
and  the  Japanese  are  doing  very  well 
at  it,"  says  William  Holzer,  a  Japan 
specialist  with  Scudder,  Stevens  & 
Clark  in  New  York. 

Such  big  spending,  however,  pro- 
vides an  even  greater  incentive  to  ex- 
port. "To  develop  a  new  drug  takes 
ten  years  and  $9  million,"  says  a  To- 
kyo analyst.  "That  means  you  can't 
depend  only  on  the  Japanese  market." 

Japan  has  been  steadily  increasing 
its  foreign  drug  introductions — a  key 
statistic  since  most  new  products  are 
launched  outside  the  U.S.  Japanese 
revenues  from  drug-licensing  agree- 
ments with  foreign  countries  over  the 
last  decade  have  nearly  quadrupled, 
while  U.S. -manufactured  drugs  have 
been  licensed  overseas  at  a  slower 
pace.  Robert  Schmitt,  an  analyst  at 
Drexel  Burnham  Lambert  who  has 
been  following  Japanese  industry  for 
16  years,  believes  Japan  is  now  pre- 
eminent in  anticancer  drugs,  certain 
antibiotics  and  artificial  blood.  Says 
Schmitt,  "They  are  gearing  up  to  be- 
come a  world  leader." 

The  Japanese  government — no  nov- 
ice at  encouraging  exports — is  active- 
ly assisting.  Last  year  the  Pharmaceu- 
tical Affairs  Act  extended  the  time  a 
company  can  market  a  drug  under  ex- 
clusive license  from  three  to  six  years. 
A  change  in  the  patent  system,  ex- 
tending coverage  to  compounds  as 
well  as  processes,  has  also  encouraged 
more  innovation. 

Japanese  companies  are  rushing  to 
patent  their  drugs  in  the  U.S.,  too.  In 
1963  Japan  ranked  fifth  in  the  number 
of  foreign-origin  drug  and  medicine 


Look  out,  Lilly  and  Merck 

Japan's  leading  pharmaceutical  companies  are  largely 
unknown  to  the  U.S.  public.  American  drug  compa- 
nies, however,  are  getting  to  know  them  very  well. 

Company 

Revenues' 
(millions) 

Major  product  lines 

Takeda 
Sankyo 
Fujisawa 
Shionogi 
Tanabe 

$1,826 
6.95 
605 
577 
461 

antibiotics,  vitamins 
anti-ulcer  and  anticancer  drugs 
antibiotics,  nervous  system  drugs 
antibiotics,  nervous  system  dru^s 
circulatory  and  respiratory  drugs 

Eisai 
Taisho 
Yamanouchi 
Chugai 
Daiichi 

400 
335 
333 
310 
290 

circulatory  and  respiratory  drugs 
nonprescription  tonics,  nutrients 
antibiotics,  tonics 
anti-ulcer  and  anticancer  drugs 
vitamins,  tonics 

'Exchange  rate 

230  Yen  =*] 

Sonne  Scudder,  Sleivns  &  Clark' 

patents  issued  in  Washington,  with 
350.  In  1977 — the  most  recent  period 
for  which  data  are  available — the  Japa- 
nese had  1,700  drug  and  medicine  pat- 
ents in  the  U.S.,  second  only  to  West 
Germany. 

Still,  Japanese  entry  into  the  U.S. 
drug  market  isn't  likely  to  be  a  repeat 
performance  of  their  conquest  of  the 
auto  industry.  Though  Detroit  has  rel- 
atively few  product  lines,  the  average 
drug  company  has  at  least  12 — mak- 
ing it  tough  to  compete  across  the 
board.  What's  more,  the  U.S.  drug  in- 
dustry is  not  monolithic:  The  149 
members  of  the  Pharmaceutical  Man- 
ufacturers Association  account  for 
90%  of  domestic  prescription  drug 
sales.  "Pharmaceuticals  are  a  series  of 
small,  overlapping  monopolies,"  ex- 
plains Paul  Brooke,  who  follows  the 
industry  for  Cyrus  J.  Lawrence. 

Prescription  products  sold  in  the 
U.S.  must,  of  course,  be  approved  by 
the  Food  &  Drug  Administration,  a 
process  that  can  take  as  long  as  a 
decade.  But  the  current  FDA  policy 


of  approving  more  new 
drugs — without  regard  to 
origin — works  to  the  ad- 
vantage of  foreigners. 
"Companies  now  scramble 
on  an  equal  footing,"  says 
Kenneth  Peterson,  a  vice 
president  of  research  at 
Scudder,  Stevens  ck  Clark. 
As  a  result,  he  adds,  "U.S. 
research  and  development 
has  lost  its  secure  franchise 
on  the  drug  market." 

FDA  approval,  though,  is 
only  the  beginning.  A  mar- 
keting organization,  with  a 
large  sales  force,  is  essential 
for  a  real  export  push,  and 
until  recently  the  Japanese 
chose  to  participate  in  the  U.S.  market 
almost  exclusively  through  licensing 
agreements.  Typically,  these  agree- 
ments grant  a  company  like  Pfizer  or 
SmithKlme  the  right  to  produce,  pack- 
age and  sell  a  drug  in  exchange  for 
paying  the  Japanese  company  a  royal- 
ty. Now  the  Japanese  are  moving  more 
aggressively  and  trying  )oint  ventures. 
Says  Barry  Cohen,  a  spokesman  for 
Abbott  Laboratories,  "The  next  step  is 
likely  to  be  independent  participation 
in  the  U.S.  market." 

Abbott,  for  example,  is  currently 
joint-venturing  with  Takeda,  the  larg- 
est Japanese  drug  firm,  in  developing 
five  different  products.  By  1984  all 
five  are  expected  to  be  on  the  U.S. 
market.  Other  joint  ventures  include 
SmithKIine  and  Fujisawa,  Lilly  and 
Shionogi,  and  Merck  and  Banyu. 

The  Japanese  have  been  gun-shy  so 
far  about  making  direct  acquisitions 
of  U.S.  drug  companies.  Mitsubishi 
recently  bought  10%  of  tiny  ($23  mil- 
lion) Key  Pharmaceuticals,  but  aside 
from  a  few  industry  giants  like  Ta- 
keda, most  Japanese  drug  firms  are 
small  in  comparison  with  their 
American  counterparts  and  thus  un- 
able to  tackle  a  major  acquisition. 
"The  form  expansion  will  take,"  pre- 
dicts Scudder,  Stevens'  Peterson,  "is 
to  joint-venture  with  a  U.S.  company, 
then  take  control." 

Are  American  companies  begin- 
ning to  feel  the  heat?  Giants  such  as 
Johnson  &.  Johnson,  Lilly  and  Merck 
are  financially  robust  and  big  research 
spenders.  But  they  also  cast  wary  eyes 
to  the  East.  Merck's  Chief  Executive 
John  Horan  acknowledges  the 
threat — but  isn't  worried.  "The  U.S. 
industry,"  he  says,  "is  fully  competi- 
tive." A  Pfizer  executive  sees  things 
differently.  "Whether  General  Motors 
or  Ford  would  have  envisioned  the 
extent  of  Japanese  penetration  five 
years  ago,  I  really  don't  know.  I  think 
we're  in  that  same  situation."  ■ 
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A  lot  of  people  today 
think  the  more  a  Euro- 
pean luxury  sedan  costs, 
the  more  desirable  it  is. 
That's  why  some  Euro- 
pean car  makers  get  away 
with  charging  outra- 
geously high  prices. 

But  at  Volvo  we  don't 
believe  a  car  needs  an 
exorbitant  price  tag  to 
distinguish  itself  as  a 
luxury  sedan. 

The  Volvo  GLE  is  a 
product  of  this  philoso- 
phy. Like  other  fine  auto- 
mobiles it's  made  with 
meticulous  attention  to 
detail.  So  the  doors  fit 
perfectly  and  the  finish  is 
flawless.  It  features  a 
powerful,  fuel-injected, 
V-6  engine  that  performs 
smoothly  and  quietly. 
And  it  affords  amenities 
like  air  conditioning  and 
leather  seats  at  no  extra 
cost. 

But  there's  one  area 
in  which  the  Volvo  GLE 
falls  far  below  other 
European  luxury  sedans. 
The  price.  Which  is  one 
reason  so  many  people 
consider  it  an  extraordi- 
nary value. 

So  if  you're  only 
interested  in  how  much 
money  you  can  pay  for  a 
car,  there  are  any  number 
of  luxury  sedans  you  can 
choose  from.  But  if 
you're  interested  in  how 
much  car  you  can  get  for 
your  money,  buy  the 
Volvo  GLE. 

VOLVO 

A  car  you  can  believe  in. 


A  LUXURY  SEDAN'S 
PRICE  SHOULD  REFLECT 
ITS  WORTH,  NOT 
WHAT  THE  TRAFFIC 
WILL  BEAR. 


I  1 960  VOLVO  OF  AMERICA  CORPORATION 


The  inspiration  for  this  series  was  the  question,  "What  are  the  most  critical  issues  facing  the  industries  in  which  LTV  is  active? 


LTV  Looking  Ahead 


Should  America  continue 
to  subsidize  its  merchant  fleet? 
Two  top  economists  disagree 


YES  

NEED  FOR  SECURITY 

Robert  R.  Nathan 
Chairman,  Robert  R.  Nathan 


8 |  Chairman,  Robe 
a         Associates,  Inc., 
-A        Consulting  Economists 


There  are  serious  security  considerations ..  .it  is 
appropriate  that  stern  economic  criteria  be  applied. 


Given  the  huge  and  continuing  subsidies  and  other  costly  pro- 
visions that  are  needed  for  international  liner  operations,  it  is 
impossible  to  justify  the  continuation  of  America's  merchant 
marine  on  purely  economic  grounds.  The  costs  of  construct- 
ing vessels  in  the  United  States  and  their  operating  costs  are  so 
high  relative  to  costs  of  foreign  shipyards  and  operators  as  to 
preclude — at  least  for  the  present  and  foreseeable  future — the 
prospects  for  a  successful  United  States  merchant  marine 
without  subsidies. 

Therefore,  economists  could  conclude  that  this  country 
would  be  better  off  by  letting  our  merchant  marine  either 
compete  or  disappear.  However,  there  are  serious  security 
considerations  which,  in  my  judgment,  warrant  a  program  to 
assure  at  least  that  minimum  available  level  of  ocean  shipping 
facilities  to  provide  some  degree  of  contribution  to  our  na- 
tional security. 

Air  transport  of  military  manpower  and  equipment  has  im- 
proved, but  there  are  still  substantial  military  needs  for  ocean 
shipping  facilities. 

If  we  do  conclude  that  a  subsidized  American  merchant 
marine  is  justified  on  security  grounds,  as  I  believe,  then  it  is 
entirely  appropriate  that  the  sternest  economic  criteria  ought 
to  be  applied  in  deciding  how  best  to  achieve  that  security  ob- 
jective at  the  lowest  possible  cost. 

Many  experts  in  the  marine  field  currently  have  doubts 
whether  the  present  practices  and  procedures  are  compatible 
with  the  objective  of  carefully  scrutinizing  the  costs  essen- 
tial for  fulfilling  the  minimal  ongoing  security  needs  of  the 
United  States. 

Recurring  reviews 

Most  obvious,  there  should  be  recurring  reviews — perhaps 
once  every  three  to  five  years — of  the  methodology  and  the 
data  sources  which  serve  as  the  bases  for  determining  levels  of 
construction  and  operating  differential  subsidies.  With  dra- 
matic changes  occurring  in  productivity,  inflation  and  other 
international  competitive  conditions,  the  government  should 
try  to  assure  reasonable  balance  between  essential  incentives 
and  minimal  subsidies.  Government  subsidies  should  not 
underwrite  excessive  profits;  rather  the  costs  of  capital  in  set- 
ting subsidies  should  take  into  account  realistic  risk  factors. 
There  are  private  United  States  carriers  who  transport  on 


their  own  account  or  who  are  engaged  in  domestic  coastal  or 
international  tramp  operations,  who  are  not  directly  subsi- 
dized. However,  they  do  benefit  from  certain  cargoes  that  are 
reserved  for  U.S. -flag  companies  and  they  move  at  higher 
than  international  tariffs.  For  that  preferential  cargo  they  are 
protected  from  foreign  competitors  and  presumably  from 
U.S. -subsidized  carriers. 

In  summary,  incentives  of  a  non-direct  subsidy  nature 
should  be  sought,  multiple  operating  incentives  should  be 
avoided  and  strict  monitoring  of  financial  results  should  be  a 
firm  requirement. 


NO— 

IT  DOESN'T  WORK 


Allen  R.  Ferguson 
President,  Public  Interest 
Economics  Center 


We  cannot  make  the  American-flag  fleet  competitive 
by  continuing  to  subsidize  its  inefficiencies. . . 


Why  can't  the  American  merchant  marine  swim;  why 
can't  it  compete — at  least  without  Federal  support?  In  fact, 
much  of  it  can  and  does  compete.  Hundreds  of  ships  owned 
by  American  corporations  operate  under  Liberian,  Pana- 
manian and  other  "flags  of  convenience." 

The  more  visible  part  of  the  American-owned  fleet,  subsi- 
dized American-flag  ships  in  scheduled  liner  service,  how- 
ever, cannot  compete  under  present  law.  Two  major  restric- 
tions hobble  them: 

(1)  They  may  sail  onl>  American-built  ships  manned  only 
with  "citizen"  crews.  Failure  to  do  either  precludes  them 
from  receiving  subsidies  or  from  serving  the  domestic  trade. 

(2)  U.S.  shipyards  are  far  less  efficient — less  produc- 
tive— than  are  foreign  yards  and  American  crews  are  more 
expensive — that  is,  are  less  productive  per  wage  dol- 
lar— than  foreign  crews. 

As  the  capita)  intensity  of  ocean  transport  increases,  with 
containerization  and  greater  ship  size  and  speed,  the  burden 
of  the  crew  requirement  will  decline,  but  the  burden  of  sail- 
ing American-built  ships  will  increase. 

We  cannot  make  the  American-flag  fleet  competitive  by 
continuing  to  spend  some  three-fourths  of  a  billion  dollars 
per  year  to  subsidize  its  inefficiencies,  and  billions  more, 
indirectly,  to  protect  it  from  competition  in  the  domestic 
trades. 

We  can  make  it  competitive  by  removing  the  legal  require- 
ment that  U.S. -flag  carriers  operate  American-built  ships. 
Eventually,  removing  the  mandate  to  use  American-citizen 


WHAT 

LTV  BELIEVES 

Speaking  for 

LTV,  Paul  Thayer 

Chairman  of  the  Board  and 

Ghief  Executive  Officer 

crews  or  so  changing  it  as  to  reduce  its  incentives  to  ineffi- 
ciency would  also  be  sound,  but  less  important  and  politi- 
cally harder. 

It  is  sometimes  argued  that  defense  needs  dictate  that 
U.S. -built  ships  be  used  and  subsidized  in  ocean  commerce. 
In  fact,  essential  shipbuilding  capacity  is  sustained  under 
naval  contracts.  Most  of  the  subsidized  ships  are  of  little  use 
to  the  military,  as  naval  authorities  have  testified;  the  advo- 
cates of  construction  subsidies  dare  not  put  them  into  the 
Defense  budget  because  they  fear  (rightly)  that  military 
planners  would  find  other  expenditures  more  important. 
Real  military  needs  could  be  better  met  by  buying  cargo 
ships  in  the  open  market  and  holding  them  in  the  reserve 
fleet.  That  fleet  has  proven  to  be  extremely  valuable  in  mili- 
tary crises.  The  reserve  fleet  is  obsolete,  but  could  be  re- 
newed at  bargain-basement  prices. 

Thus,  an  administration  devoted  to  free  enterprise  could 
make  the  American  merchant  marine  competitive  by 
"stroke-of-the-pen-technology"  and  could  save  taxpayers 
and  consumers  hundreds  of  millions  of  dollars.  With  such  a 
simple  change  the  domestic  trade  could  also  be  opened  to 
free  competition,  reducing  the  price  of  oil  and  lumber  in  the 
Northeast  and  of  nearly  everything  in  Alaska  and  Hawaii. 


WHAT 

THE  PUBLIC  THINKS 


SI  Reported  by 
I  Kenneth  Schwartz 
I   Vice  President,  Opinion 
S  Research  Corporation 


The  reality  is,  this  is  not  a  "hot  issue"  with  the 
public.  But  among  those  who  know 
"something". . .  62  percent  favor  subsidy. 

It  is  important  that  we  put  this  information  into  the  proper 
perspective.  On  LTV's  behalf,  ORC  polled  1003  people  be- 
tween May  14-17,  1981.  However,  before  we  reached  the 
specific  question  on  subsidy,  we  first  asked,  "How  much 
have  you  heard  or  read  about  the  size  and  condition  of  the 
United  States  merchant  shipping  fleet?"  A  great  deal?  A 
fair  amount?  A  little?  Nothing  at  all? 

Results:  great  deal,  3  percent;  fair  amount,  13  percent; 
little,  45  percent;  nothing  at  all,  38  percent;  don't  know,  1 
percent. 

We  then  asked  the  61  percent  of  the  original  respondents 
who  answered  '  'great  deal,  fair  amount  or  little ' '  some  subse- 
quent questions.  So,  please  keep  in  mind  that  the  next  section 
of  this  column  deals  only  with  answers  given  by  that  61  per- 
cent who  professed  at  least  a  little  knowledge  of  the  subject. 

How  did  they  respond  to  the  topic  addressed  here  by  the 
two  distinguished  economists,  Nathan  and  Ferguson? 
"Would  you  favor  or  oppose  the  Federal  Government 
providing  financial  subsidies  for  a  merchant  shipping 
fleet?" 

In  favor:  62  percent.  Opposed:  25  percent.  No  opinion:  13 
percent 

Three  other  questions  relative  to  views  on  the  merchant 
fleet  were  asked.  (The  responses  are  in  parenthesis.) 

(1)  From  what  you  have  heard  or  read,  how  would  you 
describe  the  size  and  condition  of  the  U.S.  merchant  ship- 
ping fleet?  Would  you  say  it  is  adequate  for  our  country's 
needs  (19  percent)?  Somewhat  inadequate  (48  percent)?  Or 
very  inadequate  (22  percent)?  No  opinion  accounted  for  the 
remaining  11  percent. 

(2)  As  far  as  you  know,  can  our  merchant  shipping  fleet 
compete  satisfactorily  with  foreign  fleets  (yes,  19  percent)? 
Or  has  our  fleet  fallen  behind  competitively  (fallen  behind, 
64  percent)?  No  opinion,  17  percent. 

(3)  Is  the  defense  of  our  country  in  any  way  dependent  on 
the  strength  of  our  merchant  shipping  fleet  (yes,  72  percent)? 
Or  doesn't  the  merchant  shipping  fleet  play  any  role  in  our 
defense  (no  role,  12  percent)?  No  opinion,  16  percent. 


LTV  is  focusing  attention  on  this  issue  because 
we  believe  it  is  an  important  one — and  one  that  is 
widely  misunderstood. 

A  strong  American  merchant  marine  is  essential  to  our 
country's  well-being  and  security.  The  U.S.  needs  a  healthy 
maritime  industry.  Given  the  realities  of  international  ship- 
ping today,  that  requires  subsidies. 

The  U.S.  merchant  marine  is  made  up  of  privately  owned 
companies  such  as  our  own  Lykes  Bros.  Steamship  Co. 
These  companies  are  efficient,  innovative  and  progressive. 
Their  seagoing  and  shoreside  personnel  are  U.S.  citizens. 
Their  ships  are  built  in  U.S.  yards  to  the  world's  highest 
standards,  helping  to  support  the  shipbuilding  base  our 
Navy  depends  upon.  An  example  is  the  unique  SEABEE 
barge-carrying  ships  developed  by  Lykes.  These  875-foot 
vessels  carry  thirty-eight  1,000-ton  capacity  barges  across 
the  ocean,  reducing  shipping  time  and  costs.  Our  three  SEA- 
BEE  vessels  are  regarded  as  ideal  for  defense  transportation 
needs  and  they  stand  available — as  do  the  43  other  vessels  of 
our  Lykes  fleet — if  required.  If  the  Navy  had  to  build  and 
operate  its  own  cargo-carrying  fleet,  the  cost  to  taxpayers 
would  be  enormous,  and  the  time  delay  dangerous. 

Advantages  of  foreign  competitors 

The  efficiency  and  innovation  of  the  U.S.  merchant  marine 
cannot  offset  the  cost  advantages  enjoyed  by  foreign  com- 
petitors, who  may  enter  our  commerce  and  ports  without 
duty  or  restriction.  A  growing  number  of  foreign  lines  are 
government-controlled  and  do  not  operate  for  profit. 

These  ships  are  built  and  manned  by  workers  whose  wages 
are  far  below  American  levels.  Subsidies  are  designed  to 
make  up  the  difference  between  our  on-board  wage  levels 
and  the  composite  cost  of  our  competition.  They  do  not 
guarantee  a  profit  to  U.S.  companies.  They  do  not  cover 
shoreside  costs.  They  do  not  place  the  U.S.  operator  at 
parity  with  foreign  competitors. 

Defense  needs  alone  justify  support  for  a  merchant  ma- 
rine. But  there  are  other  reasons.  The  private  U.S. -flag  mer- 
chant fleet  serves  our  country's  commercial  needs.  These 
companies  are  alert  to  the  needs  of  our  exporting  and  im- 
porting firms  and  help  to  maintain  fair  ocean  freight 
charges.  The  U.S.  fleet  contributes  to  our  balance  of  pay- 
ments and  protects  the  public  from  dependence  on  foreign 
carriers  for  essential  materials  and  goods. 

The  industry  has  served  us  well.  Maritime  subsidy  pro- 
grams, averaging  about  $400  million  per  year,  are  a  small 
price  to  pay  for  such  a  vital  national  asset. 

Our  own  Lykes  Bros.  Steamship  Co.,  Inc.  operates  a  fleet 
of  46  modern  ships  on  trade  routes  covering  five  continents 
and  U.S.  ports  on  the  Gulf,  West  and  South  Atlantic  coasts 
and  the  Great  Lakes. 

What  are  your  views?  Write  your  elected  officials.  To  be 
put  on  the  LTV  Issues  mailing  list  write  me,  Paul  Thayer, 
P.O.  Box  225003 -3D,  Dallas,  TX  75265. 

The  LTV  Companies:  Jones  &  Laughlin  Steel,  Continen- 
tal Emsco  Company,  Vought  Corporation,  Kentron  Inter- 
national, Lykes  Bros.  Steamship  Co.,  Inc. 


LTV 


The  LTV  Corporation 

Dallas,  TX  75265 


Caution  and  good  sense  have  replaced 
impetuosity  at  the  onetime  insurgent  of  the 
forest  products  business. 


Georgia-Pacific 
in  middle  age 


By  Kathleen  K  Wiegner 

Has  Georgia-Pacific  Corp., 
like  many  other  once  entrepre- 
neurial companies,  reached  a 
size  and  age  where  it  is  succumbing  to 
bureaucracy  and  caution? 

The  stock  market  appears  to  think 
so.  For  the  last  several  years  it  has 
treated  G-P,  once  a  growth  stock  fa- 
vorite, like  a  has-been.  Analysts  and 
brokers,  who  loved  the  G-P  of  founder 
Owen  Cheatham  or  his  successor 
Robert  Pamplin,  have  cooled  to  the  $5 
billion  (sales)  company  under  Chair- 
man Robert  Flowerree. 

G-P  stock  has  been  selling  only  at 
the  forest  products  industry's  average 
price/earnings  ratio  for  the 
last  two  years.  G-P  earnings 
are  holding  steady  this  year, 
compared  with  declines  else- 
where in  its  industry — yet 
the  stock  is  lagging.  The 
market  seems  not  to  care 
that  G-P's  wise  diversifica- 
tion into  chemicals — which 
provided  one-third  of  last 
year's  $244  million  net  in- 
come— is  helping  it  weather 
a  two-year  disaster  in  hous- 
ing starts. 

Why  is  the  market  apa- 
thetic? Essentially  it's  be- 
cause of  the  changed  nature 
of  G-P's  management. 
Flowerree,  60,  who  has  run 
the  building  materials,  paper 
and  chemicals  company 
since  1976,  is  a  more  cau- 
tious fellow  than  either  of  his 
two  predecessors,  whom  he 
describes  as  more  aggressive 
than  himself. 

Flowerree  is  a  deliberate 
man,  inclined  to  take  the 
long  perspective  rather  than 
the     sharp,     fast  plunge. 


"When  you're  small,  you  don't  have 
the  same  problems  as  when  you're 
large,"  he  says  in  the  soft  Louisiana 
accent  he  has  retained  through  35 
years  of  living  in  the  Northwest.  He 
has  reacted  with  characteristic  cau- 
tion to  a  potentially  profound  change 
in  the  building  products  business — 
about  72%  of  G-P's  sales  in  a  good 
housing  year. 

Plywood,  of  which  G-P  is  the  na- 
tion's largest  manufacturer,  is  slowly 
being  challenged  by  cheaper  substi- 
tute panels  made  from  wood  pieces 
bonded  together  with  heavy-strength 
glues  and  resins — waferboard,  com- 
posite plywood  and  oriented  strand 
board.  But  G-P  has  only  one  plant 


Georgia- Pacific's  Robert  Flowerree 
"I  think  we're  wiser  now." 


making  composite  plywood  and  an- 
other working  on  waferboard.  By  con- 
trast, competitor  Louisiana-Pacific  is 
already  doubling  capacity  at  its  wafer- 
board  plant  in  Wisconsin  and  will 
have  three  more  plants  in  operation 
by  1983,  while  Potlatch  Corp.  has  al- 
ready secured  a  dominant  position  m 
oriented  strand  board. 

Moreover,  Louisiana- Pacific  is  us- 
ing low-cost  hardwoods  for  its  wafer- 
board  while  G-P — owning  no  mid- 
westem  hardwood  timber — has  been 
using  more  expensive  softwoods.  It 
seems  a  haunting  echo  of  the  way 
Owen  Cheatham  18  years  ago  start- 
ed using  lower-cost  southern  pine  to 
undercut  companies  like  U.S.  Ply- 
wood— now  Champion  Internation- 
al— which  went  on  too  long  cutting 
expensive  Douglas  fir.  Flowerree 
seems  hesitant  about  G-P's  role  in 
this  new  business.  "Sometimes  we 
went  ahead  and  built  ten  plants  at 
one  time  without  really  knowing 
what  we  were  doing,"  he  says.  "I 
think  we're  wiser  now." 

It's  not  that  Flowerree  is  afraid  to 
spend  money.  Far  from  it.  In  the  five 
years  through  the  end  of  1981  that  he 
has  run  G-P  he  has  poured  $2.75  bil- 
lion into  upgrading  the  company's  fa- 
cilities. He's  proud,  too,  of  having 
spent  the  money  in  a  bad  time.  G-P's 
growth  has  been  slowing  since  1977. 
For  the  first  time  since  1952,  the  com- 
pany will  not  be  able  to  double  earn- 
ings every  five  years.  "We'll  make  the 
sales  in  1982,"  says  Flowerree,  "but 
the  profits  haven't  material- 
ized." As  a  result  he  has  had 
to  borrow  to  support  the  cap- 
ital program,  taking  on  in- 
creasingly costly  debt  and 
doubling  G-P's  interest  ex- 
pense since  1978. 

What  has  he  spent  the 
money  on,  and  when  will  the 
returns  materialize?  He  has 
devoted  $628  million  to 
modernize  G-P's  pulp  and  pa- 
per mills.  Flowerree  also  has 
been  spending  to  acquire 
trees  in  the  South — picking 
up  over  700,000  acres  of  tim- 
ber since  1978,  including 
72,000  acres  that  came  with 
his  purchase  of  Holly  Hill 
Lumber  Co.  last  year  for  $30 
million  in  stock.  As  a  result, 
G-P  is  now  the  South's  third- 
largest  timber  owner  and  will 
have  an  assured  supply  of  raw 
material,  free  from  future  es- 
calations in  tree  prices.  But 
Flowerree  had  to  pay  high 
premiums  because  timber 
prices  had  already  taken  off 
by  the  time  he  got  in. 
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RYDER.  WHEN  YOU  LEASE  FROM  THE  BEST,  YOU  SAVE  MONEY. 


"You've  got  to  cut  our 
trucking  costs,"  says  the 
President  to  the  Vice  President. 
"Pay  less  for  trucks.  Buy 
second  line  tires.  Don't  replace 
parts  as  often." 

Right  then  and  there  a 
warning  buzzer  should  go  off 
in  your  mind.  There  is  a  right 
way  and  a  wrong  way  to  cut 
costs.  The  wrong  way  is  to  cut 
corners,  because  then  you 
end  up  with  breakdowns,  idle 
drivers,  late  deliveries  and 
unhappy  customers. 

The  right  way  to  cut 
trucking  costs.  It's  by  making 
your  shipping  operation  more 
efficient,  instead  of  the  other 
way  around.  By  keeping  your 
trucks  razor-sharp  so  they 


run  like  clockwork. 

That's  where  Ryder  comes 
in.  A  full-service  Ryder  truck 
lease  has  saved  money  for 
literally  thousands  of 
companies. 

We  helped  make  London 
Fog's  shipping  operation  more 
efficient  and  saved  them 
$300,000  a  year.  We  helped 
Equitable  Bag  save  $500,000  a 
year.  Progresso  Foods  tried 
a  "cheaper"  truck  lease  than 
Ryder  and  ended  up  paying 
$150,000  more  a  year.  And 
getting  less  service. 

How  does  Ryder  do  it? 

First,  we  operate  our  own  truck 
service  centers.  Over  600. 
Nobody  else  comes  close  to 
that  number.  So  we're  able  to 


maintain  our  leased  trucks  with 
the  care  and  precision  usually 
reserved  for  Swiss  watches. 
With  great  emphasis  on  preven- 
tive maintenance,  because 
that's  more  efficient  than 
waiting  for  breakdowns  and 
then  doing  repairs  on  the  road. 

We  have  the  best  truck 
mechanics.  We  know,  because 
we  train  them.  And  certify 
them.  We  give  24-hour 
emergency  road  service.  On 
every  road  in  the  country.  If  you 
have  a  breakdown,  we  get  you 
rolling  again,  fast.  Or  we  give 
you  a  substitute  truck,  fast. 

Ryder  provides  fuel.  From 
our  own  tanks.  It  costs  you  less 
because  there's  no  middleman. 
And  you  have  a  better  than 


WHAT  COSTS 

LESS 
COSTS  MORE. 


average  chance  of  getting 
fuel  in  the  event  of  another 
shortage.  What's  more,  Ryder 
engineers  trucks  so  efficiently, 
they  get  more  miles  per  gallon. 
And  Ryder  works  with  your 
drivers  through  our  Driver 
Safety  Program  to  make  sure 
they  do  everything  possible  to 
get  maximum  miles  per  gallon. 
Ryder  provides  licensing, 
permitting,  painting,  washing, 
all  maintenance,  parts,  fuel  tax 
reporting  and  all  paperwork. 
With  everything  included 
in  the  lease  rate  so  there  are 
no  expensive  surprises.  Your 
management  can  make  projec- 
tions and  know  they're  true. 

A  lot  of  what  passes  for 
cost  reduction  these  days  is 
very  expensive.  When  Ryder 
reduces  your  costs,  the 
reduction  sticks.  Because  we 
do  things  right.  And  that  costs 
less  than  doing  things  wrong. 

Ryder  rents  and  leases 
trucks  in  the  U.S.  and  Canada. 
In  the  U.S.  call  toll-free  800- 
327-2878.  Or  mail  coupon  now. 

I  1 

RYDER.  I  LL  BUY  THE  IDEA 
OF  DOING  THINGS  RIGHT  NOW  PROVE 
THAT  IT  WILL  SAVE  ME  MONEY. 


Company  Name 


City/State/Zip 


IS 


Mail  to  Ryder  Truck  Rental.  Inc 
Harmon  Hoffmann,  President 
PO  Box  520816 
Miami.  Flonda  33152 


You  can't  blame  Flowerree  for  this 
bad  timing  in  timber  purchasing.  He 
was  making  up  for  a  deficiency  in  his 
predecessors.  They  always  reckoned 
that  so  long  as  timberland  in  the 
South  was  in  private  hands — not  gov- 
ernment-owned as  in  the  West — G-P 
could  purchase  what  it  needed  for  its 
plywood  operations. 

But  things  changed.  G-P  found  it 
could  no  longer  buy  logs  from  paper 
companies,  which  realized  there  was 
profit  in  integrated  operations  and  be- 
gan to  use  the  logs  themselves.  When 
the  Federal  Trade  Commission  forced 
G-P  to  spin  off  many  of  its  wood  oper- 
ations in  1973,  creating  Louisiana-Pa- 
cific, it  also  forbade  G-P  from  pur- 
chasing large  timber  tracts  in  the 
South.  When  that  ban  expired  in 
1978,  Flowerree  started  buying. 

If  G-P  tarried  in  upgrading  its  paper 
mills,  forcing  huge  belated  spending, 
it  was  because  it  used  the  money  to 
expand  in  chemicals,  which  last  year 
brought  33%  of  earnings  on  13%  of 
sales.  Flowerree,  who  started  G-P's 
first  small  chemical  operation,  says 
simply:  "If  I  had  it  to  do  again,  I'd 
make  the  same  decision." 

And  it  is  undeniable  that  as  the 
housing  market  goes,  so  goes  G-P. 
G-P's  building  materials  are  capable  of 
earning  $434  million  pretax — a  35% 
return  on  assets — in  a  year  like  1978, 
when  housing  starts  were  strong.  But 
it  is  also  vulnerable  to  a  fall  to  $160 
million,  11.4%  on  assets,  when  they 
were  weak,  as  in  1980.  "You  can't 
forget  G-P's  earning  power  once  hous- 
ing comes  back,"  says  analyst  Bowen 
Smith  of  Salomon  Brothers. 

But  again,  it's  neither  housing 
starts  nor  paper  mills  that  has  caused 
investors  to  lose  their  old  enthusiasm 
for  the  stock;  it's  Flowerree's  style. 
The  man  looks  like  a  football  player 
but  speaks  like  a  professor,  slowly, 
carefully  matching  each  thought  and 
phrase.  When  you  talk  with  him  you 
know  Georgia-Pacific  is  in  good 
hands,  but  you  don't  get  the  sense 
that  exciting  things  are  in  store.  He 
says  things  like:  "Take  Hudson  Pulp 
&  Paper  [a  $177  million  company 
bought  in  1979].  That  mill  has  a  re- 
placement value  of  $600  million  today 
and  nobody  thinks  anything  about 
it."  That's  a  typical  Flowerree  in- 
sight— the  quiet  appreciation  of  a  pa- 
per mill's  replacement  value.  Growth 
he  dismisses  as  merely  glamorous, 
and  says  G-P  will  lower  costs  to  in- 
crease profitability.  It  all  spells  matu- 
rity, a  company  that  will  often  show 
phlegmatic  good  sense  but  seldom 
sudden  brilliance.  Fortunately  or  un- 
fortunately the  stock  market  seems  to 
prefer  sudden  brilliance.  ■ 


Poor  taxpayers.  We  get  regulations  that 
even  the  regulators  say  we  don't  need,  but 
then  they  won't  repeal  them. 


Everybody  out 
of  the  pool 


By  Beth  Brophy 


T|  o  the  dreary  annals  of  regula- 
tory excess,  now  add  the  case  of 
the  swimming  pool  slide  busi- 
ness, in  which  bureaucratic  action  led 
to  a  monopoly  that  bureaucratic  inac- 
tion is  preserving. 

Here  briefly  is  the  sequence  of 
events:  The  Consumer  Product  Safety 
Commission,  a  government  agency 
formed  in  1973,  issued  a  safety  stan- 
dard in  1976  covering  building  and 
installation  of  swimming  pool  slides. 
Affected  was  an  industry  then  com- 
prising seven  slide  manufacturers. 
Aqua  Slide  'N  Dive  Corp.  of  Browns- 
ville, Tex.  was  the  overwhelming 
leader,  with  some  90%  of  the  market, 
according  to  a  CPSC  estimate. 

Soon  after  publication  of  the  CPSC 
standard,  six  slidemakers  quit  the 
business,  leaving  Aqua  Slide  in  total 
command.  The  company  then 
showed  its  muscle  by  challenging  the 
standard  in  court  and  overturning  a 
requirement  that  its  slides  carry 
warnings  of  the  dangers  to  head  and 
spine  from  sliding  headfirst  into  shal- 
low water.  Time  passed  and  the 
CPSC,  which  had  been  criticized  as 
sluggish  in  its  early  days,  was  called 
irrelevant,  particularly  for  its  pool 
slide  standard  which  spoke  at  great 
length  about  dimensions  of  handrails 
and  angles  of  ladders.  So  this  year,  in 
keeping  with  the  Reagan  Administra- 
tion's general  cleanup  of  bureaucratic 
excess,  the  CPSC  considered  abolish- 
ing the  standard. 

Not  on  your  life,  cried  Aqua  Slide  'N 
Dive,  which  threatened  suit  to  pre- 
vent the  CPSC  from  revoking  the  reg- 
ulation. As  a  result,  on  July  9  the  agen- 
cy announced  that  the  rule  would  re- 
main in  effect.  The  agency  found 
itself,  explains  Commissioner  Stuart 


Statler,  "having  to  weigh  the  poten- 
tial anticompetitive  effect  of  keeping 
the  regulation  versus  the  continuing 
misdirection  of  scarce  resources  to  an 
area  where  we  never  should  have  been 
involved." 

Aqua  Slide  'N  Dive,  a  private  com- 
pany with  an  estimated  500,000  slides 
attached  to  pools  nationwide,  re- 
sponds piously  to  this  through  its  law- 
yer Jack  Coke  Jr.  "The  disruption  of 
the  standard  at  this  juncture  would 
allow  faulty  and  substandard  products 
to  return  to  the  market,"  says  Coke. 
"It's  a  philanthropic  thing  to  keep  the 
standard."  The  CPSC  says,  however, 
that  five  years  of  regulation  have 
brought  no  evidence  of  a  reduction  in 
pool  slide  accidents. 

Two  of  the  CPSC's  five  commis- 
sioners, Stuart  Statler  and  R.  David 
Pittle,  even  suggest  that  Aqua  Slide 
has  ulterior  motives  in  wanting  to 
keep  the  regulation: 

•  "It  has  a  monopoly  and  nothing 
to  gain  from  competition,"  says 
Statler. 

•  "Having  a  federal  standard,  no 
matter  how  weak,  preempts  states 
from  imposing  more  rigid  standards," 
he  adds. 

•  "It  has  the  sanction  of  the  federal 
government  if  it  is  sued  for  product 
liability,"  says  Pittle. 

What  else  is  there  to  say  except  to 
note  .that  the  taxpayer  pays  $42  mil- 
lion per  annum  to  fund  the  work  of 
the  CPSC,  which  took  nearly  three 
years  to  come  up  with  the  following: 
".  .  .  handrails  must  be  parallel  to  the 
ladder  rails  at  a  distance  of  between  4 
and  6  inches  on  ladders  with  an  in- 
clined angle  of  15  degrees  or  less  and 
must  begin  3  to  5  feet  above  the  pool 
deck.  .  .  ."  That's  the  kind  of  calcula- 
tion that  keeps  everybody  but  Aqua 
Slide  out  of  the  pool.  ■ 
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ILL  LETTERS  DON'T  HAVE  TO  GET 

SOMEPLACE  OVERNIGHT. 
THIS  IS  FOR  LETTERS  THAT  DO. 


To: 


Extremely  Urgent 


^OWESV  31ST  SlKtEl 

£5  SE*. «  10001 


Every  day,  in  business,  you  send 
t  lots  of  letters.  Some  have  a  lot 
ing  on  them,  some  don't. 

The  important  letters  may  be 
>posals  that  have  to  be  studied, 
ltracts  that  have  to  be  signed,  cor- 
■pondence  that  needs  to  be  read  fast 
i  acted  on  immediately. 

Letters  that  you'd  give  anything 
*et  someplace  overnight  but  usually 
re  never  been  able  to. 

Now,  Federal  Express  does  for 
ters  what  we  do  for  packages.  But 
a  lot  less. 

lat  do  you  get?  And  what  does  it  cost? 

You  get  a  water-resistant,  tear- 
sistant  envelope  that  holds  up  to  10 


pages.  And  you  get  it  delivered  to  any 
of  13,500  cities  overnight? . 

But  what's  really  amazing  is  that 
you  get  it  all  for  only  $9.50  if  you  take 
your  Overnight  Letter  to  any  of  our 
many  convenient  drop-off  points  or  if 
we're  already  picking  up  a  package  or 
COURIER  PAK®from  you  at  the 
same  time. 

What  if  you  want  a  special  pickup? 

If  you're  sending  just  one  Over- 
night Letter  and  you  want  it  picked  up, 
it  will  cost  $18.  But  if  you're  sending 
two  or  more  Overnight  Letters  and 
want  a  special  pickup,  it'll  still  cost  you 
only  $9.50  apiece. 

Call  us  at  800-238-5355  or  in 


day  through  Friday.  Saturday  delivery  by  special  request  only,  and  at  an  additional  service  charge.  Areas  served,  delivery 
s,  and  liability  stlbjeet  to  limitations  in  the  Federal  Express  Service  Guide.  ©  1981  Federal  Express  Corporation^. 
'RIER  PAK*  is  a  registered  trademark  of  Federal  Express  Corporation^. 


Tennessee  call  800-542-5171  if  you  have 
any  questions.  And  if  you'd  like  a  free 
kit  of  Overnight  Letter  envelopes  and 
airbills,  send  in  the  coupon  below. 

We've  always  thought  important 
letters  should  be  able  to  get  someplace 
overnight.  And  now  they  can. 

For  only  $9.50  each. 

l~For  a  free  kit  of  Overnight  Letter  materials, 
send  to:  Federal  Express  Corp.,  PO.  Box  727, 
Dept.  250-OL,  Memphis,  TN  38194 

Name  .  


Title- 


Company- 
Address— 
City  


_State_ 


.Zip. 


Phone#_ 


■  Account  #  (if  any)   F8  | 


FEDERAL  EXPRESS  INTRODUCES 
THE  OVERNIGHT  LETTER.  ONLY  $9.50. 


Timothy  Mellon  spends  freely  on  behalf  of 
women's  and  Indian  rights,  but  in  going 
after  the  Boston  &  Maine  Railroad  hes  got 
his  eye  clearly  on  the  main  chance. 


The  little  railroad 
that  could 


By  Steven  Flax 


T|  imothy  Mellon,  38,  one  of 
those  Pittsburgh  Mellons,  is  of- 
fering the  trustees  in  bankruptcy 
over  $24  million  for  the  Boston  & 
Maine,  a  railroad  that  before  1980  had 
not  made  a  penny  of  profits  for  23 
years.  Mellon  dreams  of  welding  New 
England's  fragmented  carriers  into  a 
united  backbone  of  iron  rail  to  rejuve- 


nate the  region.  His  company, 
Guilford  Transportation  Industries, 
has  acquired  the  Maine  Central  Rail- 
road for  a  reported  $20  million  from 
Ashland  Oil's  U.S.  Filter  subsidiary, 
and  now  he  wants  to  couple  the 
B&M  to  it. 

Mellon  believes  that  as  energy  gets 
more  expensive,  railroads  will  become 
competitive  again.  There'll  be  more 
coal  to  haul  to  utility  plants  in  New 


The  Up-And-Comers 


England's  interior,  along  with  chemi- 
cals, plastics  and  consumer  goods. 
Forest  product  shipments  from  the 
north  Maine  woods,  now  about  one- 
third  of  B&M's  cargo,  are  also  grow- 
ing. "Since  1967  International  Paper 
has  invested  over  $300  million  in 
their  papermaking  plant  in  Jay,  Me.," 
says  Mellon.  "They  didn't  invest  that 
to  have  it  float  down  the  river." 

But  what  would  grandpa  Andrew 
Mellon  say?  The  Maine  Central, 
which  connects  with  the  B&M  in 
Portland,  was  at  least  marginally  prof- 
itable. The  B&M  has  been  bad  news 
for  a  half  century. 

"As  a  whole,  the  territory  served  by 
the  Boston  &  Maine  Railroad  is  not 
growing,"  said  Chairman  Homer  Lor- 
ing.  That  was  in  the  company's  annu- 
al report  for  1926.  Freight  traffic  actu- 
ally peaked,  at  30.1  million  tons,  in 
1918.  With  revenues  declining  in  the 
Fifties  and  Sixties,  locomotives  were 
run  into  total  disrepair,  and  not 
enough  rotten  ties  were  replaced. 
Rails  frequently  got  out  of  alignment, 
causing  scores  of  derailments,  with  all 
the  additional  expense  of  damaged 


Boston  &  Maine  President  Alan  Dustin 

"My  heart  flips  when  I  think  about  it.  We'll  be  the  sole  survivor  of  Conra.il. 
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Continuity  of  account  management 
directly  affects  a  bank's  ability  to 
serve  its  customers. 


At  Continental  Bank,  our  rate  of 
change  for  account  management  is 
one  of  the  lowest  in  the  industry. 

We  keep  our  account  teams  in  place  long-term. 
The  benefits  are  obvious.  Account  officers,  and  the 
officers  backing  them  up,  have  time  to  develop  an 
in-depth  understanding  of  the  customers  they  serve. 
And  the  better  they  know  their  customers,  the  more 
innovative  our  credit.  The  faster  our  response  time. 
The  more  consistent  our  commitment  through  good 
times  and  bad.  It's  what  you  expect  from  a  top 
corporate  bank.  At  Continental  Bank,  it's  reality. 

Pictured,  L  to  R:  Robert  L.  Harris,  Executive  Vice  President— Finance.  Ryder  Truck 
Rental,  Inc.;  Marshall  B.  Taylor,  Vice  President  and  Treasurer,  Ryder  System.  Inc.; 


Michael  I.  lokarz,  Vice  President,  Continental  Illinois  Commercial  Corporation, 


CONTINENTAL  BANK 

Continental  Illinois  National  Bank  and 
Trust  Company  of  Chicago 
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TENIMECOi 


Another  Tenneco  Venture: 

Keeping  natural  gas 

on  America's  front  burner. 

We  drill  more  than  400  wells  a  year, 
produce  over  1  billion  cubic  feet  a  day, 
and  deliver  over  5  billion  cubic  feet  a  day. 


Every  day,  millions  of  customers  of  the  utilities 
we  serve  in  25  states  turn  on  the  gas.  Making 
sure  the  gas  is  there  is  one  of  Tenneco's  major 
responsibilities. 

This  takes  a  lot  of  effort  and  money.  In 
1981  we  will  invest  $1.7  billion  in  energy  proj- 
ects— almost  $5  million  a  day — mostly  for  dril- 
ling. This  will  include  a  record  number  of 
wildcat  wells  on  the  7.7  million  acres  of 
undeveloped  leases  we  hold  in  the  United 
States. 

Since  1944,  when  we  completed  the  first 
long-distance  natural  gas  pipeline  from  the 
Southwest  to  the  East,  we  have  become  a 
major  transporter  and  producer  of  natural  gas. 
Now  we  produce  over  one  billion  cubic  feet  a 
day.  In  fact,  two-thirds  of  our  energy  production 
is  in  the  form  of  this  clean,  versatile  fuel.  We're 
maintaining  our  high  production  levels  and,  in 
each  of  the  last  three  years,  we've  replenished 
our  reserves. 


And,  as  a  pipeliner  with  a  16,000-mile  sys- 
tem, Tenneco  delivers  over  five  billion  cubic 
feet  of  natural  gas  a  day.  To  keep  this  volume 
of  gas  flowing,  we  have  contracted  for  more 
supplies  in  each  of  the  last  two  years  than  we 
delivered  to  our  customers. 

With  the  supply  situation  improving  and 
government  deregulation  in  the  offing,  natural 
gas  will  play  a  key  role  in  meeting  the  nation's 
energy  needs  far  into  the  future.  So  will 
Tenneco. 

Although  energy  provides  more  than 
three-fourths  of  Tenneco's  income,  we  con- 
tinue to  supply  other  basic  needs,  like  food, 
construction  and  farm  equipment,  chemicals, 
ships,  automotive  components,  packaging, 
and  insurance. 

That's  Tenneco  today:  growing  in  energy 
. . .  and  more. 

For  more  information  about  Tenneco,  write  Dept.  F-3, 
Tenneco  Inc..  P.O.  Box  2511,  Houston,  TX  77001. 


The  Up-AncM  Vomers 

freight  and  wrecked  boxcars. 

One  president,  Pat  McGinnis,  was 
sent  to  prison  for  taking  kickbacks  on 
the  sale  of  passenger  cars  for  scrap. 
After  McGinnis,  a  holding  company 
called  Bomaine  ran  the  railroad  strict- 
ly as  a  tax  loss.  When  it  defaulted  on  a 
$1.3  million  interest  payment  in  Feb- 
ruary 1970,  B&M  was  forced  into 
bankruptcy. 

Since  then  B&M's  luck  has  changed. 
The  railroad  went  broke  under  Section 
77  of  bankruptcy  law,  which  allowed  it 
to  do  business  under  the  supervision  of 
court-appointed  trustees.  Fortunately, 
two  of  those  trustees,  Benjamin  Lacy 
and  Robert  Meservc,  fought  success- 
fully to  keep  the  B&M  independent  of 
the  government-owned  morass  named 
Conrail.  Last  year  the  B&M  earned 
$3.6  million  on  operating  revenues  of 
$115  million,  the  first  profit  since 
1957.  So  Mellon  figures  he  is  buying  a 
turnaround. 

The  road's  president  is  Alan  Dus- 
tin,  who  started  out  in  railroading 
in  1947  as  a  baggage  clerk  in  the 
Ticonderoga,  N.Y.  station  of  the 
Delaware  &  Hudson.  By  night  he 
studied  Morse  code  to  qualify  for  a 
telegrapher's  job.  At  the  D&H,  he 
caught  the  eye  of  Amoskeag's  Prcsi 
dent  Frederick  "Buck"  Dumaine. 
Dumaine  also  dreamed  of  uniting  all 
the  New  England  railroads  under  his 
ownership.  Once  Dumaine  obtained 
a  large  chunk  of  B&M  bonds,  he 
induced  the  trustees  to  allow  Dustin 
to  help  with  the  turnaround. 

Starting  slowly  with  whatever 
money  they  could  spare,  Dustin  and 
the  trustees  spent  $96  million  on 
maintenance  of  way  from  1970  to 
1976.  The  road's  main  line  was  once 
again  safe  and  piggyback  freight  and 
trilcvel  auto  racks  can  now  run  over 
much  of  the  system.  Brags  Vice  Presi- 
dent Bill  Renmcke:  "The  B&M  has 
gotten  itself  into  as  good  shape  as  the 
railroads  of  Conrail — which  got  $3.3 
billion  in  federal  funds  and  were  in 
better  shape  to  begin  with." 

Finally,  the  B&M  has  eased  some  of 
its  nagging  labor  problems.  Last  No- 
vember, as  a  result  of  a  labor  arbitra- 
tion award,  the  railroad  was  able  to 
reduce  train  crew  sizes  for  the  first 
time.  The  result:  During  the  first  four 
months  of  1981,  with  the  smallest 
traffic  base  in  its  recent  history,  the 
B&M  earned  $1.96  million  on  rev- 
enues of  $40.5  million.  Dustin  figures 
that  if  he  can  earn  a  profit  when  traf- 
fic is  that  bad,  "There's  nowhere  to  go 
but  up." 

With  $100  million  or  so,  Timothy 


Mellon  thinks  the  rebuilt  B&M 
would  be  a  nice  investment.  But  Tim 
Mellon  is  not  your  rich  playboy.  After 
graduating  from  Yale  with  a  master's 
degree  in  city  planning,  he  worked 
for  three  years  as  a  systems  prggram- 
mer  at  the  school's  computer  center. 
Then  he  founded  Eleven  Thirty,  Inc., 
a  company  that  provided  program- 
ming services  for  small  businesses. 
After  merging  Eleven  Thirty  with  a 
computer-leasing  company,  Mellon 
founded  Permatreat,  a  company  that 
pressure-treats  railroad  ties.  As  with 
Eleven  Thirty,  Mellon  became  active- 
ly involved  with  all  the  operations, 
even  running  a  front-end  loader  to 
construct  facilities. 

A  reserved  and  handsome  man  with 
a  striking  resemblance  to  his  grandfa- 
ther, Tim  Mellon  lives  modestly  on 
the  income  from  Permatreat  while  he 
helps  launch  another  business,  Inde- 
pendent Systems,  which  makes  insu- 
lating window  shades.  His  Mellon 
money  goes  into  the  Sachem  Fund, 
which  he  founded  in  1968.  The  fund 
has  enabled  Mellon  and  his  wife,  Sue, 
to  support  advocates  of  women's  and 
Indian  rights.  More  controversially, 
Mellon  donated  for  the  rebuilding  of  a 
hospital  in  Hanoi.  Mellon  argues  that 
his  bid  for  B&M  is  based  on  the  belief 
that  railroads  conserve  energy  be- 


cause they  use  less  fuel  per  ton-mile  of 
freight  than  a  truck  does. 

Unfortunately  for  Mellon,  he's  not 
the  only  one  around  with  a  sharp  eye 
for  value.  Neil  St.  John  Raymond,  37,  a 
successful  Boston-based  real  estate  de- 
veloper and  cattle  baron,  has  vowed  to 
bid  "substantially  higher"  than  Mel- 
Ion's  bid  of  $24.3  million. 

Right  now  Mellon  has  the  inside 
track  with  B&M's  trustees.  They 
have  agreed  to  incorporate  his  propos- 
al into  the  plan  of  reorganization  they 
present  to  the  ICC.  The  Mellon  bid 
should  pay  in  full  B&M's  first-  and 
second-mortgage  bondholders,  but 
only  gives  10  cents  on  the  dollar  to 
B&M's  unsecured  creditors.  The  rail- 
road owes  them  around  $20  million. 
Should  Raymond,  a  heavyset,  easygo- 
ing, cigar-smoking  man,  up  the  ante 
substantially,  the  trustees,  as  fiducia- 
ries, and  the  bankruptcy  court 
couldn't  ignore  him  however  merger- 
minded  the  ICC  might  be. 

The  only  sure  winner  will  be  the 
railroad.  After  20  years  of  chaos  and 
12  years  of  reconstruction,  often  un- 
der impossible  conditions,  it  will  be 
able  to  go  chugging  about  its  business 
without  a  horde  of  creditors  trying  to 
derail  it.  "My  heart  flips  when  I  think 
about  it,"  says  Alan  Dustin.  "We'll  be 
the  sole  survivor  of  Conrail."  ■ 


The  man  who  would  be  magnate 


Tim  Mellon's  bid  might  succeed  in  uniting  two  fragmented  and 
often  hostile  little  New  England  carriers.  If  so,  his  system  will  have 
2,250  miles  of  track  and  end  some  of  the  duplication  and  fare- 
splitting  that  has  plagued  railroads  in  the  Northeast. 
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Why  is  this  ghetto  outfit  making  out  where 
\so  many  others  have  failed?  Whafs  Welbilt 
Electronic  Die's  secret? 

"This  is  not  a 
chicken-plucking 
operation" 


By  Jane  Carmichael 

John  Mariotta,  the  ebullient 
president  of  New  York  City's 
Welbilt  Electronic  Die  Corp., 
waves  a  hand  toward  the  window  and 
the  aging  red-brick  apartment  blocks 
beyond  in  one  of  the  nation's  most 
notorious  slums.  "Everybody's  run- 
ning away  from  the  South  Bronx,"  he 
i  says,  "and  I  need  more  room!"  He 
;  needs  more  room  because  Welbilt, 
which  was  doing  $1.6  million  two 
years  ago  and  $300,000  five  years  ago, 
is  turning  out  $12  million  worth  of 
metal  parts  this  year. 

Mariotta,  52,  has  just  conducted  a 
tour  of  his  three-story  brick  factory 
building,  which  stands  in  the  shadow 
of  Yankee  Stadium.  Not  far  away  is 
Charlotte  Street,  where  presidential 
candidates  love  to  grab  TV  time  by 
posing  against  the  rubble  of  burned- 
out  buildings  and  making  grand  prom- 
ises about  helping  the  poor.  At  least 
80%  of  Welbilt's  workers  live  in  the 
neighborhood.  Many  of  them  were  on 
welfare  before  they  came  to  work  here 
making  metal  products  that  range 
from  fins  for  Sidewinder  guided  mis- 
siles to  jet  engine  and  tank  parts.  "Off 
welfare,  on  Welbilt,"  says  Mariotta. 
"That's  our  motto." 

The  motto  is  an  especially  apt  one 
these  days  because  Welbilt  itself  is 
getting  ready  to  get  off  the  dole.  It  has 
taken  a  fair  amount  of  help  from  the 
Small  Business  Administration  and 
Economic  Development  Administra- 
tion to  make  Welbilt  what  it  is  to- 
day— $2.3  million  in  direct  loans,  $3. 1 
million  in  loan  guarantees.  More  im- 
portant, most  of  Welbilt's  current  de- 
fense contracts,  which  account  for 
75%  of  sales,  were  secured  with  the 
help  of  Section  8(a)  of  the  Small  Busi- 
ness Act,  which  is  designed  to  help 
minority-owned  businesses  get  start- 


ed. But  with  the  SBA  now  getting 
ready  to  set  "graduation"  dates  for 
8(a)  firms,  it  won't  be  long  before  Wel- 
bilt's apron  strings  are  cut. 

Can  Welbilt  make  it  in  the  real 
world  of  competitive  bidding?  Ma- 
riotta is  confident  it  can.  "This  is  not 
a  chicken-plucking  operation,"  says 
Mariotta.  "We  have  produced  all  these 
parts  for  the  jet  engines  without  one 
rejection.  We  have  all  the  latest 
technology." 

Mariotta  was  born  and  raised  in 
New  York's  Spanish  Harlem.  He 
wanted  to  be  a  chemist,  but,  when 
poor  grades  in  English  kept  him  out  of 
the  prestigious  Bronx  High  School  of 
Science,  he  went  to  vocational  school 
instead  and  learned  metalworking. 
Welbilt  is  Mariotta's  fourth  attempt 
at  starting  a  tool-and-die  shop.  He 
freely  admits  that  he  was  the  problem 
with  the  first  three  companies.  "I'm  a 
tool-and-die  maker  by  trade,"  he  says. 
"You  can  be  a  very  good,  skillful 
craftsman,  but  when  you  don't  have 
no  business  sense,  oh  my  God,  what  a 
price  you  have  to  pay  to  the  school  of 
hard  knocks." 

Founded  by  Mariotta  in  1965  to 
make  dies  and  parts  for  products  rang- 
ing from  baby  carriages  to  ammuni- 
tion covers  for  helicopters,  Welbilt 
was  floundering.  Many  such  small 
businesses  fold,  but  Welbilt  survived. 
It's  the  mark  of  the  successful  entre- 
preneur that  he  doesn't  give  up  under 
setbacks.  He  learns  from  his  mis- 
takes. That's  what  the  school  of  hard 
knocks  teaches  you:  to  persevere,  but 
pragmatically.  Mariotta  realized  he 
needed  a  partner  with  complementary 
skills  to  his  own;  there  were  things  he 
couldn't  do. 

"What  I  did  this  time  different  from 
the  other  times,  I  said,  'Okay,  I'm 
going  to  get  a  partner  to  substitute  for 
my  inability'  I  did  not  have  a  college 


education.  So  I  took  a  partner,  Mr. 
Fred  Neuberger."  Neuberger,  a  me- 
chanical engineer  with  a  sheet-metal 
background,  was  born  in  Rumania 
and  as  a  child  fled  from  the  Nazis  to 
what  was  then  Palestine,  walking  for 
much  of  the  way.  (He,  too,  was  a  hard- 
knocks  graduate.)  Neuberger  put  up 
$1,000  while  Mariotta  put  up 
$2,000 — an  ownership  split  that  has 
survived.  It  was  Neuberger 's  idea  to 
take  advantage  of  some  federal  pro- 
grams favoring  minority-owned  small 
businesses. 

First,  Welbilt  got  an  SBA  loan  for 
$25,000  at  7%.  Mariotta  and  Neu- 
berger went  through  that  loan  in  no 
time.  "Pshew!  It  went  likethatl"  Mar- 
iotta claps  his  hands.  Neuberger, 
roaming  around  the  room  in  search  of 
a  match  to  light  his  cigarette,  ex- 
plains: "The  oil  embargo  started,  then 
the  customers  started  to  cancel,  even 
IBM  cut  down.  It  was  a  nightmare." 

Mariotta,  a  bit  peeved  at  being  in- 
terrupted, continues.  "I  said  to  Fred- 
die, 'Gee  whiz,  let's  not  deal  second 
fiddle.'  " 

Neuberger  again:  "That  was  when 
we  decided  to  become  a  prime  govern- 
ment contractor." 

They  finally  landed  a  contract, 
making  air  filters  for  the  Bell  UH-1 
helicopter.  Before  he  could  go  into 
production,  Mariotta  needed  another 
loan  to  cover  tooling  costs.  Contract 
in  hand,  he  went  back  to  the  SBA.  "In 
those  days,  for  the  bank  to  lend  any- 
body money  in  the  South  Bronx, 
they'd  be  out  of  their  minds!"  he  says. 
The  SBA  guaranteed  90%  of  a 
$100,000  loan  from  Banker's  Trust. 

Welbilt's  next  major  contract  was 
for  a  component,  called  the  Bell 
Crank,  of  the  GE  engines  that  propel 
the  F-104  Phantom  jet.  At  this  point 
Mariotta  and  Neuberger,  realizing 
they  needed  a  numbers  man,  hired 
Mario  Moreno  to  be  treasurer.  Mo- 
reno, a  Colombian  with  an  M.B.A. 
from  New  York  University,  was 
teaching  at  NYU's  business  school 
and  serving  on  a  volunteer  committee 
to  help  urban  businesses  with  finan- 
cial planning.  Moreno's  committee 
helped  Welbilt  prepare  the  proposal 
for  a  bank  loan  it  needed  to  tool  up  for 
the  Bell  Crank.  Moreno  straightened 
out  Welbilt's  balance  sheet  and  put  it 
on  the  percentage-of-completion 
method  of  accounting,  and  Welbilt  got 
another  loan  from  Banker's  Trust. 

The  Bell  Crank  contract  was  the 
first  order  Welbilt  got  through  the  8(a) 
program.  The  next  was  for  $10  mil- 
lion worth  of  cooling  kits  for  the  Ar- 
mored Personnel  Carrier. 

Part  of  Welbilt's  strength  is  Mariot- 
ta's ability  to  keep  costs  down.  His 
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overhead  is  low.  So  are  his  labor  costs. 
Ninety  percent  of  Welbilt's  workers 
are  unskilled  when  Manotta  hires 
them,  many  of  them  black  and  Span- 
ish-speaking kids  right  off  the  street. 
That  means  they  start  at  $4  an  hour, 
us,  $10  an  hour  for  an  experienced 
diemaker. 

"Most  of  them  cannot  even  sign  an 
application,  but  to  be  a  tool-and-die 
maker  you  don't  have  to  write,"  says 
Manotta. 

Manotta  makes  no  apologies  for 
taking  so  much  help  from  the  taxpay- 


er. "We  have  helped  the  government 
more  than  the  government  has  helped 
us,"  he  says.  "You  ask  how?  Very  sim- 
ple. We  employ  250  people,  and  200  of 
them  arc  from  the  immediate  area 
who  would  normally  have  been  on 
welfare."  Mariotta  then  trots  out 
some  rather  elaborate  arithmetic  to 
prove  his  point. 

His  pride  is  understandable  consid- 
ering the  scandals  involving  the  8(a) 
program.  Hustlers  have  allegedly  set 
up  shell  companies  "owned"  by  mi- 
norities, then  raked  in  the  loans.  Oth- 


Welbil;  President  John  Mariotta  ( left)  on  the  shop  floor 
"  'Off  welfare,  on  Welbilt'— that's  our  motto." 


er  8(a)  contractors  did  not  have  the 
experience  necessary  to  bring  in  con 
tracts  on  schedule,  on  specification  or 
on  budget.  Welbilt  is  a  shining  excep-J 
tion.  Says  Don  Crow  of  Tinker  Ain 
Force  Base  in  Oklahoma,  contracting 
officer  for  the  Bell  Crank,  "I  wish  alD 
8(a)  contractors  would  follow  Wel-| 
bilt's  example." 

Impressed,  GE  has  given  Welbilt  $2| 
million  in  commercial  orders,  and  is 
now  negotiating  to  give  it  orders  fon 
S2  million  to  S3  million  more  a  year 
for  parts  for  its  new  generation  of  jet| 
engines.  Western  Electric  is  complet- 
ing a  deal  that  gives  Welbilt  a  $2  mil- 
lion contract  to  make  microwave 
communications  equipment.  Mar- 
iotta recently  set  up  an  export  sales 
office  and  already  has  his  first  export 
sale,  $130,000  worth  of  jet  engine 
parts  to  Japan. 

Welbilt  is  winning  these  commer- 
cial contracts — plus  two  defense  con- 
tracts under  open  bidding — because  it 
has  proved  it  can  bring  its  products  in 
at  a  cheaper  price  than  the  customers 
can  do  it  themselves.  It  has  also 
shown  it  knows  how  to  meet  quality 
standards:  GE  inspects  most  outside 
contracting  work  at  the  factory  before 
it  is  shipped;  Welbilt's  products  can 
be  shipped  with  no  inspection  other 
than  its  own. 

Welbilt  is  awaiting  word  on  wheth- 
er it  will  get  a  five-year,  $39  million 
contract  to  make  internal  combustion 
engines  for  the  Army  under  a  pilot 
program  that  gives  the  Small  Business 
Administration,  rather  than  the 
Army,  the  power  to  award  defense 
contracts  to  minority  firms.  The  en- 
gine is  a  durable,  low-maintenance 
model  that  could  be  adapted  for  com- 
mercial use  as  well,  in  generation  of 
electricity  for  emergencies  or  remote 
spots  such  as  offshore  oil  rigs.  Its  pre- 
vious price  and  quality  performance 
make  Welbilt  a  strong  contender. 
"That  contract  would  help  us  to  let  go 
of  our  shackles  with  the  SBA  and  be- 
come independent,"  says  Mariotta. 
"We'll  be  able  to  sustain  ourselves  be- 
cause we  [would]  have  a  backlog  that 
would  be  most  favorable  to  any  indi- 
vidual who  would  love  to  buy  in,  to  go 
public,  whatever." 

So  Mariotta  wants  to  go  public  ?  Not 
wants  to; ////«/.  Without  the  SBA  behind 
it,  Welbilt  needs  commercial  credit. 
The  banks  may  be  willing  to  lend  mon- 
ey to  Zaire  or  Poland  but  not  to  a 
company  with  a  debt  ratio  of  3-to-l. 
Clearly,  Welbilt  needs  additional  equi- 
ty capital  and  needs  that  big  contract  in 
order  to  attract  it.  Will  John  Mariotta 
and  Fred  Neuberger  make  it?  Knowing 
how  far  they've  come  already,  you've 
got  to  believe  they  will.  ■ 
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The  85*  a  gallon 
motor  fuel. 


Americans  are  turning  in 
increasing  numbers  to  a  cheaper 
md  cleaner  motor  fuel.  This 
rear  a  third  of  a  million  vehicles 
ire  expected  to  be  converted 
rom  gasoline  to  propane  carbure- 
ion,  an  increase  from  35,500 
lust  three  years  ago.  Propane 
:osts  significantly  less  than  gaso- 
ine.  it  s  clean-burning  and 
educes  engine  wear.  It's  safe, 


widely  available  and  92%  of  pro- 
pane used  in  America  is  produced 
in  America. 

The  retail  arm  of  our  Northern 
Liquid  Fuels  Company,  Northern 
Propane  Gas  Company,  is  one 
of  the  nation's  leading  marketers 
of  propane  motor  fuel  and  is 
aggressively  expanding  its  contri- 
bution to  the  propane  revolution. 


Over  50  years,  forward-looking 
strategies  have  built  our  energy- 
based  businesses  to  the  position 
we  enjoy  today:  a  balanced 
and  diversified  earnings  structure 
of  secure  profitability  and  ex- 
panding opportunities  for  growth. 
For  further  information  call 
George  L.  Mazanec,  president  of 
Northern  Liquid  Fuels  Company, 
at  402-633-4079. 


Significant  per-gallon  price  differentials  between  gasoline  and  propane  vary  locally 


Northern  Natural  Gas  Company  ■  Peoples  Natural  Gas  Company  ■  Northern  Plains  Natural 
Gas  Company  ■  Northern  Natural  Resources  Company  ■  Northern  Liquid  Fuels  Company  • 
Northern  Petrochemical  Company  ■  Nortex  Gas  &  Oil  Company  ■  Northern  Coal  Company 

The  right  mix  at  the  right  time 


INTERftoRTH 

International  Headquarters,  Omaha.  Nebraska  68102 


E  OF  THE  LARGEST  BANKS 
*  N  THE  WORLD  IS  TAKING  A  NEW 
E  TH  TO  INTERCEPT  THE  FUTURE. 


THE  TRANSACTIONS  WE'VE  CLOSED 
IN  CORPORATE  FINANCE 
MIGHT  SURPRISE  YOU 


At  BanKers  Trust,  corporate  finance  is 
not  a  sideline,  but  one  of  our  principal  lines 
of  business.  The  resources  we  have  dedi- 
cated to  this  business  are  yielding  signifi- 
cant results. 

In  1980,  we  closed  18  mergers  and  ac- 
quisitions for  clients  such  as  Thomson 
Newspapers  Inc.  and  Armco  Inc. 

We  arranged  private  placements  for 
RCA  Credit  Corporation,  Export  Devel- 
opment Corporation  of  Canada  and  The 
Cleveland  Electric  Illuminating  Company, 
to  name  a  few. 

We  advised  U.S.  Home  Corporation  on 
the  purchase  of  over  two  million  shares  of 
common  stock  by  Societe  des  Maisons 
Phenix  S.A.  through  a  public  tender  and 
private  placement. 

We  negotiated  a  $59-million  dual  cur- 
rency aircraft  lease  for  KLM  Royal  Dutch 
Airlines  with  debt  in  Dutch  guilders. 

We  provided  financial  advisory  services 
to  a  joint  venture  project  formed  by 
American  Can  Company  in  Mexico. 

And  we  facilitated  the  divestiture  of 
assets  of  the  oil  field  service  operations  of 
the  Chromalloy  American  Corporation  by 
providing  both  debt  and  equity  for  the  pur- 
chaser in  a  leveraged  buyout. 

These  examples  represent  only  a  frac- 
tion of  the  corporate  finance  transactions 
that  we've  closed  in  the  past  year.  But  they 
reflect  our  commitment  to  the  broadest 


and  deepest  involvement  in  the  following 
areas: 

Mergers  and  acquisitions,  private  place- 
ments, international  financings,  lease 
financing,  venture  capital,  project  finance, 
and  many  other  specialized  services. 

To  carry  out  our  commitment  to  this  vital 
business,  we  have  assembled  a  staff  of  over 
70  professionals  with  career  backgrounds 
in  investment  banking,  corporate  develop- 
ment and  international  finance.  This  kind 
of  talent,  backed  by  the  financial  and  in- 
formation resources  of  this  major  bank, 
has  created  unusual  benefits  for  users  of  all 
of  our  corporate  financial  services. 

Perhaps  we  can  create  some  unusual 
benefits  for  you.  Ask  us. 

Wft  Bankers  Trust 
LI  Company 

Worldwide 

Bunkers  Trust  Company 
280  Park  Avenue,  New  York,  N.Y.  10017 

Bankers  Trust  International  Limited 
56-60  New  Broad  Street,  London  EC2M  1JU 

International  Subsidiaries  or  Representative  Offices  in:  Chicago, 
Houston,  Los  Angeles,  Miami,  San  Francisco. 

Argentina,  Australia,  Bahamas,  Bahrain,  Belgium,  Brazil, 
Canada,  Chile,  Colombia,  Denmark,  France,  Greece,  Hong 
Kong,  India,  Indonesia,  Italy,  Japan,  Korea,  Mexico, 
The  Netherlands,  Nigeria.  Panama,  The  Philippines,  Portugal, 
Singapore,  Spain,  Switzerland,  Taiwan.  Thailand,  Tunisia, 
United  Kingdom,  Venezuela.  West  Germany,  Yugoslavia. 
Member  FDIC  «  )  Bankers  Trust  Company. 


How  does  it  feel  to  fire  27,000  people  and 
close  27  plants?  Pretty  good,  says  fohn 
Nevin,  if  in  the  process  you  have  managed 
to  save  80,000  other  jobs. 

Firestone: 
"It  worked!" 


By  Subrata  N.  Chakravarty 

How's  this  for  muscular  ax 
work?  In  his  less  than  two 
years  as  chief  executive  of 
The  Firestone  Tire  &  Rubber  Co., 
John  J.  Nevin  has: 

•  slashed  employment  25%,  from 
107,000  to  80,000; 

•  shut  down  seven  tire  plants  in 
the  U.S.  and  Canada,  cutting  Fire- 
stone's North  American  tire  capacity 
from  over  60  million  tires  a  year  to  40 
million; 

•  reduced  the  number  of  sizes  and 
types  of  tires  from  7,300  to  2,600; 

•  shut  down  or  sold  nine  other  non- 
tire  plants  in  the  U.S.; 

•  sold  Firestone  subsidiaries  in 
Sweden,  Britain,  India,  Ghana  and 
Tunisia,  eliminating  nine  more  plants 
and  a  rubber  plantation; 

•  closed  its  German  retail  store 
network,  its  Norway  branch,  and  sold 
its  180  retail  stores  in  Britain; 

•  omitted  two  quarterly  dividends, 
the  first  omission  since  1924; 

•  sold  75%  of  its  South  African 
subsidiary  and  its  19%  interest  in  the 
Ohtsu  Tire  &  Rubber  Co.,  Ltd.,  Ja- 
pan's fifth-largest  tire  company; 

•  sold  Akron's  venerable  Firestone 
Country  Club,  the  biggest  blow  of  all. 
("I  got  more  flak  on  that  than  on  ev- 
erything else,"  says  Nevin  wryly.) 

Nevin  came  to  Firestone  in  1979 
with  no  experience  in  the  industry, 
after  17  years  at  Ford  Motor  and  8  at 
Zenith  Radio,  the  last  3  as  CEO.  The 
Firestone  job  was  no  bed  of  roses.  The 
company  was  still  reeling  from  the 
horrendously  expensive  recall  of  the 
Firestone  500  passenger  tire  and  the 
billions  of  dollars  in  lawsuits  that  fol- 
lowed. "Management  became  hypno- 
tized by  it,"  says  Nevin.  "Ideally,  I 
would  have  been  a  quiet  observer  for  a 
year  or  so,  but  I  recognized  that  there 


just  wasn't  a  year."  In  fact,  without 
quick  action  Firestone  might  well 
have  gone  bankrupt. 

Firestone  was  hemorrhaging  cash. 
In  the  three  years  ending  October 
1979,  the  end  of  Firestone's  financial 
year,  the  company  had  run  up  a  nega- 
tive cash  flow  of  close  to  $400  million 
and  projected  a  further  drain  of  almost 


Firestone  President  l<>h>i  /  Nei  in 


There  just  wasnt  a  year  to  wait. 


$250  million  for  1980.  Nevin  quickly 
realized  Firestone  management  didn't 
know  how  bad  things  were.  At  a  Feb- 
ruary 1980  meeting  to  review  the  first 
quarter's  results,  an  executive  serene- 
ly passed  over  a  slide  showing  a  $185 
million  jump  in  inventories.  When 
Nevin  challenged  the  increase,  he  was 
told  it  was  a  seasonal  rise  requiring  no 
top  management  approval.  "I  looked 
around  the  table  and  asked,  'How 
many  of  you  knew  about  the  inven- 


tory increase  before  you  walked  in 
here?'  Not  one  of  them  knew.  That's 
when  I  said  this  system  is  out  of  con- 
trol and  something's  got  to  be  done." 

Nevin  immediately  embarked  on  a 
drive  to  slash  inventories,  freeing  up 
almost  $300  million.  Then  he  shut 
down  seven  tire  plants.  Seeing  the 
handwriting  on  the  wall,  the  United 
Rubber  Workers  Union  negotiated 
work-rule  changes  that  made  two  other 
marginal  plants  viable.  The  plant  clos- 
ings cost  Firestone  over  $  1 00  million  in 
book  writedowns  but  will  save  over 
$200  million  in  cash  in  1981  and  more 
in  the  years  ahead.  In  1981  Nevin  sold 
Firestone's  plastics  company  to  Occi- 
dental Petroleum  for  $200  million, 
$100  million  over  book  value — quite  a 
coup,  since  the  company  had  lost  mon- 
ey in  1980. 

In  all,  Firestone  generated  $667  mil- 
lion in  cash  from  the  liquidation  of 
unwanted  assets  and  inventories  be- 
tween April  1980  and  April  1981. 
Nevin  used  most  of  it  to  retire  debt, 
which  dropped  from  $1.12  billion,  over 
80%  of  equity,  in  April  1980,  to  $685 
million,  under  50%  of  equity,  a  year 
later.  Cash  has  grown  to  over  $300 
million.  The  liquidity  crisis  is  over. 

But  at  what  cost?  Despite  shutting 
over  a  third  of  the  North  American 
tire  division's  capacity,  Nevin  claims 
to  have  lost  very  little.  Almost  all  of  it 
was  obsolete  capacity  used  to  make 
bias-ply  tires,  which  are  increasingly 
being  forced  out  of  the  marketplace  by 
radial  tires.  Most  of  the  discontinued 
capacity  and  tire  types  were  at  the 
expense  of  marginal  private-label 
lines.  Result:  Nevin  claims  that  the 
Firestone  brand  has  not  lost  market 
share  because  of  the  shutdowns.  In 
fact,  it  will  actually  gain  share  when 
Goodrich  pulls  out  of  the  original- 
equipment  market  this  fall. 

Thanks  to  the  sharp  reduction  in 
capacity,  Firestone's  North  American 
plants,  which  were  operating  at  60% 
of  capacity  last  year,  are  back  up  to 
90%  this  year.  Result:  North  Ameri- 
can tire  operations,  which  account  for 
over  half  of  sales,  turned  a  $17  million 
operating  loss  in  1980's  first  half  into 
a  $27  million  profit  this  year. 

Nevin  is  shooting  for  a  9%  return 
on  equity  by  1982  and  15%  by  1985. 
That  could  work  out  to  $2  a  share 
next  year  and  as  much  as  $5  by  1985; 
the  stock  currently  sells  at  about  12'/2. 
But  to  get  it  there  will  have  to  be  more 
blood.  One  early  victim  may  be  Fire- 
stone's North  American  truck  tire 
business,  where  most  capacity  is  in 
bias  ply  tires.  Nevin  is  already  negoti- 
ating to  sell  Firestone's  only  U.S.  radi- 
al truck  tire  plant  to  Japan's  Bridge- 
stone  Tire  Co.  "We  are  now  a  com- 
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iastman  Kodak  Company,  1980 


>*yri  i 


"Is  that  what  they  taught  you  at  repair  school,  Larson? 
A  good  swift  kick?" 


Larson  doesn't  work  for  Kodak.  Our  busi- 
ness machines  are  designed  for  quick,  easy  mainte- 
nance, and  our  service  people  are  equipped  with  the 
very  finest  equipment  and  techniques.  All  of  which 
eliminates  the  need  for  "impact  adjustments." 

The  way  we  look  at  it,  Kodak  people  actu- 
ally work  for  you.  So  they're  stationed  nearby  to  pro- 
vide prompt  service.  They're  dedicated  to  one  ideal: 
to  keep  your  work  flowing.  Nothing's  more  important 
than  that.  Cdunt  on  it. 

Write:  Eastman  Kodak  Company, 
CD  1427,  Rochester,  N.Y.  14650. 

Kodak  service:  Good  training, 
good  tools,  good  people. 


Kodak  Ektaprint  150AF  copier-duplicator 


pany  of  limited  resources,"  he  says 
bluntly.  "The  day  has  passed  when 
Firestone  can  say,  'We  are  a  tire  com- 
pany and  we  will  participate  actively 
in  every  element  of  the  tire  business, 
throughout  America  and  throughout 
the  world.'  " 

Across  town  in  Akron,  Goodyear's 
Charles  Pilliod  is  sinking  hundreds  of 
millions  into  new  plants.  Nevin 
shrugs.  "I  honestly  believe  that  if  Mr 
Pilliod  were  chairman  of  the  board  of 
Firestone,  he  would  be  acting  like  I'm 
acting  today.  We've  got  $3  billion  in 
assets  and  $2.5  billion  in  the  tire  busi- 
ness. We're  saying  the  tire  business  is 
sick,  but  given  our  strengths,  there  are 
areas  of  the  tire  business  where  we 
can  make  18%  on  invested  assets." 

The  area  Nevin  sees  as  the  com- 
pany's greatest  strength  in  North 
America  is  the  passenger  and  light 
truck  business,  where  65%  of  Fire- 
stone's tire  sales,  all  of  its  stores  and 
most  of  its  dealers  are  concentrated. 
The  Firestone  721  has  been  selling 
well  and  is  backed  by  one  of  the  most 
stringent  quality-control  programs  in 
the  industry.  It  will  probably  be  easier 
for  Firestone  to  compete  in  a  piece  of 
the  market  than  across  the  board. 

What  will  Nevin  do  with  the  $300 
million  in  cash  already  freed  up  by 
shedding  the  losers?  His  top  nontire 
priority  for  the  next  several  years  is  to 
put  Firestone's  network  of  1,400  retail 
stores  and  4,500  dealers  into  the  auto- 
motive service  business  in  a  big  way. 
All  the  stores  and  many  of  the  dealers 
have  service  capabilities,  but  until  re- 
cently those  have  been  distinctly  sec- 
ondary to  the  job  of  peddling  tires. 
Nevin  believes  the  auto  and  oil  com- 
panies have  abdicated  their  tradition- 
al role  as  providers  of  automotive  ser- 
vice, and  Firestone  can  move  into  the 
niche.  There  is  little  organized  com- 
petition, so  Firestone  hopes  to  domi- 
nate the  business  in  a  way  it  never 
could  in  tires.  Service  revenues  are 
already  up  24%,  to  about  $150  mil- 
lion, after  a  six-month-old  advertising 
effort  that  stresses  service. 

These  have  not  been  a  pleasant  two 
years  for  John  Nevin,  but  there  have 
been  satisfactions.  Relaxing  in  a  small 
company  jet  (he  exchanged  three  big 
gas-guzzling  aircraft  for  two  Cessna 
lets  that  cost  half  as  much  to  run),  his 
legs  stretched  out  on  the  seat  in  front 
of  him,  hands  behind  his  head,  Nevin 
smiles.  "It's  the  challenge  of  figuring 
out  what  to  do,  putting  the  ideas  in 
motion,  and  then  looking  back  and 
saying,  'Damn!  It  worked!'  "  So  far, 
anyhow.  For  the  first  half  of  1981, 
Firestone  showed  pretax  earnings 
from  operations  of  $96  million,  vs.  a 
$15  million  loss  in  1980.  ■ 


Some  men  lead  lives  of  quiet  desperation, 
while  others  take  a  few  risks.  Arkansas 
Best's  boss  is  one  of  the  latter. 


"We  want  to 
achieve" 


By  Anne  Bagamery 


In  1977  H.L.  Hembree,  the 
stocky,  cigar-chomping  chairman 
of  Arkansas  Best  Corp.,  was  sit- 
ting pretty.  His  $169  million  {rev- 
enues) diversified  trucking  company 
had  just  had  two  banner  years,  with 
14%  per  year  gains  in  earnings  and  a 
return  on  equity  averaging  20.3%. 

Still,  Congress  was  beginning  to 
talk  about  deregulating  interstate 
trucking,  so  Hembree  decided  to 
weigh  his  options.  He  employs  four 
full-time  economic  forecasters  and 
their  computers  for  such  a  purpose. 
Assume  total  route  and  price  deregula- 
tion of  interstate  trucking,  Hembree 
told  the  seers,  and  figure  out  what 
Arkansas  Best  should  do.  The  fore- 
casters came  back  with  three  options: 
Cut  back  slightly  and  become  a  re- 
gional carrier  operating  in  the  Mid- 
west, the  kind  of  little  company  there 
is  "always  a  place  for";  sell  to  a  larger 
competitor;  or — long  shot  of  long 
shots — buy  another  trucker  and  grow 
into  a  major  national  carrier. 

The  first  two  options  would  have 
guaranteed  survival,  recalls  Hembree. 
"But  I  didn't  want  to  be  just  a  survi- 
vor— makes  it  sound  like  you're  going 
to  a  funeral.  I  wanted  toachieve." 

So  in  1978  Hembree  took  the 
plunge,  buying  Denver-based  Navaho 
Freight  Lines  for  about  $15  million 
and  creating  the  nation's  eighth-larg- 
est trucker. 

But  gone  was  the  contentment  of 
banner  years  and  earnings  gains.  The 
immediate  effect  of  the  merger  was  to 
throw  Arkansas  Best  into  the  red  in 
1979,  when  it  lost  about  $1  million. 
The  trouble  was  with  the  Interstate 
Commerce  Commission's  slowness 
m  approving  the  merger.  Hembree 
had  anted  $5  million  cash  and  taken 


on  $10  million  in  new  debt  in  acquir- 
ing Navaho.  But  in  1978  he  was  un- 
able to  use  the  company's  routes  or 
consolidate  operations.  Even  good 
performances  from  Arkansas  Best's 
diversifications — Arkansas  Bandag 
tire-capping  (now  ABC  Treadco)  and 
the  Data-Tronics  computer  systems 
division — didn't  overcome  the  drain. 
And  1980  also  proved  a  loser,  although 
more  in  bookkeeping  than  cash  flow. 
Arkansas  Best  earned  $10.7  million 
on  $340  million  revenues  in  1980  but 
had  to  write  off  $17  million  as  the 
purported  value  of  Navaho's  operating 
rights.  The  Motor  Carrier  Act  of 
1980 — and  a  resultant  change  in  FASB 
rules — made  such  rights  practically 
worthless  by  throwing  open  all  routes 
to  all  comers,  so  Hembree  had  to  get 
them  off  the  balance  sheet. 

But  the  acquisition  left  him  with 


Arkansas  Best's  H.L.  Hembree 
Mere  survival  wasnt  enough. 
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MINDS  OVER  MATTER 


Rocketing  to  a  belter  world 


Express  bus 
for  satellites. 

Many  satellites  seemingly  hang 
motionless  over  Earth.  PAM, 
our  upper  stage  rocket,  lifts 
these  satellites  into  high  sta- 
tionary transfer  orbit  from 
Delta,  and  soon  will  do 
the  same  from 
the  Space 
Shuttle. 


Straining  against  gravity's  grip 
on  its  15-story-high  structure, 
a  McDonnell  Douglas  Delta 
rocket  lifts  off  in  a  vivid  display 
of  the  power  of  minds  over 
matter.  In  more  than  150  mis- 
sions over  20  years,  Delta 
has  sent  aloft  more  payloads 
—weather,  communications, 
and  scientific  satellites— than 
any  other  launch  system. 
Satellites  that  build  on  the 
body  of  knowledge  about  our 
world,  and  speed  the  flow  of 
that  knowledge  to  the  people 
of  the  world. 


\ 


V 


Solid  support 
for  the 
Space  Shuttle. 

America's  new  foothold  in 
space  has  been  carved  out 
with  the  help  of  the  minds  and 
hands  at  McDonnell  Douglas. 
From  rocket  structures  and 
mission  planning,  through 
design  and  construction  of 
the  aft  propulsion  system, 
we  play  a  key  role  in  Shuttle 
development  and  flight. 


/ 


For  more  information,  write  McDonnell  Douglas.  Box  14526.  St  Louis.  MO  63178 


INTRODUCE 
IT  LETS  US  HANDL 

BY  HANDUM 


America  moves  106  billion  pieces  of 
mail  a  year,  and  the  volume  is  growing. 
That's  not  surprising  when  you  consider 
that  the  New  York  Metropolitan  area  alone 
handles  as  much  mail  as  all  of  England.  Or 
that  the  largest  weekly  magazine  didn't 
even  exist  30  years  ago. 

The  fact  is,  we  move  38  billion  more 
pieces  of  mail  a  year  than  when  we  first 
introduced  ZIP  Codes  back  in  1963.  Three 
years  of  intensive  investigation  showed  that 
a  better  way  to  handle  all  this  mail  was  to 
handle  it  less.  In  other  words,  automate. 
And  to  make  the  best  use  of  automation, 
we'll  soon  be  asking  you  to  add  four  more 
numbers  to  your  current  ZIP  Codes. 

HOW  FOUR  MORE  NUMBERS  WILL  HELP. 

The  current  ZIP  Code  in  an  address 
identifies  a  particular  Post  Office.  That's  all. 
By  adding  four  more  numbers,  we  can  fur- 
ther pin-point  mail  delivery  and  make  ZIP 


Codes  incredibly  precise.  That  allows  us 
make  greater  use  of  the  latest  technology 
using  optical  character  readers  and  bar 
code  readers  to  automate  sorting  the  ma 
(Down  to  a  specific  letter  carrier  or  indiv 
ual  company.)  Automating  our  sorting 


59926-4237 


process  lets  us  reduce  handling  tremen- 
dously, which  will  enable  our  postal  worl 
ers  to  achieve  a  substantial  increase  in 
efficiency. 

And  since  labor  costs  account  for  85 
out  of  every  dollar  we  spend,  the  savings 
should  be  significant.  (Even  though  we'v 
reduced  the  work  force  through  attrition  1 
74,000  employees  in  the  last  10  years,  oui 
current  biweekly  payroll  is  about  half  a  b 
ion  dollars.)  In  fact,  we  expect  to  reduce 
costs  by  $597  million  the  first  full  year  thi 
system  is  in  complete  use. 


3PPLUS4. 
AOREMAA 
T  LESS. 


WHAT'S  IN  IT  FOR  YOU? 

ZIP  Plus  4  Codes  will  help  us  do  a 
er  job  for  less  money.  The  accuracy, 
sistency  and  efficiency  of  your  mail 
very  will  go  up,  and  the  size  and 
uency  of  postage  rate  increases  will 
lown. 

In  fact,  we'll  even  help  businesses 
ce  up  their  cost  of  switching  over  to  the 
I  system.  We've  proposed  a  half-cent 
rount  per  First-Class  letter  or  card  for 
>e  who  use  ZIP  Plus  4  in  an  acceptable 
nat  and  mail  in  quantities  of  500  or  more. 

WE'LL  HELP  YOU  GET  STARTED. 

Our  representatives  are  calling  on 
nputerized  mailers  now  and  offering 
iple  tapes  they  can  use  to  help  them 
elop  software  for  their  computer  pro- 
ms. Audited  computer  tapes  of  the 

entire  national  ZIP  Plus  4  direc- 
^5555^7^    tory  are  now  available. 

^i_sj^usmess  anc*  g°vern~ 
\%  ment  agencies  with 

(jf/'Jr~  unique  codes,  Post 

Office  box  holders, 

%  /  and  business-reply  permit 

holders  are  being  notified  of 

ir  ZIP  Plus  4  Codes.  For  mailers  with 

l-computerized  lists  of  500  or  more 

Iresses,  we  will  provide  the  additional 

Plus  4  Codes  on  request. 

Later,  other  businesses  and  house- 

ds  will  be  notified  by  mail  of  their  ZIP 


Plus  4  Codes  and  get  ZIP  Plus  4  stickers 
they  can  use  to  notify  others. 

We'll  also  have  a  special  toll-free  800 
number  people  can  call  to  get  the  new  ZIP 
Plus  4  information.  And  printed  state  direc- 
tories will  be  available,  too. 

For  additional  information,  contact 
your  Postmaster  or  Customer  Service 
Representative. 

WE  CAN'T  DO  IT  WITHOUT  YOU. 

We  expect  the  new  ZIP  Plus  4  Codes  to 
be  as  successful  as  the  current  ZIP  Codes. 
And  the  current  ZIP  Codes  are  so  widely  ac- 
cepted, they're  now  on  97%  of  the  mail. 

Use  of  ZIP  Plus  4  is  totally  voluntary.  In 
fact,  William  F.  Bolger,  our  Postmaster 
General,  says,  "If you  don 't  like  it,  you  don 't 
have  to  use  it.  The  choice  is  yours." 

We're  currently  handling  around  380 
million  pieces  of  mail  every  business  day. 
And  eighty  percent  of  it  comes  from  busi- 
ness and  government.  So  you  can  see  that 
your  cooperation  is  really  essential,  if  the 
new  ZIP  Plus  4  Codes  are  going  to  work. 
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Tulsa. . . 

Weve 

Got 

Plenty 
of  Space 
to 

Putter 
Around. 


When  you're  a  site  selector,  space  is  a 
prime  consideration. 

Available  space  to  move  into,  space  to 
grow,  space  to  build  on. 

You'll  find  plenty  of  it  in  Tulsa.  Lots  of 
choices  in  suburbia,  or  in  the  heart  of  the 
business  district.  We're  a  growing  Sunbelt 
city  with  a  location  smack  dab  in  the  middle 
of  it  all. 

Site  selectors  are  impressed  by  our 
communications  network,  our  EDP 
capabilities,  our  dynamic  diversified 
economy,  and  our  wide  open  spaces. 

Look  to  Tulsa  when  you're  puttering 
around.  You'll  find  we've  got  a  lot  on  the  ball. 

For  more  information  on  office  space 
availabilities,  write  to  John  Degitz,  Economic 
Development  Division,  616  South  Boston, 
Tulsa,  Oklahoma  741 19.  Or  call 
918/585-1201. 


good  routes  in  the  South  and  South- 
west to  add  to  AB's  existing  midwest- 
ern  route  structure,  and  while  other 
carriers  squabble  over  picked-over  ac- 
quisition projects,  his  company  got  in 
before  the  hordes. 

Now  Hembree  is  expanding  Arkan- 
sas Best  aggressively  into  the  North- 
east. He  has  opened  a  huge  break-bulk 
facility  in  Harrisburg,  Penna.  and  five 


new  terminals  in  Pennsylvania,  New 
Jersey,  New  York  and  Connecticut. 
Why  is  Sunbelt-based  Arkansas  Best 
moving  into  an  area  with  a  declining 
industrial  base?  "The  Northeast  may 
be  declining,  but  it's  still  got  more 
manufacturing  than  any  other  area  of 
the  country,"  explains  President  Rob- 
ert A.  Young.  "Half  of  Connecticut 
could  go  out  of  business  and  it  would 


Their  town 


If  Thornton  Wilder  had  set  Our 
Town  in  modern-day  Arkansas  in- 
stead of  tum-of-the-century  New 
Hampshire,  his  play  might  have 
immortalized  Ft.  Smith.  Nestled  at 
the  foot  of  the  Ozarks  about  100 
miles  northwest  of  Little  Rock,  Ft. 
Smith  (pop.,  70,000)  is  a  sort  of 
Grover's  Corners  with  industry — 
the  surprising  home  of  a  score  of 
mid-size  manufacturing  plants,  in- 
cluding a  dozen  furniture  compa- 
nies, the  headquarters  of  Arkansas 
Best  and  Baldor  Electric  and  the 
second  largest  Whirlpool  refrigera- 
tor plant  in  North  America. 

From  the  Baptist  church  in  its 
center  to  the  fast-food  joints  that 
line  Rogers  Avenue,  the  main  drag, 
Ft.  Smith  looks  like  the  kind  of 
place  its  young  people  probably 
can't  wait  to  leave.  What  makes  it 
unique  is  that  so  many  of  them 
stay.  Arkansas  Best  Chairman 
H.L.  Hembree  and  a  fair  portion  of 
the  Baldor  Electric  top  manage- 
ment grew  up  in  Ft.  Smith,  many 
attended  the  University  of  Arkan- 
sas in  nearby  Fayetteville  and  came 
right  home  after  graduation  or  the 
military.  Arkansas  Best  President 


Robert  Young  is  another  home- 
town boy,  but  he  was  schooled  at 
prestigious  Lawrenceville  in  New 
jersey  and  at  Washington  &  Lee. 
He  spurned  an  offer  to  stay  in  the 
East,  joined  Arkansas  Best  (where 
his  father  was  a  director)  after  a 
year  in  the  Air  Force,  and  married  a 
local  girl  he  had  courted  at  college. 
"I  like  the  pace  here,"  explains 
Young.  "I  liked  the  idea  of  making 
good  where  my  roots  are." 

Life  in  Ft.  Smith  has  a  lot  to 
recommend  it — the  natural  beauty 
of  the  Ozarks,  and  nearby  lakes. 
Commuter  airlines  fly  to  Dallas, 
Tulsa,  St.  Louis  and  Memphis. 

Still,  businesses  say  they  have 
trouble  attracting  young,  single, 
college-educated  men  and  women, 
in  part  because  of  the  lack  of  apart- 
ments and  Ft.  Smith's  couples-ori- 
ented social  life.  Some  companies, 
like  Arkansas  Best,  have  beefed  up 
executive  recruitment  and  train- 
ing, creating  a  fast  track  where 
none  existed  before.  Complains 
Arkansas  Best's  Hembree,  "Do  you 
know  how  hard  it  is  to  attract  col- 
lege graduates  to  the  tire-capping 
business?" — A.B. 


A  view  of  Ft.  Smith,  Ark 

A  sort  of  Grover's  Corners  with  industry. 
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still  have  twice  as  much  manufactur- 
ing as  Arkansas."  Also,  since  other 
carriers  are  pulling  out  of  the  North- 
east, Arkansas  Best  can  make  inroads 
quickly  and  cheaply.  Unsaid  is  the 
fact  that  Hembree  is  confident  he  can 
succeed  in  the  Northeast,  especially 
with  normally  more  profitable  less- 
than-load  freight.  A  former  finance 
director  of  the  46-year-old  company, 
Hembree  is  fanatical  about  cost  con- 
trols— one  reason  he  installed  those 
economists  with  their  computers  15 
years  ago.  "If  you  don't  watch  your 
costs,  you  can  run  up  and  down  the 
highway  with  full  loads  and  still  go 
broke,"  he  says.  Arkansas  Best's  oper- 
ating profit — the  real  measure  of  a 
trucker's  profitability — last  year  was 
10.3%  of  revenues,  compared  with 
8.5%  for  the  rest  of  the  industry. 

Still,  AB  has  made  at  least  one  big 
mistake  in  the  15  years  that  Hem- 
bree, 50,  has  been  running  the  show. 
After  the  company  diversified  by  first 
acquiring  the  franchise  for  the  tire 
retreading  process  pioneered  by  Ban- 
dag,  and  a  furniture  maker  named 
Riverside,  it  tried  to  bring  financial 
services  under  the  umbrella  by  gradu- 
ally increasing  its  ownership  of  $10 
million  (assets)  National  Bank  of 
Commerce  in  Dallas.  By  1966  AB 
owned  62%  of  NBCD,  which  turned 
out  to  have  serious  collateral  problems 
in  its  loan  portfolio. 

But  Hembree  didn't  find  out  about 
them  until  1972  because  AB  always 
gave  its  subsidiaries  autonomy. 
"Autonomy  was  the  problem  with 
NBCD,"  says  Hembree  dryly.  "It  was 
also  the  only  subsidiary  in  which  we 
had  less  than  100%  interest.  We  will 
never  make  that  mistake  again." 
Hembree  disposed  of  the  NBCD  inter- 
est in  1975,  writing  off  $22  million  in 
three  years. 

But  the  bank  aside,  the  other  diver- 
sifications have  worked  out  well. 
Trucking  still  gives  Arkansas  Best 
79%  of  its  $340  million  (sales)  but  the 
subsidiaries  contribute  36%  of  earn- 
ings on  their  21%  of  volume. 

Whether  it's  true,  as  one  analyst 
suggests,  that  the  NBCD  debacle  has 
made  Hembree  shy  away  from  any 
acquisitions  that  are  too  far  afield,  he 
and  Young  currently  are  looking  to 
start  up  or  pick  up  a  trucking  oper- 
ation in  the  Pacific  Northwest.  It  will 
be  expensive,  and  probably  a  more 
competitive  market  than  the  North- 
east. But  Hembree's  forecasters  are 
now  studying  the  options.  And  when 
they  bring  him  their  report,  Hembree 
will  probably  look  at  their  numbers 
but  ignore  their  advice  and  go  his  own 
way  again.  Mere  survival  is  too  timid 
for  his  Arkansas  Best.  ■ 


Burns  investigates. 

J^ccident  or  arson?  The  insurance  industry  turns 
■  ■  to  Burns  Investigators  for  the  answer.  Burns 
professional  agents  perform  many  investigations 
services  including  confirmation  of  insurance 
claims,  pre-employment  screening  and  credit 
checks,  as  well  as  undercover  operations  against 
theft,  industrial  espionage  and  m-plant  narcotics 
use  or  sale. 

IjjljjjjlS  We  protect  your  people, 

your  property,  your  profits. 

,    ** . 

■  i  y  ttti  «  Burns  can  show  you  many  ways  to  keep  your 
X  M\  li  Mi  ■company  out  of  trouble.  You'll  find  them  m 
our  helpful  booklet,  "Protecting  people,  property  and 
profits."  To  get  your  copy,  call  toll-free  800-621-1776,  Illinois, 
312-951-7692.  Or  send  coupon  to  Burns  International  Security 
Services,  Inc.,  P.O.  Box  10934,  Chicago,  IL  60610. 

Name 

Title 

Company 

Address 

State  Zip 

©  Burns  International  Security  Services,  1981  1004B-3 

Enough  is  enough. 


Our  special  money  market  fund  will 
help  get  the  IRS  out  of  your  pocket.  It 
offers  tax-free  income*  with  solid 
stability. 

□  Income  free  of  Federal  income  taxes. 

□  $1.00  a  share  value,  t 

□  Mi  ni  mum  i  n  vestment  j  ust  $ 1 ,000. 

□  Prompt  liquidity.  A  toll-free  phone 
call  gets  your  money  back. 

□  Free  checkwri  ti  ng  over  $500. 

□  No  interest  penalty  for  early  with- 
drawal. No  sales  commission. 

□  Easy  to  change  investment  strategy. 
Switch  to  other  T.  Rowe  Price  Funds 
by  phone  without  charge. 

Call  toll-free  1-800-638-5660. 
In  Maryland  1-800-492-1976. 
In  Baltimore  547-2308. 


T.  Rowe  Price  Tax-Exempt  Money  Fund,  Inc. 


A  Nt>-L>ad  Fund.  T.  Rowe  Price  Marketing,  Inc.  Dept.  A6.  100  E.  Pratt  St.,  Baltimore,  MD  21202 


Name- 


Address - 


City. 


.State. 


-Zip. 


For  more  complete  information,  including  management  fee  and  other  charges  and  expenses,  obtain  a 

prospectus.  Read  it  carefully  before  you  invest  or  send  money. 

'Income  may  be  subject  to  state  and  local  taxes.    t  Rounded  to  the  nearest  cent. 
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Ever  see  a  basset  hound  smile?  Look  at 
Wolverine  Worldwide  s  pooch  these  days. 


Old  dog  learns 
new  tricks 


By  Subrata  N.  Chakravarty 

As  recently  as  1972  Wolverine 
,  Worldwide  was  a  company  on 
■  the  skids.  Earnings  dropped 
steadily  from  $4.8  million  in  L965  to  a 
loss  of  $66,000  in  1972,  although  sales 
increased  113%,  to  $118  million.  Its 
advertising  slogan — "Hush  Puppies 
are  dumb" — seemed  more  candid 
than  clever.  And  the  lugubrious  basset 
hound  mascot  only  too  aptly  summed 
up  the  feelings  of  Wolverine's  long- 
suffering  shareholders,  who  saw  their 
stock  sink  from  $36.40  per  share  in 
1966  to  as  low  as  $1.50. 

All  that  has  changed,  however.  Late 
in  1972,  unhappy  shareholders  forced 
out  CEO  Alfred  Seelye,  an  ex-protes- 
sor  of  business.  As  his  successor  they 
picked  Thomas  D.  Gleason,  then  36, 
who  had  joined  the  company  two 
years  before  as  executive  vice  presi- 
dent-finance, after  stints  at  Procter  & 
Gamble  and  Quaker  Oats.  Capitaliz- 
ing on  the  company's  underutilized 
strengths,  Gleason  and  the  new  man- 
agement team  he  brought  in  have 
since  produced  superb  earnings 
growth.  On  a  sales  gain  of  15%  com- 
pounded since  1975,  earnings  have 
grown  at  close  to  48%.  Wolverine's 
return  on  equity  has  shot  up  from 
around  6%  to  over  26%,  and  its  stock 
price  to  near  30  (still  just  8  times  1980 
earnings).  While  most  of  this  is  admit- 
tedly a  recovery  from  a  severely  de- 
pressed base,  it  is  nonetheless  true 
that  Wolverine  now  ranks  near  the 
top  of  its  industry  by  any  performance 
yardstick  one  might  wish  to  use. 

The  most  obvious  of  Wolverine's 
underutilized  strengths  was  the  Hush 
Puppies  name  itself.  Although  Wol- 
verine found  the  name  by  accident 
(see  box),  brand  recognition  studies 
show  that  no  less  than  97%  of  con- 
sumers know  what  Hush  Puppies 
are — vs.  99%  for  Coca-Cola.  Nevcrthe- 


Wolverine  President  Thomas  D.  Gleason 
"The  old  Hush  Puppy  has  come  a 
long  way." 


less,  the  brand  was  going  nowhere 
because  of  the  previous  manage- 
ment's preoccupation  with  diversifi- 
cation. In  just  six  months  in  1969,  for 
example,  Seelye  doubled  Wolverine's 
sales  volume  with  five  acquisitions 
and  an  agreement  to  market  Rossi- 
gnol  skis,  boots  and  poles.  "The  prob- 
lem was  that  the  company  was  under- 
capitalized and  didn't  have  the  man- 
agement resources,"  says  Gleason. 

Gleason's  first  priority  after  he  took 
over  was  getting  the  acquisitions  un- 
der control.  Three  of  the  five  were 
losing  money,  one  was  marginal,  and 
the  marketing  agreement,  while 
promising,  required  a  lot  of  cash, 
which  Wolverine  did  not  have.  "We 
had  to  pare  down  the  company  in 


order  to  make  it  grow  again,"  Gleason 
says.  He  closed  down  one  of  the  losers 
in  1 972  at  a  pretax  loss  of  $  1 .4  million 
and  got  out  of  the  Rossignol  market- 
ing agreement  the  following  year.  A 
lot  of  money  and  management  time 
was  spent  turning  around  the  other 
two  losing  divisions — Bates,  a  maker 
of  uniform  boots,  and  Frolic,  a  private- 
label  maker  of  sandals  and  other 
women's  footwear.  Frolic  today 
makes  shoes  only  under  the  Hush 
Puppies  name.  Gleason  struggled  with 
Verde,  a  marginally  profitable  import- 
er of  high-fashion  men's  shoes,  until 
1978,  when  he  finally  shut  it  down  at 
a  pretax  loss  of  $3.6  million. 

Meanwhile,  Gleason  was  also  work- 
ing on  the  Hush  Puppies  division.  The 
shoes  had  a  built-in  price  advantage 
because  they  were  made  from  pigskin, 
which  is  about  half  the  cost  of  cow- 
hide. The  trouble  was,  the  styles  had 
not  changed  since  the  shoes  were  first 
introduced  in  1957  and,  as  a  result, 
Wolverine  was  having  a  hard  time 
attracting  many  new  customers.  "The 
women's  shoes  were  particularly  hor- 
rible," says  Gleason. 

The  result  was  that  by  1975  the 
average  age  of  a  Hush  Puppies  cus- 
tomer had  climbed  to  50.  Only  45%  of 
Hush  Puppies  sales  were  to  women, 
although  women  spend  twice  as  much 
on  shoes  as  do  men.  So  Gleason  set 
out  to  appeal  to  younger  people,  espe- 
cially young  women.  Hush  Puppies 
began  offering  a  wider  range  of  shoes, 
some  of  them  made  from  cowhide 
and  man-made  materials  as  well  as 
the  pigskin  suede  that  had  made  the 
basset  hound  famous.  More  open-toed 
women's  shoes  as  well  as  moderate 
heels  appeared  in  the  line.  Yet  prices 
have  stayed  low;  about  70%  of  the 
line  sells  below  $30.  Although  Hush 
Puppies  are  still  not  exactly  high-fash- 
lon  footwear,  they  do  have  more  ap- 
peal to  young  Middle  America.  The 
age  of  Hush  Puppies  customers  has 
dropped  to  the  mid-30s,  and  59%  of 
its  sales  are  to  women. 

Gleason  made  some  changes  in  the 
Hush  Puppies  distribution  setup  as 
well.  Hush  Puppies  had  been  sold 
mainly  through  24,000  individual 
shoe  stores.  Gleason  made  an  aggres- 
sive move  for  department  store  busi- 
ness and  today  one-third  of  Hush  Pup- 
pies sales  come  from  the  3,600  depart- 
ment store  accounts.  In  addition, 
about  8%  of  the  division's  sales  now 
come  from  83  independently  owned 
specialty  stores  that  sell  nothing  but 
Flush  Puppies.  Some  15  stores  are  be- 
ing added  each  year,  and  Wolverine  is 
likely  to  start  adding  company-owned 
stores  soon. 

Another  of  Wolverine's  underuti- 
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Silencing  the  barking  dogs 


As  Tom  Gleason  tells  it,  Wolverine  came  by  the  best-known  name  in 
shoes  through  serendipity. 
In  1957  Wolverine  developed  a  pigskin  shoe  whose  emphasis  was  on 
casual  comfort.  But  the  company  was  stuck  for  a  name  for  the  shoe.  One 
day  the  sales  manager  took  the  shoe  to  Tennessee  to  show  to  a  customer. 
After  dinner  at  the  customer's  home,  the  customer  picked  up  a  plate  of 
leftover  fried  cornmeal  batter  and  went  outside  to  throw  the  scraps  to  the 
dogs.  The  sales  manager,  a  Northerner,  asked  the  reason,  and  the  custom- 
er explained  that  feeding  the  cornmeal  to  the  dogs  quieted  their  barking! 
That's  why  they  are  called  "hush  puppies." 

Eureka,  thought  the  sales  manager.  Reason:  "People  in  this  country 
have,  for  a  long  time,  called  their  feet  'dogs,'  "  Gleason  explains.  "And 
when  your  feet  hurt,  you  call  them  'barking  dogs.'  So,  in  order  to  quiet 
your  barking  dogs,  you  wear  a  pair  of  soft  Hush  Puppies." 
A  brand  name  was  born. — S.N.C. 


lized  advantages  was  the  lock  it  had 
on  pigskin.  Prior  to  World  War  II, 
Wolverine's  shoes  were  made  from 
the  hides  of  horses'  rumps.  During  the 
war,  the  federal  government  funded 
Wolverine  and  others  to  research  the 
tanning  of  pigskin.  At  first  pigskin 
came  from  bacon  rind,  which  yielded 
pieces  only  one  foot  square.  Then,  in 
the  mid-Fifties,  Wolverine  developed 
a  machine  that  could  skin  one  side  of 
a  pig  to  yield  hides  of  about  three 
square  feet,  something  that  previously 
could  be  done  only  by  hand.  "Our 
machine  can  skin  over  600  animals  an 
hour,"  says  Gleason.  The  machines 
are  placed  free  of  charge  in  slaughter- 
houses, and  Wolverine  retains  the 
right  to  purchase  all  the  skins.  As  a 
result,  it  controls  over  80%  of  the 
pigskin  leather  business.  About  25% 
of  the  pigskin  Wolverine  buys  is  sold 
after  tanning  to  other  shoe  manufac- 
turers at  a  handsome  profit. 

But  Gleason  felt  Wolverine  was  not 
doing  enough  to  maximize  the  signifi- 
cant cost  advantage  that  it  had  in 
pigskin.  For  example,  until  1979  the 
Wolverine  Boot  division,  the  original 
part  of  the  company,  was  using  cow- 
hide exclusively.  To  make  matters 
worse,  it  made  boots  for  agricultural 
and  industrial  uses,  a  declining  busi- 
ness. So  Gleason  began  to  emphasize 
hiking  and  Western-style  boots  and 
began  using  pigskin.  That  gave  the 
boot  division  the  double  advantage  of 
higher-priced  markets  and  lower-cost 
leather.  About  30%  of  Wolverine's 
boots  are  now  made  from  pigskin,  and 
sales  are  up  sharply.  Susan  Schmierer 
of  L.F.  Rothschild  estimates  a  sales 
increase  of  almost  50%  this  year,  to 
$40  million.  Under  Gleason 's  man- 
agement the  company  has  also  begun 
making  pigskin  gloves  for  industrial 
uses  and,  recently,  for  household  uses 
like  gardening,  as  well  as  pigskin 
handbags  and  hats  (manufactured  by 


other  companies),  all  selling  under  the 
Hush  Puppies  name. 

Technical  breakthroughs  have  also 
helped  open  new  markets.  One  draw- 
back to  pigskin  is  that  it  is  naturally 
rough  and  grainy,  and  must  be  made 
into  suede  in  order  to  be  economical. 
But  Wolverine  has  now  developed  a 
new  finishing  process  called  Breathin' 
Brushed,  which  brushes  and  sands  the 
hide  to  yield  a  smooth  pigskin,  which 
it  will  introduce  in  five  Hush  Puppies 
styles  in  the  women's  lines  this  fall. 
That  breakthrough  moves  pigskin  out 
of  the  casual  market  and  into  the 
work  place,  opening  up  Hush  Puppies' 
market  enormously.  Then  a  couple  of 
years  ago  Wolverine  developed  a  new 


By  Lisa  Gross 

AS  EARLY  AS  NEXT  SUMMER,  the 
children  of  Forsyth,  Mont. 
I  (pop.,  2,800)  may  be  splashing 
in  a  new  public  indoor  swimming 
pool — and  it  won't  have  cost  the  tax- 
payers a  dime.  In  June  Forsyth  earned 


skinning  machine  accommodating 
hog  hides  as  large  as  14  square  feet. 
Wolverine  now  sells  these  hides  after 
tanning  to  furniture  makers  as  uphol- 
stery leather. 

Wolverine  has  invested  a  lot  of  ef- 
fort and  money  in  more  mundane  pro- 
ductivity improvements.  When  Glea- 
son took  over  in  1972,  he  was  faced 
with  enormous  inventories  of  shoes. 
So  he  quickly  opened  outlet  stores  to 
get  rid  of  the  obsolete  styles  at  steep 
discounts.  Wolverine  now  has  40  fac- 
tory outlet  stores  to  avoid  any  recur- 
rence of  swollen  inventories.  Sales 
and  production  schedules  are  project- 
ed by  line  a  year  or  more  in  advance 
by  computer  forecasting.  As  a  result, 
inventory  turnover  has  more  than 
doubled  since  1972,  and  work-in-pro- 
cess time  has  been  cut  from  20  days  to 
7.  Worker  participation  schemes  and 
labor-saving  devices  like  computer- 
controlled  stitchers  and  injection 
molding  equipment  have  also  helped. 

Obviously  Wolverine  cannot  main- 
tain its  present  growth  rate  indefi- 
nitely. But  there  is  still  no  slowdown 
in  sight.  Although  industry  unit  sales 
were  down  slightly  in  1980,  Wolver- 
ine's unit  sales  were  up  11%.  In  the 
first  half  of  1981,  generally  the  weaker 
half,  dollar  sales  were  up  37%  and 
earnings  were  up  55% .  "The  old  Hush 
Puppy  has  come  a  long  way,"  Gleason 
says  happily. 

Maybe  it's  time  to  retire  that  slogan 
about  being  dumb.  ■ 


$756,000,  enough  for  a  half  dozen 
community  swimming  pools,  by 
floating  $360  million  in  8%%  tax- 
exempt  pollution-control  bonds. 

Forsyth  didn't  borrow  the  money 
for  the  swimming  pool,  of  course.  It 
borrowed  on  behalf  of  Montana  Power 
Co.,  Portland  General  Electric  Co., 


Senator  Russell  Long's  crack — "Dont  tax 
you,  dont  tax  me,  tax  that  fellow  under 
the  tree' — seems  to  apply  to  the  growing 
use  of  the  municipal  bond  markets. 

Cut-rate  credit 
for  all 
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Washington  Water  Power  Co.  and  Pu- 
get  Sound  Power  &  Light  Co.  The 
utility  consortium,  which  gave  Citi- 
bank and  Morgan  Guaranty  Trust  let- 
ters of  credit  as  collateral,  will  use  the 
money  to  pay  for  sulfur  dioxide  scrub- 
bers and  solid  waste  disposal  facilities 
for  two  new  electricity  generating 
plants  it  is  building  at  Colstrip,  35 
miles  from  Forsyth.  The  utilities 
saved  about  $80  million  in  interest  by 
using  short-term  tax-exempts,  and 


Electricity  generating  plants  at  Colstrip,  Mont 
Tapping  increasingly  into  tax-exempt  credit. 


Forsyth  received  the  $756,000  fee  for 
allowing  private  industry  to  use  its 
municipal  borrowing  status. 

Forsyth's  happy  arrangement  was 
made  possible  by  a  proposed  Treasury 
rule  that  the  Internal  Revenue  Service 
has  followed  since  1975,  which  allows 
industry  to  use  municipal  bonds  to 
pay  for  pollution-control  devices. 
There  is  only  one  hitch:  The  devices 
must  be  separate  from  other  plant 
equipment. 

The  original  idea,  says  a  U.S.  Senate 
staffer,  was  that  "giving  industry  tax- 
exempt  financing  would  eliminate  a 
lot  of  pressure  against  environmental 
regulations."  From  the  response,  it 
would  seem  that  the  IRS  opened  the 
cookie  jar.  Last  year  $1.4  billion  in 
pollution-control  bonds  were  issued 
on  behalf  of  utilities  nationwide,  up 
from  $628  million  in  1975.  During  the 
first  six  months  of  1981,  $1.7  billion 
worth  of  such  bonds  were  issued,  62% 
of  which  were  three-year  bonds  like 
Forsyth's. 

Growing  demand  for  tax-protected 
investments  by  ordinary  Americans 
trying  to  offset  bracket  creep  has  en- 


couraged the  spread  of  these  bonds. 
Conveniently,  say  brokers,  the  bonds 
are  packaged  for  retail  in  lots  of 
$5,000  each.  And  cash-strapped  utili- 
ties need  no  excuse  for  welcoming 
help  with  financing. 

Now  the  tax  exemption  is  likely  to 
be  extended.  Three  senators  from 
states  with  older  industry — John 
Heinz  of  Pennsylvania,  Jennings  Ran- 
dolph of  West  Virginia  and  John 
Glenn  of  Ohio — have  attached  a  pro- 


vision— Senate  bill  169 — to  President 
Reagan's  tax-cut  package.  It  would  use 
municipal  bonds  to  partially  finance 
pollution  control  equipment  integral 
to  the  plant  construction,  as  opposed 
to  something  the  IRS  can  point  at  and 
say,  'This  is  specifically  for  pollution 
control,'  such  as  Colstrip's  sulfur- 
dioxide  scrubbers.  Senate  169  pro- 
vides tax-exempt  financing  for  $105 
million  of  the  first  $500  million  of 
construction  expenditure  and  15%  of 
all  expenditure  above  that  on  plants 
with  pollution-control  or  solid  waste 
disposal  needs. 

In  short,  the  privilege  of  tax-exemp- 
tion that  has  helped  U.S.  cities  and 
states  finance  their  public  works  is 
already  being  extended  to  private  in- 
dustry for  help  in  meeting  the  require- 
ments of  the  environmental  laws.  If 
there  were  ever  a  real  argument  over 
who  would  pay  for  environmental  re- 
form— stockholders,  ratepayers  or 
taxpayers — it  is  now  settled;  the  tax- 
payer pays.  Arguably  that's  the  way  it 
should  be.  But  like  promoting  bad  in- 
vestments through  tax  shelters,  using 
municipal  financing  for  other  pur- 


poses can  sometimes  backfire. 

For  example,  explains  Michael 
Lockerby,  an  aide  to  Senator  Heinz, 
the  current  IRS  rule  on  tax-exempt 
financing  for  pollution  control  "en- 
courages the  use  of  scrubbers,  which 
are  highly  inefficient."  The  new  bill, 
by  contrast,  encourages  building  pol- 
lution control  right  into  the  original 
equipment — an  important  technical 
difference.  At  Colstrip,  that  would 
mean  designing  the  electricity  gener- 
ating plants  with  such  things  as  mod- 
ern fluidized  bed  boilers  and  coal 
washers. 

But  ranchers  and  others  in  Rosebud 
County  see  things  differently.  The  lo- 
cal ranchers  have  fought  the  expan- 
sion of  Colstrip — a  series  of  mine- 
mouth  plants  built  at  Montana  Pow- 
er's huge  Rosebud  coal  mine  to  serve 
the  Pacific  Northwest  with  electric- 
ity. The  ranchers  weren't  too  happy 
with  Colstrip  units  1  and  2,  finished 
in  1975  with  Rosebud  County  using 
its  municipal  borrowing  capacity  in 
order  to  pay  for  the  scrubbers;  they 
positively  battled  the  addition  of  Col- 
strip 3  and  4. 

Since  Montana  has  fewer  than 
800,000  people,  the  ranchers  argued  to 
county  officials,  it  didn't  need  any 
more  700-megawatt  power  plants. 
When  their  protests  failed,  they  next 
attacked  the  municipal  finance  aspect 
of  the  Colstrip  project,  thinking  that 
if  Rosebud  County  wouldn't  float  pol- 
lution control  bonds,  nobody  else 
could.  "They  didn't  know  the  power 
companies  could  go  down  the  street 
to  Forsyth  for  the  bonds,"  says  Coun- 
ty Attorney  John  Forsythe. 

Like  other  Montana  communities, 
Forsyth  has  benefited  mightily  from 
the  state's  30%  coal  severance  tax. 
But  the  Montana  Coal  Board  dis- 
penses that  largess  to  pay  for  such 
things  as  school  improvements  and 
sewers.  Swimming  pools  have  the 
lowest  priority.  So  the  city  fathers 
were  ready  for  the  power  companies' 
offer  of  $2.10  per  $1,000  of  bonds  is- 
sued—$756,000. 

But  Forsyth  may  soon  have  compe- 
tition. If  more  Colstrip  units  follow, 
who  will  float  the  power  consortium's 
bonds-  Why,  Colstrip  itself,  a  town  of 
about  2,300  in  which  Montana  Power 
employs  about  2,000.  Montana  Power 
tried  to  have  Colstrip  incorporated 
last  year,  but  came  up  short  of  the 
needed  votes.  "We  wished  we  could 
get  Colstrip  incorporated,"  says  Jo- 
seph McElwain,  chairman  of  Mon- 
tana Power.  "I  hope  it  goes  on  the 
ballot  again."  Once  incorporated,  Col- 
strip can  borrow  in  the  tax-exempt 
markets,  if  that  already  overused  ve- 
hicle doesn't  collapse  before  then.  ■ 
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The  Maverick  knows  how  to  survive 


The  Chicago  and  North  Western  is  not 
one  to  drain  all  its  profits  during  good 
times,  then  dry  up  to  a  skeleton  duhng 
the  tough  stretches.  Instead,  the  C&NW 
has  been  making  profits  go  to  make 
more  profits,  by  carefully  upgrading 
equipment  and  track,  to  offer  even 


faster,  more  cost-efficient  transportation 
at  a  time  when  some  railroads  that  lived 
high  before  may  find  it  tough  to  suwive. 

The  Maverick  will  survive.  And 
prosper.  Through  smart  planning,  fast 
thinking,  heads-up  reactions,  and  yes.  a 
little  luck— the  Chicago  and  North 


Western  is  profitable,  progressive  and 
competitive  right  now.  And  one  railroad 
is  building  today  s  best  route  to  the 
21st  century:  The  Maverick. 

Chicago  and  North  Western  Trans- 
portation Co.,  One  North  Western  Center, 
165  N.  Canal  St.,  Chicago,  IL  60606. 


Chicago  &  North  Western  Railroad:  Todays  best  line  for  your  bottom  line. 


Lockheed  knows  how. 


Advances  in  research  tend  to  make  headlines,  but  break- 
throughs in  manufacturing  can  be  as  important.  The  scene 
above  depicts  a  manufacturing  breakthrough  that  can  result 
in  easily  fabricated  buildings  in  space.  That  ingenious 
advance  and  others  more  Earth-bound  are  reported  below. 

Making  building  blocks  for  space. 

Someday,  astronauts  will  build  a  structure  in  space,  and 
they  may  well  use  a  new  Lockheed  manufacturing  process. 

Light  and  very  strong,  composites  — fibers  of  graphite 
embedded  in  epoxy— are  gaining  increasing  use  in  aircraft 
and  spacecraft.  But  making  composites  usually  involves 
costly  "cooking"  in  a  huge  oven  called  an  autoclave. 
However,  Lockheed  now  eliminates  that  process.  It  winds 
graphite  fibers  around  a  tube  that  tapers  from  4  to  2  inches 
over  its  8-foot  length.  Then  the  tube  is  heated  — this  avoids 
autoclaving— and  epoxy  is  injected  around  the  fibers.  Result: 
an  8-foot  structure  weighing  about  1 V2  pounds,  Vi  the  weight 
of  an  aluminum  structure  of  equal  strength. 

These  tapered  structures  can  be  packaged  inside  one 
another  like  paper  cups  to  save  precious  space  when 
transported  in  the  Space  Shuttle.  A  special  automated 
assembly  machine  designed  by  Lockheed  under  contract  to 
the  NASA  Langley  Research  Center  will  enable  astronauts  to 
assemble  them  in  space  without  tools. 

Aspiration?  Far  from  it.  Lockheed  has  tested,  proven  and 
manutactured  dozens  of  these  remarkable  structures. 

Adding  a  work  force  by  wire. 

To  increase  productivity— virtually  a  nationwide  goal  — 
you  simply  make  more  efficient  use  of  existing  staffs  and 


facilities.  So  logical,  yet  so  difficult.  However,  Lockheed 
has  invented  a  remarkable  new  computerized  system  that 
does  just  that. 

It  begins  with  another  unique  Lockheed  System  — 
CADAM.  The  computer-based  CADAM  basically  gives 
engineers  a  three-dimensional  drawing  board  as  big  as  48 
football  fields  on  which  to  design  parts.  CADAM's  compu 
then  electronically  transmits  the  design  to  the  plant's  man 
facturing  experts. 

Now  Lockheed  has  linked  CADAM  computers  at  divisi 
across  the  country  by  a  telecommunications  network  — 
COMCAM. 

If  one  plant  is  overloaded,  it  calls  on  COMCAM  and 
transmits  a  CADAM  design  to  another  division  that  can 
free  staff  and  tools  to  make  the  part.  This  eliminates  the 
cumbersome  task  of  physically  moving  actual  drawings, 
specifications  and  tapes  from  plant  to  plant.  Changes  in  XY 


wts  could  assemble  buildings  in  space  without  using  any  tools,  thanks  to  a  Lockheed  process  described  below. 


i  can  be  made  at  one  plant  and  instantly  transmitted  to 
er.  Put  simply,  COMCAM  makes  better  use  of  people, 
ines  and  time  — increased  productivity. 

ng  up  the  best  brains  in  manufacturing. 

§  CADAM  system,  which  was  invented  at  Lockheed, 
es  engineers  to  design  aircraft  parts  on  a  computer 
~\a\  with  greater  precision  and  imagination  than 
>efore. 

help  its  manufacturing  experts  translate  those  designs 
ctual  airframes,  Lockheed  has  given  them  an  even 
remarkable  computer-based  system— GENPLAN. 
:lusive  to  Lockheed,  GENPLAN  actually  makes 
ons  such  as  which  tools  and  manufacturing  processes 
d  be  used.  It  determines  the  best  manufacturing 
mce.  It  considers  factors  such  as  labor  standards  and 


factory  rules.  Within  GENPLAN's  huge  data  base,  Lockheed 
has  captured  the  accumulated  knowledge  of  thousands  of 
manufacturing  experts.  Moreover,  Lockheed  divisions 
thousands  of  miles  apart  can  share  this  knowledge. 

Working  at  a  computer  terminal,  the  manufacturing 
planner  can  create,  review  and  edit  the  manufacturing  plan. 

The  time  savings  of  GENPLAN  are  immense.  Plans  that 
took  hours  now  are  made  in  minutes.  The  steps  required 
to  release  the  plan  to  the  assembly  line  have  been  reduced 
by  75%.  Another  key  benefit  flows  from  GENPLAN.  The 
increase  in  precision  and  reliability  of  manufactured  parts 
is  as  dramatic  as  the  time  savings. 

Robots  roll  up  their  sleeves. 


The  extended  "arm"  that  you 
see  in  motion  is  a  robot  being 
"trained"  to  place  rivets  with 
great  speed  and  precision.  Once 
programmed— and  programming 
is  critical  in  the  effective  use  of  a 
robot  —  it  may  cut  riveting  costs 
50%.  Other  robots  are  at  work  at 
Lockheed,  including  machines  that 
handle  onerous  painting  duties  and 
that  can  "see"  and  choose  among 
different  parts. 


^^Lockheed 
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A  little  more  than  a 
generation  ago,  it  was 
strictly  a  neighborhood 
business. 

Today,  it's  the  fastest- 
growing  sector  of  the 
American  economy. 


In  simpler  times,  service  was  a 
simpler  affair.  But  today's  society  is 
far  more  complex.  And  so  are  the 
needs  filled  by  the  service  sector. 

Service  used  to  be  a  straightforward 
affair.  We  depended  on  small  local 
businesses.  Or  did  it  ourselves.  It  worked 
fine.  And  sometimes,  still  does. 

But  not  for  everyone.  Times  have 
changed.  And  so  has  service.  In  fact, 
few  industries  have  ever  grown  so  fast 
in  so  short  a  time.  As  the  country's 
largest  service  company,  ARA  has  led 
the  way. 

How?  By  turning  the  service  busi- 
ness into  a  profession  —  service 
management 

Service  management  is  many 
things.  It's  the  knowledge, 


DECAU5E  THE  WORLD 
WILL  NEVER  OUTGROW 
ITS  NEED  FOR  SERVICE 


skills,  and  resources  behind  ever} 
service  ARA  provides.  It's  planning 
Marketing.  Training.  Scheduling.  Cosl 
and  quality  control.  All  backed  up  b> 
the  most  advanced  information  pro 
cessing  technology. 

Service  management  is  also  ARA's 
unique  ability  to  understand  the 
similarities  that  underlie  all  the  varied 
jobs  we  do. 

But  most  of  all,  it's  remembering 
that,  no  matter  how  demanding  the 
need,  no  matter  how  complex  the 
solution,  our  business  still  depends  on 
person-to-person  contact. 

We  may  serve  ten  million  people 
a  day,  but  we  still  serve  them  one 
at  a  time.  Just  like  in  the  old 
neighborhood. 


Health  Care  Services 

Textile  Rental  and 
Maintenance  Services 
Food  and  Refreshment  Services 
Transportation  Services 
Distributive  Services 
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Every  time  the  deutsche  mark  slips  a  notch,  Volkswagen  execu- 
tives breathe  a  sigh  of  relief.  In  the  long  run,  Wolfsburg's  cost 
problems  may  be  worse  than  Detroit's. 

There  are  no  more 

Rabbits  in 
Volkswagen's  hat 


By  Norman  Gall 


IF  YOU  BELIEVE  THAT  DETROIT'S  TROUBLES  Stem  Solely 
from  a  stubborn  stalling  on  smaller  cars,  how  do  you 
account  for  the  fact  that  the  world's  biggest  builder  of 
small  cars,  Germany's  Volkswagenwerk,  is  only  bare- 
ly profitable?  VW  is  committed  to  opening  a  major  new 
plant  in  the  U.S.  at  the  very  time  its  sales  here  are 
shrinking  and  its  American  rivals  are  loosing  a  horde  of 
small,  fuel-efficient,  front-wheel-drive  vehicles  of  their 
own.  VW's  troubles  are  worldwide,  and  they  go  deeper 
than  the  current  auto  slump.  If  having  small  cars  were  the 
only  answer  to  autodom's  ills,  VW  would  have  no  prob- 
lems: Its  subcompact  Rabbit  (known  in  Europe  as  the  Golf) 
is  the  world's  largest  selling  model. 

What  this  tells  us  is  quite  alarming.  It  says  that 
Detroit's  troubles  won't  be  over  when  it  is 
100%   converted  to  fuel-efficient 
cars.  The  industry's  troubles  go 
deeper  than  most  people  ad 
mit.  And  they  will  probably 
last  a  lot  longer. 

Its  early  concentration 
on     fuel-efficient,  front 
wheel-drive  vehicles  insu- 
lated Volkswagenwerk, 
the  world's  third-largest  auto 
company,  from  last  year's  col- 
lapse of  the  global  auto  market. 
In  1980  it  earned  $177  million 
on  revenues  of  $18.3  billion. 
Wolfsburg — the    location  of 
Volkswagen's  corporate  head- 
quarters— and  Germany  seemed 
spared  the  agonies  of  Detroit  and  Michigan.  But  the 
picnic  is  over.  This  year  all  over  the  world  VW  is 
being  squeezed  hard  between  lower-cost  Japanese 
competition  on  the  one  hand  and  wealthier  and 
bigger  U.S.  competition  on  the  other.  It  faces  the 
future  with  inflated  wage  costs,  stagnant  produc- 
tivity and  a  continuing  loss  of  export 
markets.  The  excellently  designed 
Rabbit,    which    pioneered  today's 
dominant   style,   is  no  longer  the 
world's  most  advanced  mass-produc- 
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tion  car,  and  VW's  chances  of  regaining  its  technological 
edge  are  dim.  In  the  first  quarter  of  1981  profits  were  down 
66%,  and  Volkswagen  Chairman  Toni  Schmuecker  pre- 
dicts that  results  for  the  full  year  will  be  breakeven  at  best 
after  taxes. 

VW  remains  a  powerful  contender.  Last  year  it  produced 
2.5  million  vehicles  worldwide,  compared  with  GM's  6.8, 
Ford's  4.4,  Toyota's  3.2  and  Nissan's  2.6.  Volkswagen, 
moreover,  operates  in  a  country  where  the  tax  structure 
encourages  savings  and  investment,  so  it  can  finance  its 
investment  needs  more  easily  than  the  U.S.  Big  Three. 
Between  now  and  1985,  VW  plans  to  invest  $10  billion 
worldwide. 

Money,  however,  is  not  the  major  problem.  Lacking  the 
huge  home  market  that  Ford  and  General  Motors  possess, 
Volkswagen  must  export  cars  in  order  to  get  the 
long  production  runs  needed  for  profitabil- 
ity in  the  auto  business.  GM  and 
Ford  tend  to  build  cars  where 
they  market  them.  But  of  the 
1.6  million  cars  VW  built  in 
Germany  last  year  it  ex- 
ported half.   That  means 
selling  against  the  Japanese. 

Volkswagen's  Chairman 
Schmuecker  recently  told 
an  assembly  of  VW  managers 
in  Wolfsburg  that  "failure  to 
understand  or  combat  the  Japa- 
nese challenge  will  place  the 
survival  of  our  company  in 
doubt."  He's  talking  survival, 
not  quarterly  profits.  A  former 
Ford  executive,  a  skillful  industrial 
diplomat  and  a  driven  worker,  Schmuecker  suf- 
fered a  mild  heart  attack  in  June  in  the  midst  of  a 
campaign  trying  to  articulate  the  survival  strate- 
gy that  VW  needs. 

Japan  is  "voluntarily"  limiting  car  exports  to 
the  U.S.  market.  Thus  the  thrust  of  its  sales 
drive  is  shifting  from  the  U.S.  Big 
Three  to  Volkswagen's  good  markets 
not  only  in  Europe  but  also  in  Latin 
America  and  Africa.  These  are  the 
very  markets  where  Japanese  manu- 
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lacturers  are  trying  to  make  up  for  the  growth  potential 
lost  in  the  U.S.  and  sluggishness  in  the  home  market. 

Last  year  Japanese  auto  sales  in  Latin  America  increased 
by  81%  and  were  running  at  double  last  year's  rate  in  early 
1981 .  In  the  Middle  East,  Japanese  car  sales  rose  by  44%  in 
1980,  in  Southeast  Asia  by  41%,  in  Africa  by  32%.  In  all, 
Japanese  manufacturers  exported  2.1  million  cars  and 
trucks  outside  the  northern  tier  of  industrialized  countries, 
a  45%  increase  over  1979.  This  is  bad  news  for  VW.  The 
only  good  news  was  from  Europe,  where  VW  held  on  to  its 
market  share  against  a  30%  increase  in  Japanese  sales  and 
a  contraction  in  the  market.  However,  the  means  used  to 
hold  down  Japanese  auto  sales  in  Europe  are  not  always 
cricket. 

Although  VWs  Schmuecker  and  other  German  manu- 
facturers argue  that  their  products  are  technically  superior 
to  the  Japanese,  German  test  drivers  and  automotive  mag- 
azines often  give  Japanese  cars  equal  or  better  ratings. 
Munich's  Institute  for  Economic  Research  (IFO)  re- 
ported last  year  that  "recent  repair  statistics  of 
the  German  Automobile  Club  showed  that 
anese  cars  caused  the  fewest  problems.  All 
five  Japanese  brands  took  the  top 
places;  only  Mercedes,  the  Ger-  _ 
man  status  car,  was  able  to 
squeeze  in." 

Since  it  is  head-to-head 
with    the    Japanese,  to 
what   extent   can  VW 
copy  Japanese  methods? 
Horst  Muenzner  is  a  good 
man  to  ask.  He  has  been  a 
member  of  Volkswagen's  manag- 
ing board  since   1969,  at  different 
times  in  charge  of  sales  and  purchas- 
ing. Muenzner  has  lived  through  the 
crises  provoked  by  the  death  of  VW's 
great  postwar  chairman,  Heinz  Nord- 
hoff  (1948-68),  the  collapse  of  U.S.  and 
European  demand  for  the  Beetle  and  the  laying  off  of 
40,000  workers  at  VW's  German  operations. 

A  soft-spoken,  gray-haired  man  of  56,  Muenzner  mused 
for  Forbes  on  some  of  the  social  and  political  problems 
that  face  Volkswagen  in  its  efforts  to  meet  Japanese  price 
competition.  "We  have  studied  the  Japanese  'just-in-time' 
system  by  which  suppliers  send  trucks  into  a  factory  to 
unload  components  alongside  the  assembly  line  every  20 
minutes.  We  find  that  this  kind  of  procedure  cannot  be 
applied  in  Germany.  As  in  America,  German  component 
suppliers  and  assembly  lines  usually  are  far  apart,  while  in 
Japan  they're  very  close  together.  Also,  German  workers 
just  aren't  that  disciplined." 

'uenzner  goes  on:  "On  our  own  initiative,  we  have 
\ launched  a  major  research  effort  to  see  what  we  can 
buy  in  Japan,  since  Japanese  partsmakers  aren't  estab- 
lished in  Europe.  The  cost  savings  to  us  in  buying  Japanese 
components  is  10%  to  20%.  As  tempting  as  it  is  for  us  to 
buy  Japanese,  we  are  deterred  by  our  responsibilities  to  the 
European  economy.  If  our  component  purchases  in  Japan 
doubled  or  tripled,  this  would  hurt  German  industry."  It's  a 
nice  dilemma.  Forty  percent  owned  by  the  federal  and  local 
governments,  with  the  head  of  the  German  I.G.  Metall 
union  sitting  on  its  board,  Volkswagen  cannot  make  its 
decisions  on  an  economic  basis  alone.  Unfortunately  for 
its  sales,  its  customers  can. 
If  German  manufacturers  cannot  compete  in  price,  they 
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must  try  to  compete  in  quality,  which  is  what  the  British 
tried  to  do  a  century  ago  when  Germany  was  the  rising 
industrial  power.  Alas,  in  mass  production  industries  with 
complex  logistics  and  a  big  employment  base,  such  as 
autos  and  consumer  electronics,  this  is  almost  impossible. 

Nothing  illustrates  this  better  than  the  situation  in  VW's 
vital  U.S.  market.  Peter  Weiher,  VW  of  America's  execu- 
tive vice  president  for  sales  and  marketing,  sums  up  his 
company's  dilemma:  "We  not  only  had  a  very  fine,  very 
economical,  high-quality  car  in  the  1960s  and  1970s  [the 
Beetle],  we  also  had  a  very  inexpensive  car.  We  still  have 
the  high  quality  and  the  high  technology  but  no  longer  the 
cheapest  car."  So,  VW  now  emphasizes  quality  rather  than 
price.  Unfortunately,  the  same  high-mileage,  front-wheel- 
dnve  technology  offered  by  the  Volkswagen  Rabbit  is 
available  at  lower  cost  in  Chrysler's  Omni  and  Horizon — 
some  of  which  even  carry  VW  engines  and  transmissions. 
The  Ford  Escort,  too,  is  competitive  in  size  and  fuel 
economy,  and  sells  for  $600  less  than 
the  Rabbit.  VW  executives  concede 
that  the  high  price  of  compo- 
nents imported  from  Germany 
raises  the  cost  of  the  built- 
ln-Amenca  VWs,  but  they 
also  claim  that  American 
makers  are  deliberately 
underpricing  subcompacts. 
Be  that  as  it  may,  VW  is  firm- 
ly committed  to  investing  $1 
billion  in  the  U.S.  market.  Its 
second  assembly  plant  designed  for 
Rabbit-type  vehicles  will  open  in  Ster- 
ling Heights,  Mich,  next  year;  the 
first  opened  in  1978  in  Westmoreland, 
Penna.  So  here's  the  dilemma:  VW 
must  have  a  good  piece  of  the  huge 
American  market  if  the  company  is  to 
maintain  the  scale  of  production  it 
needs  to  remain  competitive  in  the 
era  of  the  "world  car."  It  currently  has  about  3%  of  the 
U.S.  market  and  is  aiming  for  a  5%  share.  But  no  longer 
unique,  no  longer  cheap,  VW  products  will  have  a  real 
scramble  to  get  up  to  5%. 

"We  must  do  research  to  keep  up  with  the  competition, 
but  without  hope  of  gaining  a  lasting  comparative  advan- 
tage because  all  innovation  is  quickly  absorbed  by  com- 
petitors," concedes  Rudiger  Will,  VW's  research  project 
coordinator.  "Stop-go  automatic  cutoff  devices,  stopping 
the  motor  at  traffic  lights,  adds  27%  to  fuel  economy  for 
city  driving.  Only  VW  has  the  stop-go  system,  but  it's 
based  on  a  very  simple  flywheel  principle,  and  the  Japanese 
may  produce  it  in  two  years."  Will  goes  on:  "Weight 
reduction  in  cars  can't  go  much  farther  because  of  the 
tradeoff  between  fuel  economies  and  the  high  cost  of  new 
materials.  VW  will  begin  mass  production  of  direct-injec- 
tion diesel  engines  over  the  next  five  years,  which  should 
yield  15%  more  fuel  economy  than  at  present,  and  we  need 
more  powerful  pumps  to  generate  higher  injection  pres- 
sures to  make  them  work"  well."  Meanwhile,  Wolfsburg's 
engineers  are  anxiously  looking  over  their  shoulders  at 
Nissan,  their  prospective  joint-production  partners.  The 
Japanese  company  is  reportedly  coming  out  with  a  diesel 
car  of  its  own  with  the  kind  of  direct-injection  engine  that 
VW  has  been  struggling  to  perfect. 

"Innovation  is  increasingly  risky  and  expensive,"  says 
VW  Planning  Director  Siegfried  Hohn.  "As  cars  get  small- 
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The  toll  of  Japan's  export  drive 

World  vehicle  production  has  been  declining  since  1978 
with  only  one  nation  gaining  at  the  expense  of  others — 
Japan,  of  course — as  the  graph  above  shows.  More- 
over, the  worldwide  popularity  of  Japanese  cars  has 
stalled  the  once  mighty  engine  of  German  auto 
exports  (see  below)  and  Volkswagen's  net  earn- 
ings (right)  have  been  skidding  southward  from 
the  peak  of  1975,  which  itself  bespoke  not  market 
strength  but  a  rebound  from  losses. 
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cr,  the  possible  varieties  of  design  become  limited.  Re- 
search resources  are  increasingly  absorbed  by  the  need  to 
meet  the  bewildering  variety  of  government  regulations  in 
different  markets.  Research  increasingly  becomes  a  strug- 
gle to  make  our  way  through  the  dilemmas  and  tradeoffs 
between  the  costs  and  benefits  of  innovation."  Research 
coordinator  Will  sighs,  "We  can  go  to  the  moon,  but  the 
buying  public  hasn't  the  money  to  pay  for  a  mass-produced 
space  vehicle." 

WWFitb  small  prospect  for  decisive  innovation,  Yolkswa- 
WWgen  is  pursuing  the  same  multinational  production 
and  sourcing  strategy  as  General  Motors  and  Ford — but 
without  the  advantage  of  the  giant  U.S.  market  as  its 
home  base  and  without — except  in  Brazil  and  the  U.S. — 
the  production  facilities  that  Ford  and  GM  have  built  in  so 
many  countries. 

"Volkswagen  expects  too  much  from  exports,' 
says  Nissan  Executive  Managing  Director  Teiichi 
Hara.  "In  the  Far  East  the  only  possible  exports  are 
to  Hong  Kong,  Singapore  and  a  little  bit  to 
China.  For  this  reason  we  think  that  VW 
has  grandiose  dreams."  Nissan  plans  to 
spend  $2  billion  abroad  in  many  of  the 
markets  VW  covers:  the  U.S.,  Italy, 
Spain,  Mexico,  Australia  and,  possi- 
bly, Britain  and  Taiwan.  In  this 
way,  it  hopes  to  raise  its  share  of 
the  world  car  market  from  5.7% 
today  to  8.5%  by  1985. 

Could  Wolfsburg,  now  so  rich, 
comfortable  and  smug,  one  day 
become  another  Detroit? 

Fear  of  the  Detroit  syndrome  is 
beginning  to  shape  the  lives  of 
VW's  workers  and  executives. 
Wolfsburg's  inhabitants  have  ex- 
panded their  living  standards  with 
the  same  kind  of  wage  inflation  that 
helped  bring  Detroit  to  crisis.  The 
industrial  peace  VW  enjoys  had  a  high 
price  on  it.  The  per  capita  income  of 
the  130,000  people  of  Wolfsburg  in  1979  was  $15,750— a 
third  more  than  the  average  of  all  West  Germany  and  47% 
more  than  the  U.S.  average. 

Incomes  are  high — and  the  work  day  is  light.  "Over  the 
past  30  years  a  great  deal  of  hard  manual  labor  has  been 
eliminated,"  recalls  Hans  Ziegler,  a  white-haired,  bespec- 
tacled member  of  Wolfsburg's  town  council  who  also  rep- 
resents the  workers  on  VW's  labor-management  Automa- 
tion Planning  Committee.  "When  I  went  to  work  in  the 
paint  shop  in  1950  all  sanding  was  done  by  hand.  Now  it  is 
done  automatically.  We  needed  very  strong  men  because 
all  body  parts  were  positioned  tor  welding  by  hand.  Today 
it's  all  done  by  machine.  The  strains  of  the  assembly  line 
are  more  psychological  than  physical  now.  Each  worker 
gets  one  hour  of  paid  breaks  in  an  eight-hour  workday." 

With  5  times  the  absentee  rate  of  his  Japanese  counter- 
part, the  German  automotive  worker  spends  20%  less  of 
his  days  on  the  job  actually  working,  and  is  entitled  to  30 
working  days  (six  weeks)  of  paid  vacation  each  year. 
"When  I  used  to  go  to  Wolfsburg  in  the  Fifties  and  Sixties, 
people  readily  would  work  late  to  get  an  important  job 
done  on  time,"  says  a  veteran  executive  of  Volkswagen  do 
Brasil.  "When  I  went  back  in  the  Seventies  all  the  offices 
were  empty  after  4:30  p.m.  More  and  more  people  seemed 
to  have  lost  interest  in  their  work.  More  and  more  were 
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just  marking  time  until  they  became  eligible  for  early 
retirement,  receiving  bigger  and  bigger  salaries  and  pen- 
sions." Between  January  1977  and  mid-1980,  the  number 
of  VW  executives  in  Germany  rose  by  one-fourth. 

"This  seems  to  me  a  problem  of  our  society  in  general, 
and  not  merely  of  our  company,"  Schmuecker  told  his 
managers  last  September.  "In  Germany  we  are  more  and 
more  satiated  and  we  run  the  risk,  as  a  nation,  of  gradually 
losing  our  positive  traits  that  made  possible  our  postwar 
reconstruction.  If  this  happens,  we  will  march  with  eyes 
open  to  a  marginal  role  in  the  international  economy." 

Say  this  for  the  German  unions:  They  have  not  fought 
automation,  although  they  have  slowed  it  down.  As  a  local 
SDP  leader  and  an  influential  representative  of  LG.  Metall, 
the  2.7  million-member  metal  workers  union,  Ziegler 

plays  a  key  role  in  the  small 
union  bureaucracy  inside  the 
Wolfsburg  factory  that  has  fo- 
cused intensively  on  problems 
of  automation.  He  says:  "Man- 
agement is  supposed  to  advise 
us  two  or  three  years  in  advance 
when  more  automation  is  con- 
templated, so  people  can  be  re- 
tired or  transferred  in  an  orderly 
way.  We  do  a  lot  of  hard  bargain- 
ing over  these  changes.  Right  now 
we  are  discussing  the  reorganiza- 
tion of  body-shell  construction 
and  work  flows  in  the  new  assem- 
bly hall  to  be  built  at  Wolfsburg.  We 
are  in  favor  of  using  the  most  mod- 
ern technology  in  this  factory.  That's 
the  best  way  of  making  our  jobs  safe." 

Trouble  is  that  the  Japanese  compe- 
tition is  at  least  as  automation-con- 
scious and  the  Americans  are  fast  be- 
coming that  way.  Thus  any  advantage 
gained  from  automation  is  short-lived. 

Quite  clearly,  then,  both  Wolfsburg 
and  Detroit  face  problems  of  baffling 
problems  of  their  societies,  their  govem- 
Consider,  for  example,  what  hap- 


complexity 
ments,  their  cultures 
pened  to  VW  in  Brazil.  Early,  aggressively,  successfully, 
VW  executives  saw  the  possibilities  in  Brazil — potentially 
one  of  the  world's  great  auto  markets,  one  of  the  few  places 
in  the  Third  World  where  real  economies  of  scale  were 
possible. 

In  Brazil,  in  the  great  industrial  suburb  of  Sao  Paulo 
known  as  the  ABC,  VW  produces  the  lion's  share  of  Latin 
America's  cars  and  trucks.  Against  heavy  competition, 
VW  established  itself  as  the  leading  producer  in  a  conti- 
nent about  two-thirds  as  populous  as  North  America  or 
Western  Europe — and  capable  of  great  growth. 

Although  its  landscape  is  disfigured  by  large  concentra- 
tions of  squatters'  shacks,  the  ABC  is  not  so  desolate  a 
place  as  some  cities  of  the  U.S.  industrial  heartland.  Since 
the  multinationals  were  forced  to  establish  integrated  pro- 
duction facilities  in  Brazil  under  the  government's  import- 
substitution  program,  its  motor  vehicle  output  expanded 
spectacularly  from  30,700  in  1956  to  nearly  1.2  million  in 
1980,  making  Brazil  the  world's  ninth-largest  automotive 
producer.  Volkswagen's  share  of  the  Brazilian  auto  market 
remains  at  44%,  with  514,000  vehicles  last  year  alone. 

But  this  auto  world  differs  from  that  of  Wolfsburg  or 
Detroit.  The  Brazilian  automotive  worker  earns  less  than 
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one-tenth  the  hourly  wage  paid  in  the  U.S.  and  Germany — 
and  without  any  job  security  or  unemployment  benefits. 
Brazil's  cheap,  productive  and  malleable  labor  force,  as  well 
as  its  large  internal  market,  have  given  it  a  prime  place  in 
the  "world  car"  strategies  of  Ford  and  GM,  WV  and  Fiat. 
There  are  no  robots  on  Brazilian  assembly  lines,  only 
hardworking  humans  fighting  to  keep  their  jobs.  Helped 
by  big  government  subsidies,  the  multinationals  exported 
15%  of  Brazil's  automotive  production  in  1980,  against 
10%  in  1979,  and  are  exporting  even  more  this  year. 

V'olkswagen  do  Brasil  prospered  by  providing  the  cheap 
and  rugged  car  that  the  country,  indeed  the  continent, 
needed.  More  than  four  decades  after  it  first  surfaced  in 
Germany,  the  Beetle  was  Brazil's  largest-selling  model 
(160,000  in  1980).  But  today,  WV-Brazil  is  suffering  the 
consequencesof  investing  too  little  in  its  ownbusiness,  from 
the  impact  of  new  competition  from  General  Motors  and 
Fiat  and  from  leaning  too  heavily  on  the  cheap  end  of  the  car 
business.  Worst  of  all,  it  is  suffering  from  OPEC  and  what 
$32-a-barrel  oil  has  done  to  Brazil's  automotive  dreams. 

In  Brazil,  once  its  second-best  foreign  market,  VW  is 
clearly  in  trouble. 

Volkswagen  do  Brasil  President  Wolfgang  Sauer  is  a 
tireless  salesman  with  a  convivial,  ironic  manner  and 
steely  turquoise  eyes,  who  has  lived  as  a  German  expatri- 
ate in  Latin  America  for  two  decades.  Last  year  he  spent 
160  days  wandering  the  earth  in  search  of  new  export 
markets,  especially  for  the  Brazilian-made  Beetle,  the 
model  that  would  not  die.  The  tough  Beetle  is  threatened 
with  annihilation  in  unprotected  markets  by  newer, 
cheaper  and  better  Japanese  cars.  Much  of  Sauer's  time  in 
Brazil  was  spent  pressuring  government  officials  for  exten- 
sion of  export  subsidies  due  to  expire  next  year. 

VW-Brazil  exports  exclusively  to  the  Third  World  for  its 
parent  company.  Its  export  business  involves  mainly  ship- 
ping abroad  kits  of  knock-down  vehicles,  principally  Bee- 
tles, to  assembly  plants  in  protected  markets  in  Argentina, 
Uruguay,  Peru,  Venezuela,  Mexico,  Malaysia,  Nigeria, 
Indonesia,  Zimbabwe  and  Portugal.  A  new  plant  is  going 
up  in  Egypt.  Sometimes  these  are  politically  tied  deals  that 
the  Brazilian  Foreign  Ministry  helped  to  arrange. 

"I've  just  come  back  from  the  Philippines,  where  we  are 
sending  Beetle  kits  with  motors  that  run  on  alcohol  to  be 
assembled  by  a  company  owned  by  Philippine  business- 
men," Sauer  says.  "The  Japanese  have  80%  of  the  market, 
but  they  don't  have  a  car  that  can  run  on  alcohol. 

"On  the  Pacific  coast  of  South  America,  on  the  other 
hand,  we  are  at  an  enormous  disadvantage.  These  coun- 
tries have  just  opened  up  to  imports,  which  the  Japanese 
can  supply  with  roll-on,  roll-off  ships  that  cross  the  Pacific. 
In  Chile,  for  example,  the  transport  costs  are  cheapened 
because  the  ships  bring  back  copper  and  other  products  to 
Japan.  Because  of  the  small  quantities  and  because  of  the 
difficulties  of  shipping  through  the  Strait  of  Magellan,  we 
have  to  send  cars  to  Chile  over  the  Andes  by  trucks." 

The  Japanese  were  able  almost  to  double  their  car  and 
tiuck  exports  to  Latin  America  in  1980,  and  this  year  to 
sell  at  double  last  year's  pace,  because  governments  finally 
have  begun  to  allow  vehicle  imports  after  many  years  of 
keeping  their  markets  closed  to  protect  high-cost,  low- 
volume  automotive  industries  of  their  own.  The  freeing 
of  car  imports  began  in  Chile  in  1977  and  last  year  the 
Japanese  took  70%  of  the  Chilean  import  market. 

"We  laughed  at  the  Japanese  when  they  first  showed  up 
in  Guatemala  in  the  late  1950s,"  says  Harold  J.  Rosen, 
Ford's  Latin  America  export  manager.  "In  these  small 


markets  the  hottest-selling  exports  were  Volkswagens 
from  Germany.  But  now  the  Japanese  have  80%  of  the 
market  in  Central  America  and  the  Caribbean.  The  Japa- 
nese are  very  alert  and  have  the  range  of  products  to  take 
advantage  of  opportunities.  When  a  small  country  raises 
gasoline  prices,  they're  in  there  in  no  time  with  a  four- 
wheel-drive  diesel  that  looks  like  a  passenger  car." 

Thus  even  with  low-cost  Brazilian  labor  and  export 
subsidies,  VW  is  losing  out  in  Third  World. 

Is  Volkswagen  finished?  Of  course  not.  It  makes  excel- 
lent cars.  The  Rabbit  remains  the  world's  largest-selling 
model.  It  is  finding  ways  to  extend  production  runs — such 
as  by  providing  engines  for  Chrysler's  Omnis  and  Hori- 
zons. There  will  be  more  such  deals  in  the  future,  more 
production  sharing  and  joint  ventures.  Furthermore,  in 
VW's  home  market,  Western  Europe,  the  Japanese  will 
never  be  permitted  the  degree  of  penetration  they  have 
achieved  in  the  U.S.  To  understand  what  is  happening  in 
the  world  auto  industry,  you  can  do  worse  than  turn  to  the 
work  of  an  Austrian,  the  great  Professor  Joseph  Schum- 
peter,  of  the  University  of  Bonn,  later  of  Harvard.  In 
Capitalism,  Socialism  and  Democracy ,  Schumpeter — who  be- 
lieved in  the  first  and  third  concepts  but  not  in  the  middle 
one — talked  of  gales  of  "creative  destruction."  These  gales, 
he  wrote,  "incessantly  revolutionize  the  economic  struc- 
ture from  within,  incessantly  destroying  the  old  one,  in- 
cessantly creating  a  new  one."  An  industry  shrinks,  a 
region  declines.  Another  industry  comes  up  in  its  place 
and  another  region  flourishes.  Nothing  is  static.  Capital- 
ism is  immensely  productive,  however,  and  by  compari- 
son the  socialist  dream  of  a  managed  economy  is  barren 
and  boring. 

Both  U.S.  and  German  auto  industries  have  been  hit  by 
such  a  gale.  Last  year,  for  the  first  time  in  history, 
more  than  half  of  all  cars  produced  were  made  outside 
North  America  and  Western  Europe.  Something  very  pro- 
found is  going  on.  An  economic  hurricane  that  manage- 
ment cannot  easily  manage  nor  governments  govern. 

Professor  Schumpeter's  "destructive  gale"  has  left  the 
auto  industry  of  the  Western  world  stranded  with  a  tre- 
mendous amount  of  excess  capacity.  Between  them,  man- 
ufacturers in  the  northern  tier  of  industrialized  countries — 
Japan,  Western  Europe,  North  America — are  capable  of 
making  about  40  million  cars  and  trucks  yearly.  However, 
only  26  million  were  sold  in  this  vast  core  market  in 
1980 — a  highly  inefficient  59%  or  less  of  capacity.  In  the 
early  1980s,  despite  slack  demand,  the  industry's  excess 
capacity  continues  to  expand,  thanks  largely  to  creation  of 
new  overseas  production  facilities  by  U.S.,  European  and 
Japanese  manufacturers,  who  are  expanding  to  protect 
market  share,  not  to  meet  growing  demand. 

They  are  expanding  in  a  world  where  demand  grows 
slowly,  if  at  all.  It  is  a  world  where,  in  rich  countries  and 
poor,  anti-inflationary  policy  dictates  high  interest  rates. 
High  interest  rates  are  lethal  to  auto  sales,  57%  of  which 
are  done  on  credit. 

Inflationary  finance  was  used  to  overcome  stagnating 
demand  after  the  1973-74  oil  crisis.  Between  the  1973 
peak  year  in  world  production  and  the  peak  year  in  1978, 
total  output  of  cars  and  trucks  increased  by  only  8.5%  (to 
42.4  million). 

So  don't  be  too  hard  on  the  men  from  Detroit.  For  if 
pioneering  in  advanced,  well-made  small  cars  were  all  that 
it  took,  then  VW  would  be  sitting  on  top  of  the  world.  It 
certainly  isn't.  In  a  way  Wolfsburg  and  Detroit  are  in  the 
same  boat.  ■ 
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Let  s  have  disposable 
retirement  income, 
not  disposable  retirees. 

Despite  $700  billion  in  pension  funds  today,  tomorrow  could 
be  less  than  golden. 

More  men  and  women  are  retiring,  often  years  earlier,  and 


living  to  collect  checks  longer.1  While  inflation's  share  of  those 
checks  keeps  increasing. 

Can  Social  Security  prevent  disaster?  At  best,  it's  a  partial 
answer.  At  worst,  it  may  go  broke  unless  its  bite  on  salaries  goes 
much  deeper  or  its  provisions  change  drastically.2 

The  burden  is  on  private  pensions.  And  we  at  jEtna  Life  & 
Casualty  are  convinced  private  pensions  can  help  shoulder  it. 

Employers  can't  pull  dollars  out  of  thin  air.  So  let's  change 
tax  laws  that  discourage  small  businesses  from  setting  up  pensions 
in  the  first  place.3 

Let's  also  give  employees  incentives  to  put  a  little  extra  into 
their  company  pension  or  savings  plan.  And— especially  impor- 
tant for  today's  mobile  work  force— improve  their  pension 
vesting. 

Neither  last  nor  least,  pensions  should  be  better  designed 
to  stave  off  the  munching  of  inflation.  ^Etna's  acutely  aware  of 
this  problem,  and  we're  working  on  it.4 

If  you  don't  want  the  American  dream  of  retirement  to  be 
permanently  retired,  use  your  influence  with  the  powers  that  be 
—as  we  are  trying  to  use  ours. 

iEtna 

wants  retirement  to  be  affordable. 


'America  is  crossing  over  to 
what's  been  called  "the  other  side 
of  the  baby  boom."  The  median 
age  is  shifting  upwards,  and  with 
it  the  proportion  of  over-65's  to 
the  general  population.  In  1979 
there  were  5.4  workers  to  every 
retiree,  as  opposed  to  7.5  to  1  in 
1950,  and  by  2030  the  ratio  will 
be  about  3  to  1. 

2Social  Security  was  never 


intended  to  be  more  than  a  basic 
system  supplemented  by  private 
pensions  and  individual  savings. 
The  price  for  forgetting  this  has 
been  high  and  promises  to  get 
higher:  combined  employer/em- 
ployee FICA  taxes  on  our  grand- 
children's salaries  could  reach 
25%.  Of  course,  there  are  alter- 
natives. Social  Security  could  in- 
crease the  official  retirement  age, 


pay  benefits  based  on  govern- 
ment-determined need,  or  simply 
. . .  reduce  benefits  in  general! 

^Two-thirds  of  small  busi- 
nesses surveyed  in  1978  offered 
no  pension  plans  at  all.  One  rea- 
son: Typically,  big  employers  can 
write  off  46<t  in  taxes  for  every 
pension  dollar  they  contribute, 
while  most  small  ones  can  only 
write  off  about  20v .  In  some  cases, 


they  can't  write  off  anything. 

4Our  real  estate  and  participat- 
ing mortgage  separate  accounts, 
for  example,  are  designed  to  offer 
larger  returns  in  the  face  of 
double-digit  inflation. We've  also 
helped  fund  the  Pension  Research 
Council's  study  of  pensions  and 
inflation. 


LI  FE&  CASUALTY 


/F.tna  Life  &  Casualty. 
151  f-armington  Avenue, 
Hartford,  CT  06156. 


The  Chinese  are  making  an  allout  effort  to 
use  Western-style  accounting.  That  doesn't 
mean  it  will  work  in  their  economy. 


Back  to 
the  abacus? 


Numbers  Game 


By  Alyssa  A.  Lap  pen 

IN  ALL  OF  MAINLAND  CHINA  there 
are  about  30  CPAs.  Some  might 
call  this  a  sign  of  how  advanced 
the  Chinese  civilization  really  is,  but 
tor  the  Chinese — who  are  making  an 
effort  to  bring  their  economy  into  the 
20th  century — it's  a  major  obstacle. 

Until  recently,  the  Chinese  really 
didn't  care  about  their  almost  com- 
plete lack  of  accountants  or  account 
ing  systems — the  result  of  Chairman 
Mao's  arbitrary  shutdown  in  1966  of 
all  accounting  schools,  which  were 
considered  running  dogs  of  capitalist 
thought.  "It  was  wheelbarrow  ac- 
counting. Primitive,"  says  Robert 
Henry,  a  partner  with  Coopers  &.  Ly- 
brand.  "The  Chinese  just  manufac- 
tured something,  offered  it  for  sale 
and  it  was  cash  on  the  nail.  You  didn't 
borrow  from  anyone.  You  didn't  have 
accounts  receivable.  There  was  no 
checking  system.  You'd  just  buy 
something  and  then  wheel  the  cash 
down  the  street." 

But  now  the  leaders  in  the  Chinese 
government  want  modern  accounting 
systems — translation:  Western  ac- 
counting systems — and  they  want 
them  fast.  After  all,  this  is  a  nation 
with  some  400,000  manufacturing 
concerns  and  one  accounting  firm. 
This  may  seem  like  paradise  to 
Touche,  Ross  or  Arthur  Andersen,  but 
it's  hell  for  the  folks  in  Peking. 

"I  must  tell  you  frankly  that  our 
legislation  concerning  external  eco- 
nomic affairs  falls  far  short  of  the 
needs,"  says  Xing  Ly,  director  of  the 
legal  department  of  China's  Foreign 
Investment  Commission.  "This  is  be- 
cause we  lack  legal  experts,  with  the 
older  generation  being  advanced  in 


age  and  the  younger  one  yet  to  be 
trained." 

Still,  from  a  standing  start,  the 
progress  in  the  Middle  Kingdom  has 
been  admirable  since  the  accounting 
schools  were  reopened  in  1978.  Con- 
fusing, perhaps.  But  admirable.  For  in- 
ternal manufacturing  concerns,  China 
now  has  an  integrated  system  some- 
what like  our  flow  of  funds  account- 
ing. Capital  basically  comes  from  the 
state,  which  sets  both  budget  and  pro- 
duction targets.  The  difference  be- 
tween the  budgeted  costs  and  the  ac- 
tual expenses  is  called  "profit"  or 
"loss." 

Let's  say,  for  example,  that  a  bi- 
cycle factory  is  budgeted  with  1  mil- 
lion yuan  and  is  required  to  produce 
100  bikes  for  that  sum.  But  the  work- 
ers, inspired  by  their  morning  calis- 


thenics, beat  the  production  budget 
by  turning  out  100  bikes  for  only 
800,000  yuan.  The  factory  would  re- 
cord a  200,000  yuan  "profit." 

Obviously,  with  everything  starting 
and  ending  with  the  state,  there  isn't 
much  incentive  to  achieve  a  profit. 
So,  the  Chinese  government  has  been 
experimenting  with  incentives.  Un- 
fortunately, they  haven't  been  work- 
ing very  well  so  far.  One  China  watch- 
er tells  the  story  of  two  Shanghai  fac- 
tories, one  making  gum,  the  other 
making  the  raw  ingredient  for  gum, 
gum  base.  Normally,  the  gum  base 
factory  provides  the  gum  factory  with 
all  its  raw  materials.  But,  in  an  effort 
to  allow  the  factory  to  show  a  real 
"Western"  profit,  the  Chinese  gov- 
ernment allows  the  gum  base  factory 
to  sell  its  product  outside  of  China. 
So,  it  sells  all  its  gum  base  to  gum 
manufacturers  in  Hong  Kong.  Result: 
There  isn't  enough  gum  base  for  the 
Chinese  gum  factory,  which  has  to 
buy  gum  base  abroad.  From  whom? 
Why,  from  the  very  people  that  the 
gum  base  factory  sold  all  its  product 
to  in  the  first  place.  Back  to  the 
drawing  board. 

The  fact  is  that  a  single  tool  of 
Western  economics  will  not  work  in  a 
Marxist  economy  in  the  way  that  it 
works  in  a  Western  economy.  The 
incentive  for  the  gum  base  manufac- 
turer failed  for  the  Chinese  because 
there  was  no  comparable  incentive  for 
the  upstream  gum  manufacturer.  The 
"profit"  that  is  supposedly  made  by 
the  bicycle  manufacturer  is  not  per- 
ceived as  real  because  the  values  upon 
which  it  is  based  are  set  by  the  state 
and  can  be  manipulated.  Furthermore, 
most  of  that  "profit"  flows  back  to 
the  government,  not  to  the  company. 
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The  point  is  that  Western  style  ac- 
counting measures  properly  only 
when  the  underlying  market  forces 
are  free.  ■ 

A  bit  more  equity 

About  ten  years  ago  the  Accounting 
Principles  Board  said  that — as  a  rule  of 
thumb — when  Company  A  owns  20% 
or  more  of  the  equity  of  Company  B, 
it  could  take  a  like  amount  of  Com- 
pany B's  earnings  onto  its  income 
statement.  That  20%  stake,  said  the 
APB,  was  the  point  at  which  Com- 
pany A  could  "presume  significant  in- 
fluence" over  the  use  of  a  portion  of 
Company  B's  earnings,  although,  of 
course,  it  had  to  meet  other  criteria  as 
well  in  order  to  use  this  device.  Most 
accountants  took  this  as  a  magic 
number  at  which  they  could  make  a 
safe  presumption  of  control.  Still,  this 
has  long  been  a  controversial  rule  (see 
Forbes,  Mar  31,  1980),  since  Com- 
pany A  cannot  actually  use  the  dollars 
it's  reporting  for  its  own  purposes. 

A  month  or  so  ago,  the  SEC  decided 
to  take  the  accountants'  handy  rule  of 
thumb  and  twist  it  a  bit.  The  commis- 
sion accused  McLouth  Steel  of  abus- 
ing the  equity  method  with  its 
19.87%  interest  in  Jewell  Coal  & 
Coke  Co.  McLouth  had  so  little  prac- 
tical control  it  was  unable  to  get  a 
director  on  Jewell's  board,  as  the  re- 
mainder of  the  company  was  closely 
held  by  the  Thompson  family.  Until 
McLouth  sold  off  its  interest  in  Jewell 
in  1978,  it  was  bringing  those  earn- 
ings onto  its  own  income  statement. 

That's  a  no-no,  said  the  SEC. 

At  about  the  same  time,  the  FASB 
came  out  with  its  interpretation  num- 
ber 35,  which  stressed  the  need  to 
demonstrate  significant  influence 
over  a  firm  to  use  the  equity  meth- 
od— reliance  on  a  fixed  percentage  of 
ownership  was  not  enough.  Now,  for 
example,  a  company  may  not  be  able 
to  use  the  equity  method  if: 

e  "The  investor  tries  and  fails  to 
obtain  representation  on  the  inves- 
tee's  board  of  directors. 

•  "Majority  ownership  of  the  in- 
vestee  is  concentrated  among  a  small 
group  of  shareholders  who  operate  the 
investee  without  regard  to  the  views 
of  the  investor. 

•  "Opposition  by  the  investee 
.  .  .  challenges  the  investor's  ability 
to  exercise  significant  influence." 

This  all  makes  good  sense.  Allow- 
ing a  company  to  show  the  earnings 
dollars  it  can't  use  for  its  own  pur- 
poses is  silly  enough.  Allowing  it  to 
report  those  dollars  if  it  doesn't  even 
have  say  over  how  they  are  spent  is 
ridiculous. — Richard  Greene 


If  you're  a  friend  of  Jack  Daniel's,  let  us  know  We'd  enjoy  hearing  from  you 

BURNING  TENNESSEE  HARD  MAPLE 
for  charcoal  to  smooth  out  Jack  Daniel's 
is  a  far  cry  from  burning  a  fire. 

Chemists  wonder  why  all 
this  wood  doesn't  burn  to 
fine  ash.  But,  using  Ten- 
nessee hard  maple  and  a 
whole  lot  of  skill,  our 
rickers  get  charcoal  every 
time.  And  we  pack 
it  into 

room-high  vats  to  mellow  the 
taste  of  Jack  Daniel's.  Just 
watching  this  charcoal  burn 
is  a  nice  way  to  spend  idle 
moments.  Discovering  how 
it  gentles  Jack  Daniel's 
is  the  nicest  moment  of  all. 


CHARCOAL 
MELLOWED 

6 

DROP 

6 

BY  DROP 


Tennessee  Whiskey  •  90  Proof  •  Distilled  and  Bottled  by  Jack  Daniel  Distillery, 
Lent  Motlow,  Prop.  Inc.,  Route  1,  Lynchburg  (Pop.  361),  Tennessee  37352 
Placed  in  the  National  Register  of  Historic  Places  by  the  United  States  Government. 
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/ith  the  amount  of  fuel  it  takes 
to  London,  you  can  fly  the  air  en 

Then  Amsterdam,  Brusse 


Gulf  stream  III 


With  the  fuel  required  to  fly 
the  aircraft  on  the  left  Los 
Angeles  to  New  York,  you  can 
fly  the  aircraft  on  the  right  Los 
Angeles  to  New  York.  Then 
Boston,  Philadelphia  and 
Washington,  D.C. 

The  aircraft  on  the  left  is  a 
direct  descendant  of  a  cor- 
porate jet  designed  and  built  in 
the  early  sixties,  when  the 
average  cost  of  a  gallon  of  jet 
fuel  was  9$. 

The  aircraft  on  the  right  is 
a  direct  descendant  of  the 
gas  lines,  the  fuel  shortages, 
the  price  hikes,  the  increased 
federal  regulation— and,  para- 
doxically, the  demand  for 
greater  comfort— that  came 
twenty  years  later.  By  which 


time  the  cost  of  jet  fuel  had 
risen  tenfold. 

Thus  the  aircraft  on  the 
left  will  fly  three  thousand 
nautical  miles  burning  383 


Fuel  burn  in  gallons  per  hour  at  long  range  cruise  with  NBAA IFR  reserves. 


STAGE  LENGTH 

CHALLENGER 

GULFSTREAM  III 

GULFSTREAM  II 

500  nautical  miles 

266 

408 

450 

1,000  nautical  miles 

262 

388 

409 

2,000  nautical  miles 

264 

391 

411 

3,000  nautical  miles 

278 

383 

420 

gallons  of  fuel  per  hour.  \ 
the  aircraft  on  the  right  v 
three  thousand  nautical 
burning  278  gallons  per 

TTiusthe  aircraft  on- 
left,  as  a  modified  versio 
business  jet  designed  ar 
built  in  the  early  sixties,  c 
plies  with  Federal  Air  Re£ 
tions  Part  25  as  defined 
in  1965. 

While  the  aircraft  on 
right,  as  a  new  business. 


y  the  aircraft  on  the  left  NewYork 
n  the  right  NewYork  to  London. 

rankfurt  and  Munich. 


Canadair  Challenger 


gned  and  built  from 
tch  in  the  seventies,  com- 
i  with  Federal  Air  Regulations 
25  as  redefined  in  1976, 
iprising  the  strictest  design 
operational  requirements  in 
tion  history. 

Thus  the  aircraft  on  the  left 
luces  noise  levels  2.2  times 
er  on  takeoff,  1.9  times 
er  on  approach  for  landing 
6.9  times  louder  on  side- 
than  the  aircraft  on  the  right. 


(And  sideline,  it  should 
be  pointed  out,  is  where  noise 
has  the  greatest  impact  on 
the  surrounding  community.) 

TTius  the  aircraft  on  the 
left  is  long,  _  m  ^ 

yet  offers  a  pas- 
senger cabin  only 
five 

feet,  six  inches 
wide  at  the  floor  line. 

While  the  aircraft  on  the 
right  is  shorter,  yet  offers  the 


single  most  crucial  advantage 
to  executives  seeking  maxi- 
mum comfort  and  the  least 
confining  work  environment 
during  transcontinental  and 
intercontinental  flights:  a 
seven-foot, two-inch  wide  pas- 
senger cabin,  measured  at 
the  floor  line. 

For  more  information  on 
the  aircraft  on  the  right— for 
example,  why  it  will  cost  over 
one  million  dollars  less  than 
the  aircraft  on  the  left— call 
James  B.  Taylor,  President 
of  Canadair  Inc.,  at  (203) 
226-1581.  Or  write  Canadair 
Inc.,  274  Riverside  Avenue, 
Westport,  CT  06880. 


1  * 

canadair 
chalienqer 


The  food  service  industry  is  in  for  a  giant 
tax  refund — if  they  can  pry  it  from  the  IRS. 


Blood 
from  a  turnip? 


Taxing  Matters 


By  Richard  Greene 


Over  the  course  of  the  next  several 
months,  the  IRS  is  going  to  be  be- 
sieged with  thousands  of  requests  for 
refunds.  Not  penny-ante  personal  re- 
funds, but  significant  corporate  filings 
that  could  conceivably  amount  to 
$300  million. 

The  refund  requests  will  be  coming 
from  large  and  small  companies  that 
serve  free  meals  to  employees.  Up  un- 
til now  the  IRS  has  been  charg- 
ing these  firms  and  individuals  i 
payroll  taxes,  which  treat  the  [ 
cost  of  the  free  meals  as  income. 
Although  the  service  hasn't 
been  including  the  meals  in  the 
base  for  income  tax  as  well,  the 
payroll  taxes  add  up  to  a  pretty 
penny — an  average  of  some- 
thing like  $40  per  year  per  em- 
ployee, figures  food  service  and 
lodging  expert  Steve  Holub  of 
Laventhol  &  Horwath.  But 
now,  according  to  a  recent  Su- 
preme Court  decision,  the  IRS 
can  no  longer  collect  those 
taxes — and  it  will  have  to  refund 
"free  meal"  payroll  taxes  col- 
lected for  at  least  the  last  sev- 
eral years. 

The  companies  involved  include 
the  likes  of  McDonald's,  Burger  King, 
Howard  Johnson,  ARA,  Holiday  Inns, 
Sheraton,  Trans  World  Airlines,  Pep- 
siCo and  others.  In  addition  to  meals, 
the  decision  stretches  to  cover  com- 
panies, that  provide  free  lodging.  It's 
not  even  limited  to  restaurants  and 
hotels — any  company  giving  free 
meals  or  lodging  to  employees  is  po- 
tentially eligible. 

Here's  how  the  companies  won 
their  case:  Back  in  1975,  the  Hotel 


Conquistador,  owned  by  the  Tropi- 
cana  of  Las  Vegas,  sued  the  IRS, 
claiming  that  when  it  served  meals  to 
its  employees,  it  did  so  in  its  own  best 
interest.  For  an  employee  to  remove  a 
uniform,  drive  to  another  food  estab- 
lishment, eat  and  return,  would  take  a 
great  deal  more  time  than  to  eat  on 
the  employer's  premises.  Since  food  is 
cheap  compared  with  time,  it  would 


cost  the  employer  less  to  feed  the  em- 
ployee himself.  Therefore,  the  Con- 
quistador said,  free  meals  should  not 
be  treated  as  remuneration  for  the 
employees  for  tax  purposes. 

Well,  the  Conquistador  won.  But  in 
a  surprising  display  of  disregard  for 
the  courts,  the  IRS  refused  to  abide  by 
the  decision  and  continued  charging 
the  taxes.  Many  large  firms,  like 
Denny's,  ARA  and  Sheraton,  were 
paying  attention,  however.  At  least 
630  firms  had  filed  court  cases  against 
the  IRS  by  late  1979  based  on  the 


Conquistador  decision,  assuming  that 
justice  would  some  day  triumph. 

Last  year  Rowan  Cos.,  an  offshorc- 
oil-drilling  firm,  reopened  the  case. 
Rowan  provided  meals  and  lodging  to 
its  rig-bound  employees.  The  com- 
pany had  sued  the  IRS  and  lost.  But  as 
it  turned  out,  that  was  for  the  best. 
When  Rowan  lost  the  case,  it  was  able 
to  cite  the  Conquistador  case  as  con- 
flicting law  and  so  bring  the  whole 
mess  to  the  Supreme  Court.  The 
Court  decided  in  favor  of  Rowan.  So 
there's  little  the  IRS  can  do  now  but 
stop  charging  these  taxes  and  pay 
back  the  injured  parties,  right? 

Wrong.  According  to  Terry  Wal- 
lock,  associate  general  counsel  for 
Denny's,  a  $717  million  (revenues) 
chain  of  restaurants,  donut  shops  and 
hotels:  "It  doesn't  appear  that  the  IRS 
is  going  to  pay  any  of  our  claims  with- 
out lawsuits.  So  far,  I  have  heard  no 
talk  that  they're  going  to  go  ahead  and 
pay  them.  I  think  they  are  a  little 
stunned  by  the  Rowan  decision.  It  hit 
them  as  a  body  blow  and  they  are 
mind-boggled." 

Denny's  and  other  firms  are  fearful 
that  the  IRS  is  going  to  require  an 
onerous  amount  of  work,  time  and 
money  before  they  can  collect  the 
refunds.  But  for  every  employer  contri- 
bution, an  employee  paid  in  money  as 
well.  And  the  Supreme  Court  says  a 
"reasonable  effort"  must  be  made  to 
find  the  employees  before  em- 
ployers can  get  their  refunds. 

Consider  the  potential  diffi- 
culties. "The  average  fast  food 
restaurant  chain  has  a  turnover 
of  between  200%  and  400%  a 
year,"  says  Robert  McDonald, 
general  counsel  to  the  Foodser- 
vice and  Lodging  Institute.  "So 
a  company  with  50,000  hourly 
employees  has  to  track  down  up 
to  200,000  employees  for  each 
year.  Since  they  can  file  for  re- 
funds at  least  three  years  back, 
that's  600,000  employees,  many 
of  whom  have  moved  in  the 
meantime.  Just  try  to  find  those 
people." 
The  IRS  denies  that  it  will  be 
trying  to  make  things  difficult  for  the 
companies  involved.  Said  a  spokes- 
man for  the  service:  "We're  going  to 
go  along  with  the  spirit  of  the  Court 
decision  and  consider  a  reasonable  ef- 
fort on  the  part  of  the  employer  to  be 
in  keeping  with  the  decision." 

That  sounds  hopeful.  But  what's  the 
definition  of  reasonable  effort?  "We 
don't  have  any  written  procedures  at 
this  point,"  said  the  IRS  spokesman. 
Of  course,  the  service  may  decide  to 
play  it  easy  and  allow  companies  sim- 
ply to  send  letters  to  the  employees' 
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last  known  addresses.  But  people  in 
the  industry  are  uneasy.  Says  Edward 
J.  Fitzsimmons,  vice  president-taxes 
for  $2.8  billion  (sales)  ARA,  one  of  the 
biggest  suppliers  of  food  services  to 
schools,  hospitals  and  other  institu- 
tions in  the  country:  "We'll  have  to 
see  how  far  this  will  go.  It's  very  pos- 
sible that  you  won't  be  able  to  get  all 
the  refund  if  you  can't  find  the  em- 
ployees. What  do  you  do  with  their 
share  then?  Set  up  a  trust  fund?  Give 
money  to  the  government?  Donate  it 
to  your  favorite  charity?" 

Of  course,  some  firms  will  try  to 
avoid  such  headaches  by  deducting 
their  estimated  refund  from  current 
payroll  taxes.  But  these  companies 
still  run  the  risk  of  IRS  scrutiny,  in 
addition  to  giving  up  possible  interest 
payments  from  the  service. 

You  can  hardly  blame  the  IRS  if 
they  drag  their  heels.  This  is  going  to 
be  a  difficult  year  for  the  taxmen, 
what  with  the  Reagan  tax  cuts  and  all. 
What's  more,  remember  where  this 
free  meal  money  comes  from:  the  So- 
cial Security  System.  Now  that's  real- 
ly trying  to  get  blood  from  a  turnip. 

Sin  tax 

In  the  early  morning  hours  of  Apr.  4, 
1967,  Kenneth  Jon  Young,  who  was 
then  ten  years  old,  was  forcibly  taken 
from  his  home.  He  was  returned  two 
days  later  for  a  $250,000  ransom  that 
has  never  been  recovered. 

Now,  after  about  a  decade  in  prison, 
the  man  accused  of  the  kidnapping 
finds  not  only  that  crime  does  not 
pay — but  also  that  Uncle  Sam  wants  a 
cut.  Ronald  L.  Miller,  who  was  found 
guilty  of  the  crime  on  Oct.  26,  1970,  is 
being  chased  by  the  IRS  for  $  1 55, 7 12.08 
of  back  taxes  on  the  ransom. 

Miller  is  particularly  upset  by  the 
IRS  pursuit.  He  thinks  he's  being  un- 
fairly attacked — that  the  IRS  has  a 
special  reason  for  haunting  him:  He 
was  an  IRS  special  agent  at  the  time  of 
the  kidnapping. 


Mark  Ward,  assistant  executive  vice 
president  of  the  American  Subcon- 
tractors Association.  "The  person 
who  is  going  to  bear  the  brunt  of  the 
employees'  ill  will  is  going  to  be  the 
employer.  In  the  past,  the  employer 
has  been  the  tax  collection  agency  for 
the  government  and  with  this  policy 
the  employer  is  also  put  in  the  posi- 
tion of  being  the  enforcer." 

Says  Matthew  C.  Kessler,  head  of 
the  tax  department  of  accounting  firm 
Alexander  Grant  &  Co.'s  Chicago  of- 
fice, "As  a  practical  matter  it  is  over- 
kill and  really  puts  employers  in  the 
middle." 

Naturally.  Nobody  likes  the  deputy 
any  more  than  he  likes  the  sheriff. 

Advance  planning 

Of  course,  there  will  be  further 
twists  and  turns  before  the  Reagan  tax 
bill  is  signed  into  law,  but  it  is  not  too 
soon  for  astute  taxpayers  to  start  tak- 
ing advantage  of  some  expected  provi- 
sions of  the  bill. 

The  most  significant  tactic  that  in- 
dividuals can  use  is  the  simple  delay- 
ing of  income  until  1982,  when  taxes 


almost  certainly  will  be  lower.  For  ex- 
ample, according  to  Stuart  Steinmark, 
a  partner  with  Seidman  &  Seidman, 
"if  you  were  going  to  put  your  money 
into  a  money  market  fund,  you  may 
be  better  off  putting  it  into  a  Treasury 
bill  for  now.  A  Treasury  bill's  income 
is  taxed  on  the  maturity  date,  while 
money  market  funds  issue  dividends 
daily.  So,  if  you  sock  your  money  into 
a  six-month  T  bill  that  doesn't  mature 
until  1982,  the  income  isn't  taxable 
until  1982." 

Or,  says  Steinmark,  "If  you  have  a 
regular  gift-giving  program  to  charity 
in  which  you  give,  say,  $10,000  a  year, 
you  might  be  better  off  giving  $20,000 
this  year  and  nothing  next  year." 

For  doctors,  lawyers  and  others  with 
businesses  using  the  cash  accounting 
method,  the  end  of  the  year  will  be 
crucial  for  tax  planning.  Any  billing 
that  can  be  deferred  from  November 
and  December  to  January  will  wind  up 
as  income  taxed  at  1982  rates. 

There's  yet  another  item  of  good 
news.  It's  likely  that  the  marriage  tax 
will  be  eliminated  in  the  new  tax 
bill — so  weddings  will  be  in  season 
from  January  1982  on.  ■ 


Like  many  directors,  Carl  Sadler  yawned 
as  company  management  made  mistakes. 
Now  he's  picking  up  the  pieces. 

"I  was  ashamed 
I  wasn't  more 
observant" 


Reluctant  deputies 

A  popular  taxpayer  delaying  tactic  in 
recent  years  has  been  exaggerating 
the  number  of  dependents  claimed  on 
W-4  forms,  thus  minimizing  with- 
holding tax.  But  the  IRS  is  trying  to 
clamp  down  on  that  abuse  by  bringing 
in  legions  of  deputies. 

According  to  a  proposed  regulation 
(now  temporarily  in  effect),  employers 
will  have  to  turn  in  any  employees 
who  have  unconfirmable,  high  num- 
bers of  exemptions.  Many  employers 
don't  like  the  idea  one  bit. 

"Make  no  mistake  about  it,"  says 


By  Michael  Kolbenschlag 

Carl  L.  Sadler  breezes  through 
a  familiar  slide  presentation  at 
Rohr  Industries  Inc.'s  Chula 
Vista,  Calif,  headquarters  until  he 
comes  to  the  slide  showing  the  aero- 
space supplier's  delivery  delinquencies 
in  early  1980.  The  rising  curve  is  of 
Everest  proportions.  Rohr  (estimated 
sales  $600  million  in  the  year  ended 
July  31)  saw  delinquencies  rise  eight- 
fold as  production  delays  mounted  to 
an  aggregate  of  250  years.  And  Sadler 
was  then  a  director  of  the  company. 
"I  don't  want  to  duck  the  fact  that 


we  didn't  react  soon  enough,  but  this 
is  a  problem  all  boards  have,"  he  says 
today.  "Visibility  of  an  operation  is 
difficult  when  you  go  to  a  board  meet- 
ing once  every  two  or  three  months 
for  a  three-hour  review,  after  which 
everyone  goes  home." 

Delinquencies  are  now  zero  and 
production  delays  down  to  a  mere  25 
years.  Rohr's  fiscal  1980  losses  of 
nearly  $400,000  on  continuing  oper- 
ations that  reduced  net  income  to  only 
14  cents  a  share,  have  turned  into 
fiscal  1981  profits  of  about  $6.7  mil- 
lion, or  $1.30  a  share.  And  Sadler,  64, 
who  retired  in  1977  as  vice  chairman 
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Rohr  Industries  Chairman  Carl  Sadler  in  an  engine  pod 

Out  of  retirement  and  to  the  rescue — better  late  than  never. 


of  Rockford,  Ill.'s  Sundstrand  Corp.,  is 
chairman  and  chief  executive  officer 
of  Rohr  with  a  two-year  mandate  to 
put  the  house  in  order. 

Sadler  says  he  agreed  to  take  the  job 
out  of  a  sense  of  guilt.  "I  was  ashamed 
I  wasn't  more  observant." 

As  Sadler  tells  it,  the  situation  at 
Rohr  was  almost  comical.  Aerospace 
sales  in  early  1980  were  booming  and 
orders  for  the  company's  engine 
pods — the  sophisticated  metal,  en- 
gine-holding cocoons  attached  to  the 
wings  or  fuselages  of  almost  all  air- 
craft— were  pouring  in.  Rohr's  back- 
log hit  a  record  $1.1  billion  and  pros- 
perity for  the  1980s  seemed  assured. 
But  under  the  pressure  of  orders 
Rohr's  machinery  and  equipment — 
some  of  it  20  years  old — couldn't  cope 
with  either  the  volume  or  the  toler- 
ances required.  Its  computers  had  the 
same  problem.  Delinquencies  mount- 
ed and  major  customers  Boeing  and 
McDonnell  Douglas  worried  that 
Rohr  could  no  longer  cope.  That  was 
when  the  board  asked  Carl  Sadler  to 
take  the  reins  from  Fred  Garry,  who 
had  succeeded  longtime  Chairman 
Burt  Raynes,  who  resigned  under 
pressure  in  1976? 

According  to  Sadler,  Rohr  got  into 
trouble  from  Raynes'  repeated  at- 
tempts to  diversify  away  from  heavy 
dependence  on  engine  pods,  the  lead- 
ing product  in  an  aircraft  parts  busi- 
ness that  accounts  for  90%  of  rev- 
enues and  63%  of  earnings.  Sadler 
looks  thoughtfully  at  the  slide  projec- 
tor and  recalls  watching  Rohr  man- 
agement presentations  in  the  early 
1970s  that  highlighted  everything  but 


engine  pods.  There  were  mass  transit 
buses,  rapid  transit  rail  cars,  high- 
speed locomotives,  materials-han- 
dling systems,  hovercraft  and  even 
prestressed  concrete.  Sadler  throws  up 
his  hands.  "To  a  certain  extent  a 
board  has  to  go  along  with  the  CEO," 
he  says.  "That's  why  he  is  the  CEO  in 
the  first  place." 

And  that's  why  Sadler  and  as  many 
as  six  other  outside  directors  kept  si- 
lent and  collected  their  $9,000  annual 
directors'  fees  as  Raynes  introduced 
one  new  project  after  another.  Finally, 
Raynes  retired  after  Rohr's  adventure 
in  building  rail  cars  for  San  Francisco 
and  Washington,  D.C.  produced  a 
writeoff  of  nearly  $80  million.  Rohr's 
equity  sank  to  $20  million,  against 
debt  of  $140  million. 

The  lenders  led  by  Citibank  were 
pleased  as  Raynes'  successors  sold  as- 
sets— such  as  Flxible  Bus  to  Grumman 
for  about  $50  million  in  1978 — and 
reduced  the  debt.  But  the  engine-pod 
business  lay  neglected,  waiting  only 
for  a  stress  test  like  the  aerospace 
boom  of  1 980  to  reveal  its  weaknesses. 

Once  in  control,  Sadler  acted  deci- 
sively. He  scraped  up  $14  million  for 
new  and  rebuilt  machinery.  He 
brought  in  troubleshooters  from  Mc- 
Donnell and  Boeing  to  get  the  com- 
puter systems  working  better.  He 
trimmed  staff  from  10,000  a  year  ago 
to  8,500  today. 

Now,  with  less  than  a  year  to  go  in 
his  $1 15,000-a-year  job  at  Rohr,  Sadler 
is  turning  to  long-term  problems  of 
markets  and  financing.  Shocked  by 
Rohr's  collapse  in  1980,  Boeing — 
which  accounts  for  about  40%  of 


Rohr's  sales — installed  its  own  engine- 
pod  capacity  for  some  of  its  new  757 
and  767  airliners.  So  Sadler  is  turning 
to  wooing  enginemakers — General 
Electric,  Pratt  &  Whitney  and  Rolls- 
Royce.  "It's  becoming  more  and  more 
common  to  order  engines  prepodded," 
he  explains.  "That  means  links  with 
the  enginemakers  are  as  important  as 
those  with  the  aircraft  manufactur- 
ers." Rohr  recently  won  the  pod  con- 
tract for  GE's  new  CF6-80C  engine — 
likely  to  be  used  on  a  f  uture  Boemg  747 
and  767  version — and  it  also  has  the 
pod  contracts  for  four  of  the  six 
advanced  engines  being  developed  for 
the  late  Eighties  and  Nineties. 

On  the  finance  side,  Sadler  raised 
$22.5  million  in  May  with  a  sale  of 
convertible  preferred  stock,  each 
share  worth  1.8  of  common.  The  is- 
sue— convertible  at  $14.14  a  share 
compared  with  a  recent  price  of  HVi 
for  Rohr  common — promises  a  20% 
future  dilution,  but  the  market  eagerly 
took  it  up.  Rohr  still  has  some  dis- 
tance to  go  for  financial  and  oper- 
ational good  health  but  the  prognosis 
is  hopeful. 

Sadler  looks  forward  to  retiring 
again  near  the  end  of  fiscal  1982,  con- 
fident that  he  has  returned  the  com- 
pany to  first  principles — the  engine 
pods  with  which  Fred  Rohr  founded 
the  company  in  1940.  "There  is  a 
moral  in  this  story,"  observes  analyst 
Wolfgang  Demisch  of  Morgan  Stan- 
ley. "The  most  appropriate  form  of 
behavior  for  an  aerospace  company 
may  well  be  to  put  all  your  eggs  in  one 
basket  and  to  watch  the  basket."  Ei- 
ther that  or  elect  strong  directors.  ■ 
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THE  PACIFIC: 


BUSINESS   WAVE  OF  THE  FUTURE 


THE  PACIFIC.  BUSINESS  WAVE  OF  THE  FUTURE 


"The  Mediterranean  is  the  ocean 
of  the  past,  the  Atlantic  is  the  ocean  of 
the  present,  and  the  Pacific  is  the  ocean 
of  the  future." 

United  States  Secretary  of  State 
John  Hay,  1900. 

By  any  measure,  the  Pacific 
Basin  is  the  most  dynamic  region 
in  the  world  today.  The  Pacific 
economy,  though  smaller  in  some 
dimensions,  is  of  the  same  order  of 
magnitude  as  the  Atlantic  economy 
in  population  size,  resource  base, 
GNP,  trade  share,  and  industrial 
capacity.  Economic  expansion  in  the 
region  since  the  middle  of  this 
century  has  been  unparalleled  in 
both  pace  and  scope  in  the  world. 


A  remarkable  feature  of  this 
growth  is  the  concentration  of  trade 
among  Pacific  Region  countries.  A 
quick  survey  shows  that  for  most  of 
these  countries,  more  than  half  their 
exports  are  destined  for  points 
within  the  Pacific. 

In  the  1970's,  more  United 
States  trade  began  flowing  across  the 
Pacific  than  across  the  Atlantic,  the 
first  time  in  history  this  occurred. 

A  group  of  international 
businessmen,  bankers  and 
industrialists  from  Australia, 
Canada,  Japan,  New  Zealand,  and 
the  United  States,  the  five  advanced 
nations  of  the  Pacific  met  in  1967  to 
form  the  Pacific  Basin  Economic 
Council. The  founding  members 


CSR.  Developing  Australia's 
coal  resources. 


CSR  Limited  is  a  large,diversified 
and  growing  Australian  company 
involved  in  the  mining  and  export  of 
Australia's  energy  resources. 

CSR  operates  four  coal  mines  with 
the  combined  capacity  of  over  eight 
million  tonnes  a  year  through 
Buchanan  Borehole  Collieries,  Thiess 
Holdings  and  Western 
Collieries.  It  also  manages 
the  Port  Waratah  coal 
handling  facility  at 
Newcastle,  NSW. 


CSR  is  in  the  process  of  developing 
two  new  coal  mines  -  Drayton  in  NSW, 
and  Yarrabee  in  Queensland.  It  is 
evaluating  the  development  of  a 
number  of  other  proven  coal  deposits 
and  continuing  an  extensive 
exploration  programme. 

CSR,  managed  and  substantially 
owned  by  Australians,  also  operates 
in  other  energy  resources, 
sugar,  minerals,  aluminium 
and  chemicals  and 

building  materials. 


OR 

CSR  Limited 
1  O'Connell  Street 
Sydney  Australia  2000 


have  since  been  joined  by  a  Pari 
Regional  Committee  which  repn 
sents  the  other  countries  of  the  , 
from  Chile  to  Hong  Kong. 

PBEC  provides  a  forum  for 
discussion  and  debate  of  import, 
issues  to  trade  and  investment  ii 
region,  and  has  attempted  to  pre 
mote  greater  cooperation  betwet 


CSR504 


Hong  Kong  has  grown  rapidly  into  a  major 
international  financial  center,  as  symbolized  I 
new  Citibank  building. 

the  public  and  private  sectors. 

In  May,  1979,  at  a  General 
Meeting  of  PBEC  in  Los  Angeles 
then  International  President, 
Noboru  Gotoh  of  Japan,  propose 
that  new  initiatives  are  needed 


Sunset  has  been  opening  doors 
to  Pacific  trade  and  travel  since  1898* 


Sunset  Magazine  was  born  on 
the  shores  of  the  Pacific,  and,  with 
its  very  first  issue,  began  extol- 
ling the  promise  of  Pacific  Basin 
commerce  and  cultural  exchange. 

Through  the  intervening  years, 
Sunset  has  been  recognized  as 
a  major  force  in  stimulating  trade, 
travel,  and  friendly  understanding 
among  the  Pacific  nations. 

When  the  Pacific  Area  Travel 
Association  was  formed,  in  1951, 
Sunset  was  a  Founder  Member. 
Sunset's  Chairman  and  Publisher, 
Bill  Lane,  served  as  PATA's  1980- 
1981  chairman.  Sunset  was  also 
an  early  member  of  the  Japan- 
California  Association  and  the 
Pacific  Basin  Economic  Council. 


Sunset's  focus  on  the  Pacific  is 
no  now-and-then  thing.  Every  mag- 
azine issue  features  Pacific  Area 
travel  destinations.  Over  a  long 
period  of  years,  Sunset  Magazine, 
Sunset  Books  and  Sunset  Films 
have  given  more  editorial  coverage 
to  the  Pacific  Basin  than  any  other 
U.  S.  consumer  media. 

Can  Sunset's  influence  be  meas- 
ured? One  of  many  ways  it  can  is 
by  the  number  of  Sunset  readers 
who  travel  to  Pacific  destinations. 
Over  a  long  period  of  years  that 
figure  has  exceeded  the  average  for 
the  rest  of  the  U.  S.  by  2-to-l. 

The  second  factor  in  Sunset's 
influence:  its  advertisers. 

In  Sunset  Magazine,  editorial 
and  advertising  harmonize  as  they 


do  in  few  other  media.  Reason? 

Sunset  purposely  excludes 

any  advertising  (some  three  dozen 

major  categories,  in  fact)  which 

does  not  fit  the  magazine's  editorial 

environment. 

Thus,  because  Sunset  editors 
and  advertisers  speak  on  the  same 
wave  length,  the  ads  generate 
exceptionally  high  readership,  and 
exceptionally  high  sales  action 
inevitably  follows. 

This  is  why  you  consistently  find 
so  many  Pacific  Area  advertisers 
in  the  pages  of  Sunset,  not  only  for 
travel,  but  for  a  multitude  of  fine 
products  which  make  the  Pacific's 
export-import  trade  the  lively 
business  Sunset  foresaw  as 
long  ago  as  1898. 


Charier  Member 


Lane  Publishing  Co.,  Menlo  Park,  California  94025 

SUNSET  Magazine,  Books,  and  Films  •  Visitors  are  welcome  every  weekday  (except  holidays)  from  10:30  to  3:00. 


All  of  these  Securities  have  been  sold.  This  announcement  appears  as  a  matter  of  record  only. 


$500,000,000 

Shell  Oil  Company 

$200,000,000  13%%  Notes  Due  1991 
$300,000,000  14V4%  Debentures  Due  2011 

Interest  payable  June  15  and  Decem  ber  15 


MORGAN  STANLEY  &  CO. 

Incorporated 


THE  FIRST  BOSTON  CORPORA  TION  GOLDMAN,  SACHS  &  CO. 


MERRILL  LYNCH  WHITE  WELD  CAPITAL  MARKETS  GROUP  SALOMON  BROTHERS 

Merrill  Lynch,  fierce,  Fenner  &■  Smith  Incorporated 

BACHE  HALSEY  STUART  SHIELDS       BE  A  R,  STEARNS  &  CO.       BL  YTH  EASTMAN  PAINE  WEBBER 

Incorporated  Incorporated 

DILLON,  READ  &  CO.  INC.      DONALDSON,  LUFKIN  &  JENRETTE      DREXEL  BURNHAM  LAMBERT 

Securities  Corporation  incorporated 

E.F.HUTTON  &  COMPANY  INC.  KIDDER,  PEABODY  &  CO.  LAZARD  FRERES  &  CO. 

Incorporated 

LEHMAN  BROTHERS  KUHN  LOEB  L.  F.  ROTHSCHILD,  UNTERBERG,  TOW  BIN 

Incorporated 

SHE  ARSON  LOEB  RHOADES  INC.  SMITH  BARNEY,  HARRIS  UPHAM  &  CO. 

Incorporated 

WARBURG  PARIBAS  BECKER       WERTHEIM  &  CO.,  INC.       DEAN  WITTER  REYNOLDS  INC. 

Incorporated 
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ACIFIC-  BUSINESS  WAVE  OF  THF  FUTURE   ~"^filS&B*t  

.  ADVERTISEMENT 


n  the  Pacific  if  the  economic 
;  achieved  thus  far  are  to  be 
ined  in  the  years  ahead, 
nterest  in  strengthening 
cal  and  economic  coopera- 
n  the  Pacific  Basin  has  been 
ing  at  an  increasing  rate — not 
e  the  economy  of  the  region 
.  In  large  part,  this  interest 
:ts  the  desire  to  maximize  the 
fits  of  the  trade  and  investment 
onships  that  have  resulted  from 
ased  economic  interdepen- 
e.  It  also  reflects  the  desire  to 
1  the  disruptions  of  economic 
ons  that  could  result  from  a 
Df  consideration  for  the  regional 
equences  of  unilateral  or 
?ral  actions. 


Whatever  form  intraregional 
cooperation  takes  in  the  future, 
there  is  broad  support  for  three  basic 
principles: 

•  The  public  sector  should  get 
involved  sooner  rather  than  later. 

•  In  the  market  economy 
nations,  the  private  sector  must  be 
involved. 

•  Interests  of  the  developing 
countries  must  be  fully  protected. 

By  and  large,  existing  bilateral/ 
multinational  arrangements  have 
worked  well  to  maintain  and  pro- 
mote the  remarkable  development 
enjoyed  by  Pacific  Basin  countries 
thus  far.  But,  there  are  immediate 
issues  that  must  be  addressed  if  the 
Region  as  a  whole  is  to  reap  the 


benefits  of  its  growth: 

•  Creation  of  new  regional 
financial  markets. 

•  Improved  terms  of  trade  for 
developing  countries. 

•  Greater  regional  energy 
independence. 

•  Resolution  of  balance  of  trade 
problems  with  Japan. 

•  Accelerated  development  of 
ASEAN  (Indonesia,  Malaysia,  the 
Philippines,  Singapore  and 
Thailand). 

The  region  reflects  every  form  of 
government  and  every  stage  of 
economy  from  the  highly  advanced 
industrial  and  post-industrial  to  the 
developing  and  newly  industri- 
alized. Five  of  the  world's  major 


Business  in  Asia? 


We'll  give  you  some 
helpful  introductions. 

Everybody  has  their  own  way  of  doing 
business,  and  Asia  is  no  exception. 

As  an  international  bank  headquartered  in 
Hong  Kong  for  more  than  a  century,  The  Hongkong 
Bank  understands  the  subtle  differences,  because  we 
understand  both  your  approach  to  business  and  that 
of  Asia. 

With  offices  throughout  Asia,  in  Europe,  the 
Middle  East  and  North  America  over  the  past  100 
years,  we've  developed  a  special  expertise  in  linking  the 
business  worlds  of  East  and  West. 

Today  our  800  offices  in  50  countries  connected 
by  satellite  Speedlink  offer  the  full  spectrum  of  banking 
services  including  commercial  and  merchant  banking, 
insurance,  finance  and  investment  management,  and 
trustee  services. 

Our  Business  Profiles  on  Asian  countries  are 
just  one  example  of  the  specialist  service  we  can  provide. 

For  a  copy  on  the  market  in  which  you  are 
interested,  write  to  our  New  York  Office  at  5  World 
Trade  Center,  New  York,  NY  10048  or  any  of  our 
offices  in  Chicago,  Houston,  Los  Angeles,  Portland, 
San  Francisco,  Seattle  and  Washington  DC. 

The  Hongkong  Bank 

The  Hongkong  and  Shanghai  Banking  Corporation 
Marine  Midland  Bank 
The  British  Bank  of  the  Middle  East 
Hang  Seng  Bank  Limited 
Wardley  Limited 
Antony  Gibbs  &  Sons  Limited 
Mercantile  Bank  Limited 

Consolidated  Assets  at  31  December  1980  exceed  US$47  billion. 
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THE  PACIFIC  BUSINESS  WAVE  O  I  HE  hUlUHE 


food  exporters  are  in  the  Pacific  and 
increasing  amounts  of  new  energy 
finds  are  located  there.  Most  of  the 
world's  industrial  raw  materials  are 
produced  by  Pacific  Rim  countries, 
and  two  of  the  strongest  economic 
powers  in  the  world  today  are 
located  in  the  Pacific. 

To  grasp  the  Pacific  picture  in  its 
entirety  requires  some  inspection  of 
its  various  parts.  The  PBEC  organ- 
ization provides  a  good  framework 
within  which  to  fit  the  pieces  of  this 
watery  mosaic. 

AUSTRALIA 

Australia — whose  land  mass  is 
nearly  the  same  as  the  continental 
U.S. — is  recognized  in  the  world 


community  today  as  a  socially, 
politically,  and  economically  ad- 
vanced nation  with  vast  resources 
including  a  well  educated  labor 
force,  and  major  recoverable 
reserves  of  black  coal,  brown  coal, 
uranium,  natural  gas  and  to  a  more 
limited  extent,  crude  oil. 

One  of  the  world's  leading 
surplus  food  producing  countries 
and  a  leading  producer  of  metals 
and  minerals,  Australia's  growing 
role  as  a  net  energy  exporter 
enhances  its  long-term  prospects  of 
attracting  foreign  investment. 
Restrictions  on  entry  of  foreign 
capital  are  marginal  and  applicable 
only  in  a  limited  number  of  areas. 
Australian  participation  is  sought  to 


the  extent  appropriate  to  the 
particular  circumstances  of  each 
proposal.  This  can  amount  to  50c 
local  participation  in  natural 
resource  projects  and  75%  for  nei 
uranium  developments  if  such 
participation  is  obtainable.  Foreig 
interests  do  not  have  to  seek 
Australian  participation  in  miner; 
exploration.  The  current  rate  of 
taxation  on  companies  is  46% .  Th 
is  no  capital  gains  tax. 

CANADA 

For  Canada,  sharing  the  worl 
longest  unfortified  international 
boundary  with  the  world's  riches 
and  most  powerful  nation  has  be» 
a  relationship  of  "mixed  blessings 


Fly  our  48-sea 


It's  almost  like  a  whole  plane 
to  yourself. 

Philippine  Airlines' Executive 
Class.  Where  you  have  a  section 
all  to  yourself  in  front  of  Economy 
and  just  behind  First  Class. 

You  have  your  choice  of  48 
reclining  easy  chairs.  And  with 
direct,  3  times  weekly  Los 
Angeles  service  added  to  our 


nightly  direct  service  from  San 
Francisco  —  you  have  a  choice  of 
ten  747 's  a  week  to  Manila  on 
our  Executive  Class. 

It's  more  like  an 
executive  club  than 
an  airline  cabin.       •  — •  * 
Your  drinks 
are  gratis^ 

b  •  t  •  i 


You  have  First  Class  heads 
to  enjoy  the  last  word  in  aii 
theatre/music  systems. 
You'll  have  a  choice  of 


Philippine  A 


Philippine  Airline 

Asia's  first  airline.  Amsterdam    Athens    Bahrain    Bangkok    Canton    Frankfurt    Hong  Kong    Honolulu  Jakarttl 


was  described  by  Prime  Minister 
deau  as  similar  to  "sleeping  with 
lephant."  Two-thirds  of  Cana- 

population  live  within  100  miles 
te  border. 

Canada  and  the  U.S.  are  each 
it's  best  customers.  The  U.S. 
/ides  the  market  for  about 
-thirds  of  Canada's  exports, 
le  Canada  takes  approximately 
-fifth  of  the  exports  of  the  U.S. 

Canada  is  among  the  top- 10 
ing  countries  in  the  world  today, 
orts  and  exports  annually 
lunt  for  about  20%  each  of  its 
P. 

The  country  is  heavily  de- 
dent  on  foreign  capital.  This 
endency  is  expected  to  increase 
rowth  opportunities  shift  toward 
e  capital-intensive  sectors, 
rgy  is  one  of  these  sectors;  and 
rgy  projects  are  expected  to 
erate  billions  of  dollars  of  foreign 
?stments,  especially  in  electric 
ties. 

AN 

Japan,  though  poorly  endow- 
vith  natural  resources,  had 


catapulted  itself  to  the  number  2 
spot  in  GNP  among  free  market 
economies  by  1968  and  is  the  second 
largest  foreign  aid  donor  in  the 
world.  Japan's  dramatic  growth  in 
the  late  1950's  and  1960's  was 
powered  by  many  forces  including 
heavy  investments  by  the  private 
sector  in  new  plants  and  equipment. 
These  investments  were  maintained 
in  part  through  the  high  level  of 
savings  in  Japanese  households 
which  approaches  20% . 

About  one  in  every  six  Japanese 
today  owns  stocks.  Foreign  investors 
have  also  been  increasingly  attracted 
to  the  favorable  performance  of 
Japanese  stocks,  and  in  1978 
purchased  $9.05  billion. 

Japan's  labor  productivity 
increased  33.3%  between  1970  and 
1975  compared  to  an  increase  of  7% 
in  the  U.S. 

Dependent  on  overseas 
resources  for  88%  of  its  energy  re- 
quirements, it  established  the  Japan 
Petroleum  Development 
Corporation  in  1967.  Today  it  is 
assisting  over  70  corporations  at 
home  and  abroad  in  either  the 


search  for  or  the  production  of 
petroleum. 

NEW  ZEALAND 

New  Zealand  has  always  been 
dependent  on  foreign  trade,  which 
today  accounts  for  about  20%  of  its 
GNP. 

Its  infrastructure  and  labor 
force  are  sophisticated  and  well 
developed.  Although  development 


A  highly  skilled  labor  force  contributes 

to  the  success  of  japan's  electronics  industry  in 

world  markets. 

in  the  agricultural  and  manufac- 
turing sectors  will  be  the  most  im- 
portant source  of  economic  growth 
in  the  1980's,  New  Zealand's  energy 


five  Jet. 


superb  Continental  entrees  or 
classic  Philippine  delicacies. 
Even  your  baggage  is  loaded  first 
and  unloaded  first  —  just  like 
you're  a  First  Class  passenger. 

The  way  we  look  at  it,  even 
though  you're  flying  on  business, 
it  should  be  a  pleasure  trip  too. 


So  next  time  you've  got 
business  in  Manila  and  the  close- 
by  Orient,  tell  your  travel  agent, 
secretary  or  Corporate  travel 
department  you're  taking  the 
Executive  Jet.  And  let  them 
book  you  Philippine  Airlines' 
Executive  Class. 


xecutivedass 

xabalu    Kuala  Lumpur    London    Los  Angeles    Manila    Melbourne    Peking    Port  Moresby    Rome    San  Francisco    Singapore    Sydney    Taipei  Tokyo 


THE  PACIFIC:  BUSINESS  WAVE  OF  THE  FUTURE 


resources  are  among  the  highest  per 
head  in  the  world.  The  country  uses 
only  one-third  of  its  hydro-power  to 
generate  about  85%  of  its  electricity 
requirements. 

The  greatest  scope  for  invest- 
ment in  New  Zealand  in  the  short 
term  is  in  the  manufacturing  and 
tourism  sectors. 

Government  incentives  include 
direct  tax  credits  for  export  sales  and 
market  development,  investment 
allowances  and  depreciation,  con- 
cessionary finance  schemes  and 
import  entry  concessions.  No 
impediment  stands  in  the  way  of 
foreign  companies  remitting  profits 
from  New  Zealand.  All  dividends 
remitted  from  New  Zealand  are 
subject  to  a  15%  withholding  tax, 


however  such  taxes  are  credited 
under  the  N.Z./U.S.  double  tax 
agreement. 

In  addition  to  the  five  found- 
ing members,  many  other  Pacific 
countries  participate  in  PBEC. 

ASEAN 

Jose  B.  Fernandez,  Jr., 
Chairman  of  the  Board  of  the 
Far  East  Bank  and  Trust  is  the 
International  Vice  President  for  the 
Pacific  Regional  Committee,  with 
headquarters  in  Manila. 

Among  PBEC's  active  associates 
are  the  five-member  nations  of 
ASEAN,  three  countries  in  Latin 
America  (Mexico,  Chile,  and  Peru) 
and  five  other  entities  east  of  the 
International  Date  Line  including 


Sun  Hung  Kai  Securities 
Working  for  You  in  Hong  Kong. 

Hong  Kong  is  now  one  of  the  world's  leading 
financial  centres  and  Sun  Hung  Kai  Securities  is 
Hong  Kong's  largest  stockbroker. 

We  deal  and  trade  in  the  following: 

•  Equities  &  Bonds 

•  Gold  &  Silver 

•  Commodities 

•  Properties 

•  China  Trade 

We  are  in  Hong  Kong.  London.  Beijing  and  Singapore. 


J8r 


HONC  KONG  OFFICE: 
3/F  Admiralty'Centre 
Hong  Kong. 
Tel.:  5  8225678' 
Telex:  HX  74782 
Telegram:  SHKSC 


BEIJING  OFFICE: 

Suke  1005.  Beijing  Hoiel 
East  Chang  an  Avenue 
Beijing 

Tel.:  552231 

I  elegram:  SHKBJ 


LONDON  OFFICE: 

1 3  Sherborne  Lane 
E.C.  4  London 
Tel.  01  626-7951 
Telex:  88744S 


SINGAPORE  OFFICE: 

1901  Clifford  Center 
Raffles  Place 
Singapore  0104 
Tel   911344.  911421. 
t  elex  RS  36054  SHK  SEC 


Hong  Kong,  Korea,  Taiwan,  Papi 
New  Guinea,  and  Fiji.  It  is  a  pow 
to  be  reckoned  with. 

•  264,600,000  total  populatio 
(1980) 

•  1,177,995  total  square  mile: 
e  $165.1  billion  total  GDP  (H 

•  6.08%  total  average  annual 
growth  (1970-1980) 

A  Preferential  Trading 
Agreement  covers  approximately 
6,000  traded  items  with  margins 
ranging  between  10  to  207c  of 
existing  tariff  rates  and  expected 
soon  increase  to  20-25% . 

FUTURE  CHALLENGE 

The  greatest  challenge  withir 
the  Pacific  community  of  nations 
during  the  balance  of  this  century 
how  to  effectively  organize  effort: 
relating  to  new  forms  of  coop- 
eration, communications  and  con 
sultation.  This  challenge  will  be  n 
One  reason  is  that  by  the  end  of  t 
century  the  Pacific  Basin  will  be  tl 
world's  number  one  eco- 
nomic region. 

Economic  disparities  in  the 
region  will  be  reduced  only  throu 
extensive  increases  in  manufactui 
ing  activities  in  a  majority  of  the 
countries.  Many  problems  will  m. 
progress  a  turbulent  process. 
Inflation,  unemployment  and  ene 
costs  will  affect  virtually  every 
nation  of  the  world.  Protectionisn 
will  continue  to  arise  in  various 
countries  from  time  to  time. 
Recessions  will  occur  and  recur, 
but  on  balance,  the  promise  of  thi 
region  so  blessed  with  resources  i 
bright  and  steady.  Growth  in  the 
Pacific's  trade  and  economic  base 
will  make  it  indeed  the  business 
wave  of  the  1980's. 

This  text  was  written  by  Dr. 
Weldon  B.  Gibson,  Executive  Vi« 
President  and  a  member  of  the 
Board  of  Directors  of  SRI 
International. 

Research  Associate:  Susan  E. 
Atkins,  San  Francisco 


Breakthroughs  Are  Hardlb 
Come  By.  Saxon  Announces 

Two. 


Breakthrough  One. 

Most  office  copiers  that  collate  send 
the  paper  flying  through  a  maze  of  rollers, 
cams  and  teeth.  Complex.  Bulky.  Expensive. 

With  the  new  Saxon  SX  20S, 
instead  of  the  paper  hunting  for  the  right  bin, 
the  bin  moves  right  to  the  paper.  Eureka! 
The  paper  travels  less  so  it  hardly  ever  jams. 
And  the  entire  sorter  adds  only  5-1/2  inches 
to  the  length  of  the  copier. 

Breakthrough  Two. 

This  new  technology  is  so  simple,  the 
Saxon  SX  20S  is  the  lowest-priced  plain  paper 
copier/sorter  in  the  world.  $3,000  less 
than  its  nearest  competitor. 

And  just  look  at  what  it  does:  sorts, 
collates,  groups,  starts  in  6  seconds,  chooses 
paper  size  by  push-button. 

Copies  20  sheets  per  minute.copies 
on  plain  paper,  on  colored  paper,  on 
transparencies,  on  labels,  remembers  copy 
count  if  interrupted,  remembers  bin 
sequence  if  interrupted. 

Copier/sorters  have  made  your  life 
simpler.  Now  Saxon  makes  copier/sorters 
simpler. 

ACT  NOW  -  GET  THE  SORTER  FREE 
WHEN  YOU  BUY  THE  COPIER.* 

Mail  this  coupon  today  or  call  this 
toll-free  number  now  - 1-800-526-7843. 
In  New  Jersey,  call  1-800-522-4503. 

Dear  Saxon:  I'd  like  a  free  demonstration  of  the 
SX20S  pronto  so  I  can  decide  in  time  to  take 
advantage  of  your  free  sorter  offer. 

Name   

Title   

Company   

Street   :  

City/State/Zip   

Phone (- 


'Oder  expires  August  31, 1981,  through  Saxon  Branches 
and  participating  dealers. 
Mail  to:  Saxon  Business  Products 
13900  NW  57th  Court.  Miami  Lakes.  Florida  33014 

Save  At  Least  $5000L 

2FB081 


Saxon  SX  20S  Plain  Paper  Copier. 
World's  Lowest  Priced,  Most  Compact  Copier/Sorter. 

Saxon,  SX  20S  are  trademarks  of  Saxon  Industries.  Inc.  ©  Saxon  Business  Products  1981 


Improve  your  position 
the  way  to  New  Zealand 
and  Australia. 


enough  sleep  over  work 
itself.  You  shouldn't  lose 
more  over  the  Pacific. 

So  when  we  started  planning  First 
Class  on  our  new  Rolls-Royce  Boeing 
747  Super  B  service  to  the  South 
Pacific,  we  started  with  the  place  you're 
going  to  spend  most  of  the  flight 

Your  seat. 

It's  a  Recaro  sleeper  seat. 
Designed  by  the  same  company 
that  builds  Porsche's  custom 
car  seats.  The  Recaro  sleeper 
seat  adjusts  to  your  body,  not 
the  other  way  around.  And  it's  cover- 
ed with  the  finest  New  Zealand  lamb's 
wool  fleece. 

We  even  staggered  them  in 
the  cabin  to  afford  you  the  ultimate 
in  privacy. 

A  seating  arrangement  so 
comfortable  you'll  be  able  to  tell  the 
difference  with  your  eyes  closed. 

Our  seats  aren't  the 
only  things  that  bend  over 
backwards  to  serve  you. 

After  a  flight  to  the  South  Pacific, 
the  only  thing  that  should  need  refuel- 
ing is  the  airplane.  Our  First  Class 
delivers  you  fresh.You'll  be  treated  to 
vintage  New  Zealand  wines.  And  you'll 


dine  on  exquisite  cuisine.  Served  on  fine 
china  by  a  flight  crew  whose  reputation 
extends  far  beyond  the  South  Pacific. 
This,  plus  all  the  little  extras  that  make 
flying  our  First  Class  as  beauti- 
ful an  experience  as  visiting 
our  homeland. 


A  refresher  class  for 
businessmen.  Pacific  Class. 

Our  new  Pacific  Class  gives 
the  business  traveler  a  lot  more 
benefits  for  just  a  little  more  money. 
Special  treatment  begins  even  before 
you  board  the  plane.  With  separate 
check -in  and  an  invitation  to  our  Tiki 
Lounge  where  you 
can  enjoy  com- 
plimentary drinks 
and  appetizers. 

And  to  make  sure  you're  not 
crowded  once  on  board,  we  reserved 
the  entire  upper  deck  of  our  747s 
for  you.  Then  we  installed  wider  seats 
and  covered  them  with  sheepskin.^ 
Pacific  Class  also  gives  you  jL— 
complimentary  drinks,  hors  ^™ 
d'oeuvres,  padded  headsets, 
movies,  business  magazines, 


eye  shades  and  slipp 
Even  a  choice  of  ent 
In  Pacific  Class 
your  pleasure  is  our 
business. 

Los  Angeles  to  New  Zealand 
and  Australia.  Daily. 

Starting  July  11,  we'll  be  flying 
our  747  Super  B's  from  Los  Angel» 
to  Auckland  and  Sydney  every  da? 

Sleep  on  it  and  tell  us  what 
you  think  in  the  morning. 

A  fleet  of  Rolls-Royce  Boeing 
747  Super  B's.  Recaro  sleeper  seat 
in  First  Class.  New  Pacific  Class. 
Our  internationally  famous  service 
And  still  more  destinations  in 
the  South  Pacific  than  any  other 
airline.  A  lot  of 

reasons  to  fl; 
with  us. 
^_  If  you'd  like 
more,  just  ask 
any  businessman  who 
to  the  South  Pacific  regularly. 

A  lot  of  them  like  our  service 
so  much  they  decide  to  retire  with 

air  new  zeaian 

The  Pacific's  Number  One 


For  more  information,  see  your  travel  agent,  corporate  travel  department  or  call  Air  New  Zealand.  In  the  U.S.A.  (800)  421-5540,  California  (800)  262-1234.  Los  Angeles  (213)  776-8790. 
Apia  Auckland  Brisbane  Christchurch  Hong  Kong  Honolulu  Los  Angeles  Melbourne  Nadi  Norfolk  Is.  Noumea  Papeete  Rarotonga  Singapore  Sydney  Tokyo  Tonga  Wellington 
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Action,  not  words 

When  the  world's  seventh-largest  oil 
company  starts  hunkering  down 
against  the  possibility  of  takeover, 
who's  safe?  "If  there  are  some  bar- 
gains out  there  I  guess  you  could  put 
us  in  that  category,"  says  James  E. 
Lee,  59,  president  of  $26.5  billion 
( 1 980  revenues)  Gulf  Oil  Corp.  "If  you 
look  at  what's  happening,  you  had 
better  stay  flexible." 

"What's  happening,"  of  course, 
means  what's  happening  to  Conoco. 
Lee,  who  will  replace  retiring  Gulf 
Chairman  and  CEO  Jerry  McAfee  in 
December,  doesn't  want  it  to  happen 
to  his  company.  And  when  he  says 
Gulf  is  a  bargain,  he's  not  kidding — at 
367s  recently,  its  shares  are  selling  for 
28%  under  book  value  and  at  about 
27%  of  the  $137  a  share  analysts  put 
on  Gulf's  true  value,  given  its  reserves 
in  the  ground. 

Gulf's  first-half  earnings  were  down 
29%  1 19%  excluding  the  effect  of  a 
$100  million  one-time  gain  in  1980 
from  the  sale  of  shares  in  Gulf  Canada 
Ltd.),  and  that  won't  help,  either.  "The 
market  turns  on  perceptions,  and  buys 
on  perceptions  of  management,"  says 
Lee.  "I  think  you  convince  by  actions 
rather  than  words." 

Those  actions?  Gulf  is  putting  to- 
gether a  $6  billion  line  of  credit  from  its 


Searle  chemist  James  M.  Schlatter 

"I  licked  my  finger,  and  it  tasted  good. 


banks,  and  buying  in  1 0  million  or  5 . 1  % 
of  its  common  shares  for  some  $400 
million.  Much  of  the  rest  may  well  go 
toward  an  acquisition,  says  Lee,  par- 
ticularly if  there's  a  company  around 
looking  for  a  white  knight.  In  other 
words,  don't  wait  until  somebody  takes 
out  after  you.  Says  Lee :  "My  preference 
would  be  to  choose  a  target  rather  than 
react." — Craig  I.  Forman 

Finger  lickin'  good 

In  December  1965  chemist  James  M. 
Schlatter  was  working  on  a  project  to 
develop  a  new  anti-ulcer  drug  at  the 
laboratories  of  G.D.  Searle  &.  Co.  "I 
licked  my  finger  to  pick  up  a  piece  of 
paper,  and  my  finger  tasted  good,"  he 


Gulf  Oil  Corp.  's  James  E.  Lee 

Better  to  act  now  than  react  later. 


recalls.  That's  how  he  discovered  low- 
calorie  sweetener  aspartame,  which 
some  analysts  think  may  be  worth  up 
to  $1  billion  in  annual  sales  by  1985. 

Schlatter,  now  51  and  still  a  Searle 
chemist,  figured  the  compound  was 
safe  because  it  was  a  combination  of 
two  common  amino  acids  known  to 
be  nontoxic.  It  took  Food  &  Drug  Ad- 
ministration scientists  eight  years  and 
more  than  100  separate  studies  to 
agree  with  him,  but  last  month  they 
did.  Searle,  the  $  1 . 1  billion  ( 1 980  sales) 
Chicago  drug  company,  will  start  mar- 
keting aspartame  later  this  year. 

Long  term,  aspartame's  future  is 
not  as  sweet  as  it  is  short  term. 
Some  soft-drink  bottlers  doubt  its 
stability  in  carbonated  beverages. 
Then  there's  the  possibility  of  com- 
petition— Searle's  patent  to  use 
aspartame  as  a  sweetener  expires  in 
1987,  and  it  doesn't  own  basic  rights 
to  the  compound  itself  because  al- 
though Schlatter  discovered  its  use 
as  a  sweetener,  ICI,  the  British 
chemical  giant,  had  actually  pro- 
duced it  first. — Larry  Marion 

Capital  idea 

David  L.  Luke  Hi's  view  of  the  econo- 
my is  a  little  like  J. P.  Morgan's  market 
predictions  ("stocks  will  fluctuate"). 
Says  the  chairman  and  CEO  of  $1.4 
billion  (sales)  Westvaco:  "The  only 
thing  you  can  be  sure  of  is  that  the 
economic  climate  is  going  to  vary." 

So  Luke  doesn't  shrink  from 
launching  massive  capital  invest- 
ments during  what  might  seem  the 
worst  of  times.  In  1976  Westvaco,  the 
country's  12th-largest  paper  producer, 
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announced  a  $500  million  spending 
program  as  the  U.S.  sank  into  reces- 
sion. Now,  with  interest  rates  soaring, 
Luke  plans  a  nearly  $1.5  billion  pro- 
gram over  five  years,  most  of  it  to  beef 
up  paper  products  capacity,  install  en- 
ergy conversion  equipment  and  ex- 
plore natural  gas  reserves  on  some  of 
Westvaco's  1.4  million  acres. 

In  October  Westvaco  completed  a 
pipeline  from  a  company-owned  gas 
field  in  West  Virginia's  Mineral  Coun- 
ty to  its  Luke,  Md.  paper  mill.  That 
helped  save  $13  million  in  fuel  costs 
alone.  The  upcoming  program  will  fo- 
cus on  expanding  Westvaco's  $100 
million  chemical  business,  too. 

Luke's  aim  is  consistent,  gradual 
growth.  That  may  not  be  very  dramat- 
ic, he  concedes,  but  the  idea  is  to  ride 
out  whatever  happens  to  the  economy. 

"Over  the  next  five  years,  we  will 
probably  have  some  poor  years  and 
some  good  ones,"  says  Luke,  "but  if 
our  basic  assumptions  are  right,  on 
average  we  should  come  out  pretty 
well."  One  assumption:  The  biggest 
chunk  of  the  capital  spending — up  to 
$1.3  billion — will  be  financed  inter- 
nally. Westvaco's  cash  flow  this  year 
will  probably  hit  $167  million  on  $1.6 
billion  in  revenues. — Craig  I.  Forman 


Pro  basketball  alumnus  John  Hummer 
From  NBA  to  M.BJi.. 


Is  there  life  after 
basketball? 

For  John  Hummer  there  is.  After  sev- 
en operations  and  six  injury-ridden 
seasons  with  the  Buffalo  Braves  and 
the  Seattle  SuperSonics,  Hummer 
chucked  the  sport  that  made  him  a 
star  at  Princeton  in  the  late  Sixties 
and  a  first-round  1970  draft  choice  of 
both  professional  basketball  leagues, 
and  went  to  Stanford  to  get  an  M.B.A. 
Today,  three  years  later,  he  is  CEO  of 
Niederhoffer,  Cross  &  Zeckhauser, 
Inc.,  the  New  York  mergers  and  acqui- 
sitions firm.  Hummer's  specialty  is 


Luke  of  Westvaco 

One  thing  is  sure:  The  economy  may  fluctuate. 


finding  buyers  for  his  clients — small 
privately  held  companies  ready  tc 
cash  in.  The  acquirers  can  be  public 
companies  or  private  investors,  ant 
the  deals  range  up  to  $30  million. 

"I  was  a  well-paid  professional  ath 
lete  but  I  had  to  rely  on  the  expertise 
of  lawyers,  accountants  and  busines; 
people  to  help  me  with  my  own  in 
vesting,"  says  the  6-foot-9  Hummer 
"I  got  tired  of  that."  Now  others  rel> 
on  bis  expertise,  but  life  is  different  or 
the  sidelines.  "I'm  envious  of  the  ch 
ents  I  serve,"  he  says.  "I  tip  my  hat  tc 
these  entrepreneurs." — Jay  Gissen 

Next  move? 

If  you  think  the  oil  business  is  compli 
cated  in  the  U.S.,  try  it  in  Canada 
these  days,  where  you  become  a  pawr 
in  a  giant  political  chess  game.  Or  ask 
Jack  Armstrong,  64,  chairman  anc 
CEO  of  the  biggest  pawn  around 
Exxon's  67% -owned,  $7  billion  (rev- 
enues) Imperial  Oil,  Ltd. 

"Oil  is  a  high-risk  business,"  says 
Armstrong  gamely.  "If  you  can't  stanc 
the  risk,  you  shouldn't  be  in  it."  Sc 
Armstrong  is  holding  off  on  getting 
into  one  very  big  piece  of  it:  a  pro- 
posed $12  billion  Imperial  tar-sands 
proiect  at  Cold  Lake,  Alta.  that  would 
make  vast  deposits  of  deep-lying  bitu- 
men, now  commercially  unusable,  a 
paying  proposition  and  eventually 
produce  140,000  barrels  a  day.  Imperi- 
al has  already  sunk  $120  million  into 
design  and  engineering,  but  Arm- 
strong says  construction  won't  start 
unless  the  price  is  right. 

Right  now,  it's  far  from  right,  says 
Armstrong.  Ottawa  and  Alberta's  pro- 
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Am  istroi  ig  of  Imperial 

In  a  minefield.,  watch  your  step. 

vincial  government  are  locked  in  a 
power  struggle  over  federal  energy 
policies.  Alberta's  weapon  is  cutbacks 
in  oil  production.  Ottawa's  weapon: 
the  use  of  federal  tax  breaks.  The  re- 
sult: The  federal  government  is  will- 
ing to  grant  Imperial  a  package  of  ap- 
provals, pricing  arrangements  and 
taxes  that,  the  company  figures,  works 
out  to  an  1 1%  return  based  on  discount- 
ed cash  flow.  Imperial  wants  20% . 

"The  federal  government  of  Can- 
ada," says  Armstrong,  "is  making 
available  subsidies  and  incentives  to 
drill  and  to  develop  projects  in  the 
Arctic  region,  as  well  as  in  the  off- 
shore areas."  Just  about  everywhere, 
that  is,  farthest  removed  from  the  ob- 
streperous province  of  Alberta.  So 
what's  an  oil  company  to  do  when  it 
gets  caught  in  the  middle — especially 
a  highly  visible  oil  company  con- 
trolled from  south  of  the  border? 
When  you're  standing  in  a  minefield, 
sometimes  the  best  move  is  to  stand 
still. — Harold  Seneker 

Admiral  Clean 

When  Playboy  Enterprises  sacked 
high-living  Victor  Lownes  as  head  of 
its  British  casinos  four  months  ago 
(Forbes,  May  11),  it  was  obvious  a 
successor  of  impeccable  respectability 
was  needed.  Playboy's  British  gam- 
bling licenses  are  hanging  in  the  bal- 
ance, and  its  London  casinos  last  year 
generated  $31.2  million,  or  63%  of 
worldwide  earnings. 

Now  Playboy  has  its  man:  impecca- 
bly respectable  ex-Admiral  Sir  John 
Treacher,  56,  who  rose  to  the  second- 
highest  spot  in  the  Royal  Navy  before 
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Play  'boy 1  's  Treacher 

A  business  and  nothing  more. 

quitting  in  1977  to  be  chief  executive 
of  National  Car  Parks,  a  $100  million 
(sales)  private  company. 

Treacher's  first  big  hurdle  at  Play- 
boy is  a  Gaming  Board  hearing  next 
month  at  which,  he  concedes,  there  is 
still  a  strong  possibility  the  gambling 
licenses  will  be  taken  away  "for  past 
misdemeanors."  Win  or  lose,  though, 
Treacher  says  he  will  reduce  Playboy's 
dependence  on  gambling,  eventually 
to  no  more  than  30%  to  40%  of  earn- 
ings in  Britain.  Possible  diversifica- 
tions: marinas,  hotels,  sports  com- 
plexes, entertainment. 

By  the  move  to  Playboy  Treacher 
will  double  his  salary,  to  around 
$200,000— less  than  half  what  Lownes 
used  to  get,  but  more  than  3  times  an 


admiral's  pay.  As  for  high  living,  says 
Sir  John,  the  Playboy  ambience  is  a 
business  and  nothing  more:  "I  don't 
feel  the  need  to  live  the  dream  I  am 
trying  to  sell." — Barbara  Ellis 

What's  in  4  million  names? 

Ralph  Ginzburg's  first  big  idea,  nearly 
20  years  ago,  was  the  magazine  Eros,  a 
glossy  "quarterly  on  the  joys  of  love" 
that  landed  him  in  jail  (not  for  its 
content,  which  would  probably  bore 
most  of  today's  Penthouse  readers,  but 
for  "pandering  to  prurient  interests" 
in  its  advertising).  His  next  big  idea 
was  Avant-Garde,  a  quality  magazine 
of  art  and  politics  that  lost  $500,000 
in  four  months.  Ever  since,  says  Ginz- 
burg,  now  51,  he  has  been  "motivat- 
ed, inspired  and  compelled  by  finan- 
cial necessity." 

From  the  failure  of  Aiwit-Garde 
grew  the  germ  of  an  idea:  People  who 
will  subscribe  to  a  magazine  by  an- 
swering an  ad  have  proven  they  are 
mail-order  responsive — a  ready-made 
market  for  mail-order  companies  of 
all  kinds. 

In  1970  Ginzburg  began  publishing 
Moneyswortb ,  a  consumer  affairs  news- 
letter, and  marketing  the  names  of  his 
subscribers.  Now  he  has  expanded  the 
concept:  Ginzburg  is  offering,  through 
ads  appearing  in  national  and  regional 
publications,  $1  annual  subscriptions 
to  one  of  three  magazines — American 
Business,  Better  Liting  or  I'ncle  Sam. 
Subscribers  get  a  monthly  tabloid — 
three-quarters  filled  with  wire  copy, 
the  rest  written  by  freelancers  and 
Ginzburg's  staff  of  eight — while  Ginz- 
burg gets  their  names,  ages,  sex  and 
special  interests.  He  sells  the  names 
for  between  $45  and  $80  per  thousand 


Pi  th/isher  Gi>  izbt  irg 

All  he  wants  is  your  good  name. 
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While  workers'  compensation  costs 
more  each  year,  it  falls  short  of  meeting 
the  expectations  of  injured  workers  and 
employers* 

INA  examines  the  problems  and  sug- 
gests  ways  to  make  the  system  more  effi- 
cient and  equitable. 


Escalating  costs  of  workers' 
compensation  strain  the  system 
and  raise  complex  questions  about 
its  future.  Broadened  definitions  of 
work-related  injuries,  more  fre- 
quent litigation,  poorly  coordi- 
nated benefits,  increased  medical 
costs  and  legislative  mandates  all 
have  pushed  up  rates. 

Workers'  comp  is  the  nation's 
second  largest  insurance  expense. 
It  now  costs  the  average  employer 
$2.70  for  every  $100  paid  in  sala- 
ries, compared  with  $1. 10  in  1970. 
High  risk  industries  experience  an 
even  more  acute  problem.  In  min- 
ing, for  instance,  rates  are  as  high 


as  $60  for  every  $100  in  wages. 

The  intent  was  very  different 
nearly  70  years  ago  when  workers' 
comp  was  introduced  as  a  no-fault 
method  for  replacing  wages  and 
paying  medical  expenses  of  work- 
related  injuries.  Employees  ex- 
changed their  right  to  sue  for 
assured  recovery.  The  system  was 
not  meant  as  a  form  of  retirement, 
unemployment  or  welfare. 

However,  unanticipated  muta- 
tions brought  problems.  Original- 
ly, work-related  injury  meant  only 
an  accident  on  the  job.  Now,  the 
definition  has  been  extended  to  in- 
clude "cumulative  trauma,"  emo- 


tional stress,  and  diseases  resulting 
from  substances,  once  thought 
harmless,  such  as  benzine  or  asbes- 
tos. Though  perhaps  socially  desir- 
able, these  changes  burden  the 
system  financially.  Estimates  sug- 
gest the  long-term  costs  oi  broad- 
ened coverage  could  reach  billions 
of  dollars. 

It's  also  ironic  that  a  system 
intended  to  provide  adequate  and 
prompt  replacement  for  economic 
loss,  without  litigation,  is  now  an 
arena  of  adversary  battles.  For  ex- 
ample, in  one  midwestern  state,  in 
1979,  90%  of  the  injured  workers 
retained  attorneys.  A  1977  report 
found  that  court  costs,  nation- 
wide, amounted  to  17%  of  total 
benefits. 

Litigation  results  in  higher 
costs,  delays  and  inequitable 
awards,  all  severely  impairing  the 
original  no-fault  goal. 

Overloading  the  system 

In  many  instances  overlapping 
benefits  are  not  taken  into  account. 
Awards  in  most  states  are  based  on 
a  worker's  disability,  not  on 
whether  he  or  she  also  may  be  eligi- 


ompensation? 


ble  for  a  private  health  plan,  social 
security  payments,  unemployment 
insurance  or,  at  the  other  extreme, 
for  no  additional  benefits  at  all. 

Another  failing— benefits  do 
not  match  lost  wages.  For  exam- 
ple, a  person  with  a  lifelong  20% 
disability  could  return  to  work 
with  no  wage-loss,  yet  win  a  lump- 
sum judgement.  A  much  more  se- 
riously injured  individual,  with  a 
50%  disability,  may  discover  that 
three-quarters  of  his  or  her  earning 
power  has  virtually  vanished,  with 
no  recourse  to  the  courts. 

Medical  benefits  also  push 
compensation  expenses  higher.  In 
the  last  15  years,  U.S.  health  care 
expenditures  increased  fivefold— 
from  $39  billion  in  1965  to  $244 
billion  in  1980,  or  more  than  9% 
of  the  GNP. 

A  major  cause  of  steeply  rising 
costs  is  legislative  change— some  of 
it  necessary— that  broadens  cover- 
ages and  increases  benefits.  During 
the  last  ten  years,  mandated  bene- 
fits have  more  than  doubled  in  all 
but  one  state.  Today  new  legisla- 
tion is  needed  to  purge  costly 
abuses-principally  to  curb  litiga- 
tion and  redundant  benefits.  Many 


insurers  and  employers  are  actively 
supporting  legislation  on  a  state- 
by-state  basis. 

Holding  the  line  on  costs 

Prudent  managers  can  help 
slow  the  rise  of  workers'  comp 
costs  through  use  of  loss  control 
and  rehabilitation  services,  and  by 
urging  such  innovations  as  "wage- 
loss"  laws. 

A  sound  loss  control  program 
educates  both  employer  and  em- 
ployee in  avoiding  injuries.  This 
translates  into  lower  costs  and 
fewer  claims.  Moreover,  litigation, 
down-time,  and  training  replace- 
ments can  add  up  to  four  or  five 
times  as  much  as  the  cost  of  claims . 
And  no  dollar  amount  can  be  ap- 
plied to  human  pain  and  suffering. 

Rehabilitation  helps  workers 
recover  faster  and  reduces  the  ex- 
pense of  their  injuries.  On  the  av- 
erage, a  company  can  save  more 
than  $10  in  claims  for  every  dollar 
invested  in  rehabilitation. 

Recent  legislation  in  Florida 
has  made  benefits  more  equitable 
and  cut  costs  over  25%.  This 
"wage-loss"  concept  bases  benefits 
on  the  income  a  worker  has  actu- 


ally lost  because  of  injury.  No  one 
gets  a  windfall  from  the  system. 
Benefits  are  paid  to  those  who  truly 
need  them. 

Complex  problems— arising 
from  the  present  workers'  comp 
system— require  a  coordinated  re- 
sponse. Rehabilitation  and  loss 
control  are  two  of  the  tools  availa- 
ble. Coordinating  these  with  other 
approaches,  such  as  legislative  re- 
form, can  help  lessen  strains  on  the 
system. 

Comprehensive  services 

INA,  one  of  the  nation's  major 
suppliers  of  workers'  comp  insur- 
ance, has  one  division,  INA  Loss 
Control  Services  Inc.,  that  concen- 
trates on  accident  prevention  and 
another,  International  Rehabilita- 
tion Associates  (IRA),  is  this  coun- 
try's largest  service  of  its  kind. 

The  Insurance  Company  of 
North  America  was  founded  in 
1792  in  Independence  Hall,  Phila- 
delphia. Today,  it  is  the  largest 
component  of  INA  Corporation's 
international  network  of  insur- 
ance, financial,  and  health  care 
interests. 

In  property  and  casualty  insur- 
ance and  risk  management  ser- 
vices, life  and  group  insurance, 
health  care  management  and  finan- 
cial service,  INA  and  its  affiliated 
companies  offer  a  unique  combina- 
tion of  products  and  services  to 
business  and  industry  worldwide. 

For  an  informative  booklet  on 
workers'  compensation,  write 
INA,  1606  Arch  Street,  Dept.  R, 
Philadelphia,  PA  19101. 
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and  at  this  time  has  4  million  names 
on  file. 

Ginzburg  works  out  of  a  suite  of 
offices  with  views  of  both  Central 
Park  and  the  Hudson  River  in  New 
York  City.  Has  he  round  happiness 
selling  names  rather  than  news?  "I'm 
reasonably  happy,"  he  says.  "My  one 
frustration  is  that  I  am  not  publishing 
a  highly  creative  vehicle."  But  he  adds 
wearily,  "I  don't  think  that  will  hap- 
pen anytime  soon." — Paul  B.  Brown 

Welcome  to  hard  times 

[ackie  Presser  is  often  considered  the 
number  two  power  in  the  Teamsters 
union.  In  the  Teamsters,  of  course, 
power  is  a  sometime  thing;  but  55- 
year-old  Presser,  a  vice  president  who 
heads  the  big  Ohio  Conference,  is  an 
unusual  Teamster  boss.  For  one  thing, 
even  though  he  inherited  his  fiefdom 
from  his  father,  a  powerful  Midwest 
associate  of  Jimmy  Hoffa,  Presser  has 
stayed  clean — "not  pristine,  but  clean 
enough,"  as  Steven  Brill  puts  it  in  his 
bestselling  book,  The  Teamsters.  For 
another,  Presser  is  one  of  the  few 
ranking  Teamsters  officers  willing  to 
talk  to  the  press. 

What  he  is  talking  about  these  days 
is  deregulation,  which  Presser  says 
has  cost  22,000  union  jobs  in  the  Ohio 
Conference  alone.  "The  steel  mills 


used  to  ask  a  trucker  the  rate,"  he 
says.  "Now  they  tell  you  what  they'll 
pay."  All  this  will  have  its  effect  on 
next  year's  nationwide  trucking  nego- 
tiations. For  the  first  time,  the  Team- 
sters, like  unions  in  the  automobile 
and  steel  industries,  will  bc\  under 
pressure  to  hold  down  new  gains, 
even  to  give  back  old  ones.  Giveback 
talk  is  common,  says  Presser,  "but 
that  doesn't  mean  it  is  going  to  hap- 
pen." He  admits,  though,  that  next 
year's  contract  may  include  more 
benefits  than  dollars. 

Then  there  are  problems  of  longer 
standing.  Of  the  union's  six  presi- 
dents, three  went  to  jail,  the  federal 
government  tried  (and  failed)  to  con- 
vict a  fourth,  the  late  Frank  Fitzsim- 
mons,  and  is  trying  again  with  current 
President  Roy  Lee  Williams,  who's 
charged  with  trying  to  bribe  a  U.S. 
senator.  Too,  membership  is  down 
from  a  peak  of  2.3  million  a  few  years 
ago.  But  the  Teamsters  are  still  the 
nation's  largest  union;  and  in  )ust  six 
months,  boasts  Presser,  10,000  mem- 
bers were  added  in  air  freight  and 
5,000  from  southern  industry.  "Hard 
times,"  he  says,  "are  the  greatest  time 
to  organize." — Jerry  Flint 

Once  more, 
into  the  breach . . . 

How  do  you  save  the  world  from  com- 
munism while  holding  down  on  for- 
eign aid?  The  Reagan  Administration 
is  relying  heavily  on  private  enter- 
prise and  thus  on  the  government's 
Overseas  Private  Investment  Corp. 
(OPIC),  which  insures  U.S.  business 
against  expropriation  and  other  nasti- 
ness  overseas. 


Teamsters  power  Jackie  Presser 

Deregulation  is  weakening  his  strength  at  the  bargaining  table. 


Craig  Nalen  of  OPIC 

Fix  Jamaica  first,  then  Haiti. 

"We've  got  a  signal  to  be  a  little 
more  aggressive,"  says  new  OPIC 
President  Craig  A.  Nalen,  whose  busi- 
ness career  included  executive  posi- 
tions at  Procter  &  Gamble,  Foremost- 
McKesson,  General  Mills  and  STP 
Corp.  (which  he  headed  from  1975  to 
1980).  No  insurance  background? 
"There's  an  element  of  marketing 
here,"  Nalen  says,  because  OPIC 
doesn't  iust  sell  the  risk  insurance,-  it 
also  encourages  investment  and  acts 
as  a  middleman.  Too,  his  political 
background  is  pretty  good:  He  was  a 
college  classmate  of  Reagan  Chief  of 
Staff  James  Baker  IH,  knows  Vice 
President  Bush  and  was  a  GOP  county 
chairman  in  Palm  Beach,  Fla. 

One  of  Nalen's  top  priorities  now  is 
the  Caribbean,  with  Jamaica  heading 
the  list.  Later  this  year  OPIC  will  be- 
gin pushing  Haiti,  another  potential 
trouble  spot. 

Is  it  risky?  Soon  after  OPIC  opened 
for  business  in  1971,  Chile's  Allende 
nationalized  the  mines  and  the  agen- 
cy was  hit  with  $450  million  in 
claims.  But  OPIC  slid  through;  and 
Iran  was  the  reverse — investors  had 
so  much  confidence  in  the  Shah's  re- 
gime that  they  balked  at  the  agency's 
insurance  premiums.  Result:  only 
about  $40  million  of  exposure.  "We've 
got  $700  million  in  the  bank  now," 
says  one  confident  agency  official. 

Biggest  exposure:  Jamaica  with  its 
bauxite  mining,  followed  by  Korea, 
the  Dominican  Republic,  Brazil, 
Indonesia,  the  Philippines,  Egypt, 
Taiwan,  Panama  and  Botswana,  in 
that  order. — Jerry  Flint 
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Xerox  wont 
stop  at  nothing. 


These  days,  even  nothing  costs  something  to  send.  That 
is,  if  you're  using  ordinary  facsimile  equipment. 

Because  ordinary  facsimile  equipment  takes  the  time  to 
read  every  line  of  type,  and  all  the  "nothing"  in  between. 


Xerox,  on  the  other  hand,  has  three  machines 
--  two  of  them  brand  new  --that  know  the  differ- 
ence between  a  line  of  something  and  a  line  of 
nothing:    The  Telecopier  485  terminal.    The  new 
automatic  Telecopier  495  digital  terminal,  that 
can  send  and  receive  unattended.    And  the  new  -- 
and  very  economical  --  desktop  Telecopier  455 
terminal.    When  they  come  to  a  space  like  this: 


The  new  Xerox 
Telecopier  455 


they'll  skip  it  --  the  way  your  eyes  just  did  -- 
and  go  on  to  the  next  line  of  type. 

As  a  result,  you  can  send  a  crisp,  clear 
copy  of  the  original  document  in  as  little  as  a 
minute.    For  up  to  40%  less  than  you'd  normally 
spend  on  telephone  charges. 

Besides  being  fast,  these  machines  are  also 
very  friendly.    They're  all  on  speaking  terms 
with  the  other  members  of  our  Telecopier  family. 
Even  relatives  working  in  remote  parts  of  the 
world.  In  fact,  they  can  talk  to  many  competitive 
facsimile  machines,  as  well. 


The  Xerox 
Telecopier  485 


Only  Xerox  offers  so  many  ways  to  get  your 
message  across.    Or  so  many  ways  to  save  time  and 
money  doing  it. 

And  the  Telecopier  485,  495,  and  455  terminals 
are  just  the  beginning. 

You  see,  Xerox  will  stop  at  nothing  to  bring 
you  new  machines  that  won't. 


*9 


The  new  Xerox 
Telecopier  495 


XEROX®.  TELECOPIER®.  485.  495,  and  455  arc  trademarks  of  XEROX  CORPORATION. 
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Kdited  By  William  (  i  Flanagan 

Barterers  beware 

Ever  since  Og  discovered  he  had  too 
many  bear  skins  but  not  enough 
gourds,  barter  has  been  an  important 
part  of  every  economy. 

Even  in  modern  times,  whenever 
money  is  scarce  or  valueless,  barter  is 
quick  to  emerge.  Ask  any  G.I.  who 
went  through  Germany  during  World 
War  H  what  the  barter  value  of  a  few 
Hershey  bars  was.  Or  ask  a  Depres- 
sion-era doctor  what  payment  he 
sometimes  had  to  accept  for  deliver- 
ing babies. 

Nowadays,  in  the  U.S.  money  has 
both  lost  a  lot  of  its  value  (about  half 
in  a  decade)  and  gotten  hard — or  ex- 
pensive— to  come  by.  As  could  be  pre- 
dicted, barter  has  once  again  reared  its 
ancient  head.  Which  is  fine  for  almost 
everyone — except  the  Internal  Rev- 
enue Service. 

In  its  simplest  form,  of  course,  bar- 
ter amounts  to  simple  swaps — kids 
trading  comic  books,  neighbors  ex- 
changing baby-sitting  chores,  the  ac- 
countant and  his  lawyer  swapping  tax 
returns  for  wills,  vacationers  trading 
use  of  their  homes. 

Though  technically  taxable — all 
"income"  is  supposed  to  be  reported 
to  Uncle  Sam,  including  the  fair  mar- 
ket value  of  goods  obtained  through 
barter — the  IRS  hasn't  bothered  to 
lock  up  any  dentists  for  accepting 
artwork  in  lieu  of  fees  for  fixing  a 
starving  artist's  teeth. 

But  barter  has  gone  far  beyond  the 
"I'll  scratch  your  back,  you  scratch 
mine"  variety.  It  has  become  a  multi- 
billion  dollar  industry  and,  in  the  IRS' 
view,  a  major  component  of  the  un- 
derground economy. 

Today,  there  are  tens  of  thousands 
of  small  businesses  actively  engaged 
in  barter  through  established  trade  or- 
ganizations. These  are  not  loosely 
formed  groups  of  business  people  who 
occasionally  swap,  say,  last  year's 
model  lawn  mower  for  a  small  print- 
ing job.  These  are  highly  sophisti- 
cated operations  wherein  an  active 
trader  can  do  upwards  of  25%  of  his 
business  through  barter,  and  the  IRS 
need  never  be  any  the  wiser. 

The  vehicles  for  all  of  this  bartering 
are  formalized  barter  organizations. 
One  of  the  biggest  stumbling  blocks 


to  barter,  of  course,  is  finding  the 
right  things  to  swap  for,  and  people 
who  want  to  swap  for  what  you  have 
when  you  want  to. 

Modern  barter  clubs  do  more  than 
match  up  people  who  want  to  adver- 
tise goods  for  swap;  they  serve  as 
banks  and  clearinghouses  for  traders. 
A  restaurant  owner,  for  example, 
might  barter  "due  bills"  for  meals 
with  a  radio  station,  for  free  advertis- 
ing time — on  his  own.  But  through  a 
barter  club,  he  could  offer  meals  to  all 
members  and  receive  credits,  or  in 
some  cases  actual  scrip,  which  can,  in 
turn,  be  used  for  any  or  all  of  the  goods 
and  services  offered  by  fellow  barter 
club  members.  That  could  range  from 
dry  cleaning  to  auto  parts  to  flowers  to 
legal  services  to  television  repair  to 
swim  club  memberships. 

Some  barter  clubs  are  even  nation- 
al— permitting  members  to  use  their 
credits  to  buy  things  clear  across  the 
country. 

The  bartering  concept  tickles  the 
entrepreneurial  fancy  of  many  and  is  a 
handy  way  to  reduce  tax  bracket 
creep.  Indeed,  some  club  members 
can  get  so  caught  up  in  bartering  that 
they  run  into  cash-flow  or  inventory 
problems. 

But  virtually  every  small-business 
person  can  see  some  items  worth  bar- 
tering, such  as  excess  inventory  or 
time.  The  "most  wanted"  items,  ac- 
cording to  a  recent  survey  compiled 
by  a  Barter  Systems,  Inc.  franchiser  in 
Tarzana,  Calif.,  include,  in  order:  of- 
fice furniture,  office  stationery  and 
supplies,  masonry,  bricklaying,  cloth- 


ing, furniture,  landscaping  services 
camera  equipment,  copiers  and  sup 
plies,  and  typesetting  services. 

There  is  another  reason  for  tht 
mushrooming  of  barter  clubs — run 
ning  them  can  be  very  profitable,  h 
most  clubs,  members  have  to  pay  ; 
vigonsh  on  every  transaction.  Am 
there  are  often  membership  fees  anc 
annual  dues.  The  vigonsh,  moreover 
usually  has  to  be  paid  in  cash — not  ir 
credits. 

Hence  sponsors  are  always  urginj 
their  members  to  stay  as  active  a; 
possible. 

Typical  of  the  barter  organization; 
is  SNTCOR  of  Woodland  Hills,  Calif, 
with  over  SO  branches  spread  all  ove: 
the  country.  Individuals  put  up  $30C 
to  join,  but  that  amount  is  credited  t< 
the  member's  account — in  trade  do] 
lars.  But  every  time  the  member  buy- 
something  with  his  credits,  he  musi 
pay  his  club  8%  to  10%  of  the  fail 
market  value  of  his  purchase — ir 
cash.  And  whenever  he  makes  a  sale, 
he  must  pay  the  club  5%  of  the  value, 
deducted  in  credits. 

The  dangers  of  a  well-established 
bartering  network,  from  the  tax  col- 
lector's view,  are  obvious.  A  business- 
man could  easily  be  tempted  to  turn 
his  inventory,  or  spare  professional 
time,  into  personal  goods  ranging 
from  cars  to  jewelry  to  vacation  trips. 
A  lawyer  could  easily  amass  enough 
barter  credits  to  "pay"  for  his  typing 
services,  messenger  bills,  accounting 
fees — as  well  as  personal  goods.  And  if 
the  barterers  involved  don't  care  to 
inform  the  IRS  of  any  of  this,  there 
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jseems  to  be  little  the  IRS  can  do  ex- 
cept hope  to  turn  up  evidence  of  unde- 
clared bartering  activity  through  rou- 
tine audits. 

It  shouldn't  be  surprising,  then,  that 
the  agency  has  declared  war  on  barter. 
As  far  back  as  September  1979,  after 
hearings  before  the  House  Subcom- 
mittee on  Government  Operations  on 
barter  systems,  the  director  of  the  IRS 
Examination  Division  instructed  re- 
gional and  district  offices  to  identify 
and  select  returns  of  barter  exchanges 
and  their  owners,  and  to  compile  lists 
of  their  members  and  transactions  by 
using  John  Doe  summonses.  The  proj- 
ect was  formally  incorporated  into  the 
IRS  Manual  on  Mar.  1 1,  1980,  and  the 
battle  against  barterers  has  been  rag- 
ing ever  since. 

Recently,  the  IRS  won  an  important 
skirmish  that  should  send  shivers 
down  the  spines  of  barter  club  mem- 
bers who  have  not  been  reporting  all 
income  from  trading  activity. 

A  U.S.  district  court  upheld  the  IRS' 
right  to  obtain  from  a  barter  club  the 
names  of  the  club's  members  and 
records  of  their  transactions.  The  bar- 
ter exchange  in  question  was  man- 
aged by  Perry  Constantmides,  who 
apparently  did  not  adequately  report 
its  commission  income  on  his  tax 
returns.  The  IRS  wanted  the  club's 
records — which  would  necessarily  in- 
clude the  names  of  members  and  their 
recorded  transactions.  This  time  the 
IRS  won. 

However,  according  to  Dr.  Robert 
Brady  of  Barter  Systems,  Inc.,  which 
has  some  60  franchises  with  a  total  of 
over  20,000  barter  accounts,  the  war 
isn't  over.  In  other  states  the  IRS  was 
not  allowed  to  see  membership  lists  of 
clubs  being  audited. 

To  be  on  the  safe  side,  some  clubs 
are  "erasing"  their  computers  of 
transactions  every  twelve  months  or 
less.  But  each  club  must  still  maintain 
membership  lists,  and  there  is  always 
the  possibility  the  IRS  could  get  its 
hands  on  them. 

Of  course,  it  is  certainly  possible  to 
participate  in  barter  and  report  any 
"income"  from  it.  For  many  traders, 
there  would  still  be  benefits.  But  the 
heavy  vigorish  that  has  to  be  paid  on 
transactions,  on  top  of  taxes,  might 
take  most  of  the  bloom  off  many  bar- 
ter deals. 

Then,  too,  there  are  plenty  of  pit- 
falls for  the  neophyte  who  joins  a  bar- 
ter club.  Some  clubs  that  use  scrip — 
just  like  the  U.S.  Treasury — cannot 
resist  the  temptation  to  print  too 
much  paper.  And  the  value  of  the 
scrip  has  to  be  heavily  discounted — 
something  that  the  new  members  are 
not  always  quick  to  realize. 


The  best  book  to  come  along  on  the 
subject  is  The  Barter  Way  to  Beat  Infla- 
tion, by  George  W.  Burtt  (Everest 
House,  $6.95),  who  is  himself  an  ex- 
ecutive of  a  trade  club.  It's  must  read- 
ing for  anyone  considering  joining  a 
barter  club. 


What  price  headhunting? 

If  you  could  get  your  hands  on  the 
money  your  company  would  pay  a 
headhunter  to  replace  you,  you  prob- 
ably would  stop  griping  about  your 
salary  for  a  long  time  to  come. 

Headhunters'  fees  have  gone 
through  the  roof  over  the  past  decade. 
"It's  getting  to  the  point  where  some 
people  think  it  is  a  little  obscene," 
says  James  Kennedy,  editor  of  Execu- 
tive Recruiter  News ,  Fitzwilliam,  N.H. 


Editor  James  Kennedy 
Headhunter'sfees  "obscene. 


Recently,  some  of  the  major  firms 
have  quietly  lifted  their  fees  yet  an- 
other 3.3%.  That  alone  may  not  seem 
like  much,  but  to  some  companies  it 
could  be  the  last  straw.  The  total  fee 
now  charged  by  most  top  firms  is  fully 
one-third  of  your  first  year's  annual 
salary  and  bonus. 

Wbat  especially  galls  clients,  says 
Kennedy,  is  the  double  whammy  ef- 
fect of  those  percentage  increases. 

"With  the  sharp  increases  in  sala- 
ries, the  recruiters  are  working  off  a 
higher  base.  Search  fees  have  actually 
doubled  in  the  last  decade,"  he  notes. 

Back  in  1971,  for  example,  head- 
hunters  typically  charged  25%  of  a 
$30,000  salary.  The  search  fee,  not 
including  bonus  or  extra  expenses, 
came  to  $7,500.  Now  the  same 
$30,000  position  pays  at  least  $45,000 


per  year.  Charging  33.3%  means  the 
search  fee  is  at  least  $15,000.  "And 
recruiters  negotiate  fees  based  not 
only  on  salary  but  also  on  any  guaran- 
teed bonuses.  Add  in  expense  fees, 
and  the  total  cost  can  really  get  up 
there,"  says  Kennedy. 

Carl  Menk,  president  of  Boyden  As- 
sociates in  New  York,  charges  clients 
33.3%,  as  do  such  powerhouse  firms 
as  Russell  Reynolds,  Heidrick  & 
Struggles,  Paul  Ray,  and  KomTerry 
International.  Menk  concedes  that 
there  is  a  double  billing  effect,  but  he 
points  out  there  has  been  a  corre- 
sponding jump  in  the  salaries  paid  to 
staff  recruiters  as  well  as  in  other 
costs.  "We  raised  our  fee  to  30%  back 
in  1973,"  says  Menk.  "Since  then,  our 
rent  and  phone  costs  have  more  than 
doubled.  Our  payroll  taxes  are  up 
130%.  We  have  had  to  open  more 
branches  around  the  world  to  recruit 
on  a  local  level.  And  we  spend  nearly 
twice  as  much  time  as  we  did  a  few 
years  ago  on  a  search." 

Lester  Korn  of  Korn/Ferry  Interna- 
tional was  one  of  the  first  to  raise  fees 
late  last  year.  Korn  doesn't  buy  the 
double-dip  logic  because  not  all  firms 
saw  substantial  leaps  in  the  salaries 
their  clients  pay.  Korn's  clients'  aver- 
age base  salary,  excluding  bonus,  is 
between  $75,000  and  $100,000. 
"Those  salaries,"  he  explains, 
"haven't  perceptibly  increased  at  all 
in  the  last  few  years." 

Max  Ulrich,  president  of  Ward 
Howell,  doesn't  agree  with  these  argu- 
ments. Ward  Howell  considered  rais- 
ing its  fees  but  encountered  some  re- 
sistance from  clients.  "If  the  other 
firms  can  charge  33.3%  and  get  away 
with  it,  fine.  But  I  suspect  that  there 
is  a  cap  on  what  people  will  pay." 

Says  Frank  Beaudine  of  Eastman  & 
Beaudine  in  Chicago,  "I  don't  see  the 
reason  for  the  extra  3.3%  charge.  Why 
not  charge  35%  or  40%  ?" 

William  Battalia  of  Battalia  &  Asso- 
ciates, who  charges  only  30%,  says, 
"It  seems  like  an  easier  number  to  say 
to  a  client — 'We'll  charge  one-third  of 
salary  and  bonus.'  " 

Some  firms  who  are  charging  high- 
er fees  have  had  client  defections,  but 
others  claim  no  one  has  left. 

Menk  says  that  the  reason  for  cli- 
ents' loyalty  is  twofold.  First,  they  are 
convinced  that  their  own  headhunter 
will  generally  snare  the  best  person  for 
the  job.  Second,  although  a  headhunt- 
er may  cost  more  in  the  short  run 
than  the  in-house  staff,  ultimately  the 
recruiter  is  cheaper. 

A  typical  search  for  a  $60,000  ex- 
ecutive takes  the  recruiter  3  months 
versus  4Vz  for  an  in-house  staff  search, 
Menk  claims.  And  a  Boyden  search 
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The  Porsche  928  offers  unprecedented  visibility.  It  surrounds  the 
driver  "with  over  29  sq.  ft  of  tinted  glass  At  no  point  is  more  than 
63'-  of  the  driver  s  full  36CT-  panorama  obscured  The  driver's 
outside  rearyiew  mirror  is  electrically  adjustable  and  heated  (as  is 
^f^Optional  passenger  mirror j. 

9:28  s  steering  wheel/instrument  cluster  can  be  adjusted  up 
or  dq&n  to  suit  different  hanr^and  eye  heights.  The  results: 
instruments  such  as  the  electronic  tachometer,  speedometer,  and 
fuel: ;oif.  and  coolant  gauges  are ajways  visible  And  controls 
such  as  the  headlight,  foglight.  and  emergency-flasher  switches 


remain  in  their  designed  relationship  to  the  steering  wheel 
The  928  s  front  bucket  seats  are  designed  to  hold  you  in  wit 
imperceptible  support,  and  thus  reduce  fatigue.  The  seats  are 
adjustable  for  length  and  inclination.  (With  optional  power  se< 
height  is  also  adjustable  )  Even  the  pedals  are  adjustable. 
As  standard  equipment,  the  928  offers  a  choice  of  manual  or 
automatic  transmission.  Because  of  the  928  s  power  (220  hp ; 
5500  rpm)  and  torque  (265  ft  lbs  at  4000  rpm).  either  transmis 
provides  true  sports-car  performance. 
The  928  also  has  variable-boost,  power-assisted,  rack-and-pir 


Porsche  928 


id  we  make  the  components  adjustable  to  suit  the  individual  driver- 
cause  from  racing,  we've  learned  personal  fitting  is  one  of  the  best 
lys  to  optimize  driver  performance. 


11 


-11 


1 1  lJtoMMBir"*iT 


I  lent  road-feel  feedback  and  precise  control. 

dditional  standard  equipment  includes:  Automatic  cruise 
antral.  Power  disc  brakes.  Power  windows.  Fold-out  arm  rests, 
igh-cut  pile  carpeting.  Four  stereo  speakers.  Leather-covered 
eering  wheel,  dashboard,  center  console,  and  door  panels.  And 
headlight  washing  system 

ome  people  may  view  this  equipment  as  a  luxury  But  at 
orsche,  we  view  it  as  a  means  to  optimize  driver  perfor-       v  * 
lance.  Priced  at  more  than  $38,000,  the  928  is  the  newest 
nd  finest  Porsche. Test  drive  it  today.  For  your  nearest 


dealer,  call  toll-free:  (800)447-4700.  In 
PORSCHE  +  AUDI 

NOTHING  EVEN  COMES  CLOSE 


linois,  call:  (800)  322-4400. 


Personal 
Affairs 

would  cost  $40,000  vs.  upwards  of 
$37,000  for  an  in-house  staff.  Menk's 
point  is  that  the  fee  and  the  time 
required  are  fairly  firm,  while  the  in- 
house  staff  search  could  take  much 
longer  and  be  more  costly. 

But  if  clients  aren't  jumping  ship  to 
cheaper  firms,  they  are,  shall  we  say, 
negotiating  harder  on  the  very  high- 
paying  jobs.  On  a  $500,000  CEO  job, 
for  example,  few  clients  will  stand  for 
a  full  33 '/*  %  fee.  Considering  bonuses 
and  other  charges,  that  could  net  the 
recruiter  over  $300,000.  A  more  typi- 
cal fee  for  finding  such  an  executive 
would  be  around  $150,000. 

And  now,  in  view  of  the  stiffer  fees, 
some  companies  are  negotiating  even 
for  the  $200,000  positions.  A  typical 
fee  might  now  be  closer  to  $50,000. 

From  the  executive's  point  of 
view — the  guy  whose  scalp  is  the  mat- 
ter of  all  this  wrangling — the  head- 
hunter  is  hardly  a  thief,  of  course.  He 
is  more  an  angel.  For  the  recruiter  is 
out  to  negotiate  as  fat  a  deal  as  he  can 
for  you  since  his  ultimate  fee  goes  up 
proportionately. 

There  is  no  doubt  that  charging  flat 
fees  for  given  jobs,  and  not  percent- 
ages of  salaries,  would  be  much  pre- 
ferred by  employers.  Indeed,  that  is 
the  system  commonly  used  in  Europe. 
The  prospective  employee,  however, 


doesn't  necessarily  feel  that  way.  He 
would  just  as  soon  see  the  headhunter 
have  a  personal  stake  in  getting  him 
the  best  possible  deal. — Gerald  Odeninj- 


Travel  commissions 

Flor  years,  companies  that  spend 
fortunes  annually  on  travel  and  ho- 
tel accommodations  have  bristled 
about  not  getting  any  rebates  or  com- 
missions, the  way  travel  agents  do. 
The  company  transportation  depart- 
ment acts  as  a  travel  agency — but  the 
company  foots  the  bill  and  gets  noth- 
ing in  return. 

Now,  however,  a  growing  number 
of  companies  are  switching  over  to 
"in-plant"  travel  departments.  They 
are  actually  outside  travel  agencies 
with  one  or  two  people  working  full 
time  to  handle  company  travel  needs. 
The  agency  shares  the  profits  on  its 
commissions  (generally  10%  of  inter- 
national and  3%  of  domestic  book- 
ings) with  the  corporation. 

The  savings  can  be  sizable,  indeed. 
Besides  not  having  to  pay  up  to 
$40,000  per  employee  in  salary  and 
benefits,  there  is  the  return  of  some- 
cash  from  the  agency. 

"Many  firms  with  established  in- 
house  travel  departments  (and  usually 
more  than  $1  million  in  air  travel  per 
year)  are  entering  into  in-plant  agree- 
ments as  fast  as  they  can  get  them 
written,"  reports  Runzheimer  &  Co. 

The  dollars  involved  are  often  sub- 
stantial. By  one  estimate,  in  1980  U.S. 
companies  spent  $55  billion  on  busi- 
ness travel.  Roughly  one-half  of  the 
passenger  revenues  of  domestic  air- 
lines, 80%  of  car  rental  revenues  and 


Boyden  Associates'  Carl  Menk 

Still  cheaper  in  the  long  run  than  an  in-house  search. 


65%  of  hotel  occupancy  were  derived 
from  business  travelers. 

According  to  Runzheimer,  there  are 
now  at  least  127  in-plant  travel  de- 
partments in  major  corporations, 
compared  with  only  12  at  the  end  of 
1979.  Companies  that  now  have  in- 
plant  agencies  include  AT&T,  Bab- 
cock  &  Wilcox,  W.R.  Grace  &.  Co.  and 
Procter  &  Gamble. 

While  many  experts  think  the  day 
is  coming  when  airlines  will  pay  com- 
missions directly  to  corporations,  as 
they  now  do  to  travel  agencies,  the  in- 
plant  agency  could  be  a  way  of  getting 
at  least  half  a  loaf  right  now. 


Shifting  rate  mortgages 

If  you  are  in  the  market  for  a  home, 
the  chances  are  pretty  good  you 
may  have  to  settle  for  an  adjustable,  or 
variable-rate  mortgage.  Fixed-rate 
mortgages  are  going  the  way  of  the 
wraparound  porch. 

The  question  is,  then,  which  adiust- 
ment  rate  mortgage  do  you  take?  Of 
great  importance  here  is  the  yardstick 
that  is  used  to  determine  how  much 
your  payments  will  fluctuate. 

Basically,  lenders  will  base  their 
rates  on  one  of  three  indices:  six- 
month  Treasury  bills;  three-year 
Treasury  obligations;  or  the  home 
loan  rates  as  surveyed  by  the  Federal 
Home  Loan  Bank  Board. 

According  to  Alan  Crittenden,  who 
writes  a  newsletter  on  real  estate  fi- 
nancing, you  will  probably  be  better 
off  having  six-month  Treasuries  as  an 
index,  if  you  can  get  it.  His  reasoning 
is  that  while  such  short-term  rates  are 
highly  volatile,  you  will  probably  get  a 
break  when  short-term  rates  rise  way 
above  the  money  market.  Reason: 
The  lender  won't  want  to  raise  you  as 
high  as  he  can  for  fear  you  might 
prepay  your  loan  and  go  elsewhere  for 
a  new  one.  (There  is  generally  no  pen- 
alty for  doing  this.) 

On  the  other  hand,  when  the  short- 
term  rates  drop  drastically,  you  will 
get  full  advantage  of  those  lower  rates 
sooner  than  if  any  of  the  other  indices 
were  used. 

The  worst  index  for  you,  says  Crit- 
tenden, is  the  cost  of  funds  index 
compiled  by  the  Federal  Home  Loan 
Bank  Board.  Reason:  The  index  is  ab- 
normally low  compared  with  today's 
market  interest  rates.  But  as  savers 
switch  their  funds  from  low-yielding 
certificates  to  higher-yielding  money 
market  instruments,  the  cost  of  funds 
index  will  rise  dramatically,  even  if 
interest  rates  in  general  stay  level. 

Whatever  index  is  used,  you  can 
certainly  expect  some  big  changes  in 
your  monthly  mortgage  payments  ev- 
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Introducing  Royal  Ambassador  Service 


In  First  Class,  good 
is  not  good  enough. 

The  very  least 
you  should  expect 
is  excellence. 
That  said,  we  present  a  First 
Class  service  which  we  believe 
not  only  meets  that  standard,  but 
sets  it. 

Royal  Ambassador  Service, 
from  TWA. 

A  better  class  of  seat. 

Our  seats,  for  one,  are  more 
comfortable  than  ever.  (Not 
surprising.  They've  been 
redesigned  with  that  in  mind. ) 


Our  new  747  Sleeper- 
Seat  reclines  farther  than 
ever  before. 


We've  installed  brand  new 
Sleeper- Seats SM  in  our  747's  as 
well— seats  which  recline  farther 
than  ever.  So  naturally,  falling 
asleep  in  one  is  simpler  than  ever. 


An  appeal  to  one's 
good  taste. 

The  food  will  come  as  a  rather 
pleasant  surprise. 

On  international  flights, 
for  example,  there's  American 
caviar.  Chateaubriand  with  sauce 


Perigueux.  Lobster  Thermidor. 
Vintage  wines  from  California 
and  France.  Liqueurs,  cognacs, 
cordials,  and  more. 

Nor  does  the  service  fall 
short  of  what's  being  served. 

It's  personal,  unharried 
and,  like  our  silver,  highly 
polished. 

A  check-in  area  and 
a  lounge  to  call  your  own. 

In  most  airports,  there's  a  special 
Royal  Ambassador  desk  to 
speed  you  through  check-in  and 
a  special  lounge  for  transatlantic 
passengers  to  relax  in  before  the 
flight. 

So  call  your  travel  agent, 
corporate  travel  department  or 
TWA.  And  experience  for 
yourself  one  of  the  finer  things  in 
flight. 

Royal  Ambassador, 
Service,  from  TWA. 


You're  going  to  like  us 


Royal  Ambassador  Service  is  available  on  every  transatlantic  and 
transcontinental  route  we  fly  as  well  as  selected  shorter  domestic  flights. 


Personal 
Affairs 


cry  time  the  rate  is  adjusted.  Obvious- 
ly, it  pays  to  find  a  lender  that  will 
limit  the  amount  of  fluctuation  to, 
say,  several  points.  But  bear  in  mind 
that  if  you  had  an  ad)ustable-rate 
mortgage  five  years  ago,  based  on  the 
mortgage  market  rate,  your  monthly 
payments  would  have  climbed  over 
60%  by  now.  If  the  index  were  short- 
term  rates  (remember,  five  years  ago 
such  rates  were  abnormally  low),  your 
payments  would  have  nearly  tripled. 

A  percent  or  two  rate  shift  can  be 
dramatic  when  it  comes  to 
your  payments.  If  you  have 
a  $50,000  mortgage,  at 
14%,  and  the  rate  climbs 
to  16%,  your  monthly  tab 
will  rise  S80  per  month, 
from  $592.50  to  $672.50. 

Crittenden's  booklet 
How  to  Adjust  to  Adjustable 
Home  Mortgages  costs  $4. 
Write  Crittenden  Publish- 
ing, Inc.,  P.O.  Box  128,  Ne- 
vada City,  Calif.  95959. 

Where  are 
your  papers? 

Have  you  taken  a  look 
at  your  passport  late- 
ly? If  it  is  coming  close  to 
expiration,  it  might  be  a 
good  time  to  get  started 
on  getting  a  new  one.  Es- 
pecially if  you  can  foresee 
no  overseas  trips  for  a 
number  of  weeks. 

Currently,  passport  of- 
fices around  the  country   

have  been  deluged  with  requests  for 
new  and  replacement  passports.  With 
the  threat  of  a  postal  strike  (now  hap- 
pily averted),  a  jump  in  the  number  of 
travelers  going  abroad  and  a  manpow- 
er shortage,  passport  offices  have  been 
swamped.  Even  by  mail  it  has  taken  as 
long  as  six  weeks  to  get  a  replacement 
passport  issued,  although  the  delay  has 
eased  somewhat.  Recently,  the  crush 
was  so  bad  that  applications  sent  to 
the  New  York  office — the  busiest  by 
far — had  to  be  routed  to  Philadelphia 
for  processing. 

To  be  on  the  safe  side,  leave  six 
weeks  if  you  apply  by  mail.  (First-time 
applicants  must  apply  in  person,  how- 
ever.) You  can  pick  up  an  application 
at  any  post  office  or  local  court.  Mail 


the  completed  application,  together 
with  your  expiring  passport,  a  check 
or  money  order  for  $10  and  two  suit- 
able passport  photos  to  the  nearest 
passport  office.  There  are  14  offices  in 
14  cities. 

Waiting  until  the  last  minuteto  get 
a  replacement  passport  will  inevitably 
mean  having  to  spend  hours  in  line. 
(The  worst  months  are  mid-March 
through  July.) 

But  if  you  are  really  in  a  bind — say, 
you  suddenly  discover  your  passport 
will  expire  while  you  are  overseas,  and 
you  are  leaving  in  a  few  days — there 
are  "emergency"  procedures  avail- 
able. You  have  to  prove  the  need  for 
getting  the  passport  in  a  hurry — your 
airline  ticket  will  usually  suffice — and 
you  can  usually  be  accommodated 
within  a  matter  of  hours.  But  you  will 
have  to  buck  those  lines,  at  least  dur- 


New  York  Passport  ( office  on  a  steamy  July  day 
Consequences  of  waiting  until  the  last  minute. 


ing  peak  travel  periods. 

According  to  Joseph  Callahan, 
agent  in  charge  of  the  New  York  of- 
fice, "The  stronger  dollar  seems  to  be 
urging  a  lot  of  people  to  travel  abroad 
this  year.  Volume  is  up  significantly 
over  last  year." 

Moral:  Check  the  expiration  date 
on  your  passport  and  don't  go  down  to 
the  wire. 


Loose  ends 

The  pink  slip  may  have  a  silver  lin- 
ing these  days.  Four  out  of  five 
executives  who  are  fired  receive  triple 
the  average  severance  pay  paid  only 
five  years  ago,  according  to  Thomas 
M.  Camden,  an  outplacement  special- 


ist in  Hinsdale,  111.  "Increasing  num- 
bers of  companies  have  tripled  the 
length  of  their  severance  payouts 
from  an  average  of  one  month's  pay  to 
three  months'  or  more,"  says  Cam- 
den. A  big  reason,  he  says,  is  that 
companies  want  to  avoid  the  costs 
and  adverse  publicity  of  law  suits. 

Interest-free  loans  to  your  kids  or  ag- 
ing relatives  can  make  a  lot  of  sense  if 
you  are  in  the  upper-income  brackets. 
Income  from  the  loan  is  taxable  to 
offspring  or  the  aging  relative  at  their 
lower  (presumably)  levels,  and  you  get 
the  principal  back  whenever  you  want 
it.  The  loan  can  be  especially  useful 
when  your  kids  are  going  to  college. 
According  to  Deloitte  Haskins  &. 
Sells,  a  major  accounting  firm,  here's 
how  a  loan  might  work:  A  taxpayer  in 
the  70%  tax  bracket  loans  his  son 
$50,000 — interest  free.  The  cash  is 
put  into  a  money  market  fund,  yield- 
ing an  average  of  12%.  This  throws 
off  $6,000  annually,  on  which  the  tax 
bill  would  be  $844  (if  the  child  has  no 
other  income).  Had  you  invested  the 
money  for  yourself,  the  tax  would  be 
$4,200  on  that  $6,000.  There  are  cer- 
tain conditions  that  have  to  be  met — 
such  as  setting  up  a  custodian  in  the 
case  of  a  minor,  making  the  loan  pay- 
able by  demand  and  precluding  the 
forgiving  of  the  loan.  But  your  attor- 
ney or  accountant  should  have  no 
trouble  structuring  the  loan  properly. 

Ultralight  aircraft  are  winning  new 
enthusiasts  daily  (Forbes,  May  25). 
Now  there  is  a  basic  handbook  of  ul- 
tralight aviation,  by  Michael  A.  Mar- 
kowski.  It  describes  the  various  mod- 
els available  and  is  also  a  basic  flight 
manual  for  the  powered  hang-gliders. 
Ultralight  Aircraft  is  available  for 
$12.95  in  paperback,  from  Ultralight 
Publications,  P.O.  Box  234, 
Hummelstown,  Penna.  17036. 

"Safe"  money  market  funds,  which 

invest  solely  in  U.S.  government  se- 
curities, have  really  taken  root  with 
the  investing  public,  according  toDon- 
oghue's  Moneyletter  (Holliston,  Mass. 
01 746).  The  "government  only"  funds 
have  grown  from  $487  million  in  as- 
sets two  years  ago  to  over  $5.5  billion 
currently.  There  are  now  17  such 
funds,  up  from  4  just  two  years  ago. 
Most  of  the  growth  recently  has  been 
in  5  funds:  NRTA  AARP  U.S.  Govern- 
ment Money  Market  Trust,  First  Vari- 
able Rate  Fund  (despite  the  publicized 
embezzlement  of  $1.5  million  by  one 
employee  of  the  fund),  Fund  for  Gov- 
ernment Investors,  and  Capital  Preser- 
vation Funds  I  and  n. 
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WHEN  AMERICAN  BUSINESS  HITS  THE  ROAD, 
AMERICAN  BUSINESS  MEETS  AT  HILTON. 


HILT 

AMERICAS  BUSINESS 


Onesimus  Robi,  coffee  farmer,  talking  about  his  son  Francis  Mburu,  sales  manager  at  Henkel  Kenya. 

"For  our  people  here, 
Henkel  is  almost  like  a  second  village 


"It's  like  uprooting  a  coffee  shrub. 
That's  how  Kenyans  feel  when  they 
are  forced  to  leave  their  home  villages. 
Yet  the  soil  here  cannot  feed  us  all. 
So,  many  young  people  have  had  to 
move  from  their  villages.  My  son, 
for  example. 

From  the  rural  village  to  a  large  city 
like  Nairobi  and  Henkel  -  these  are 
just  worlds  apart.  And  yet  everything 
turned  out  fine.  One  reason  for  this 
is  that  companies  like  Henkel  don't 
simply  come  along  looking  for  cheap 
labour.  No,  they  really  care  for  the 
people  working  for  them.  To  begin 
with,  Henkel  arranged  for  the  most 
important  thing  of  all,  a  flat.  Here 
Francis  Mburu  can  feel  truly  at  home. 
Then,  Henkel  sent  him  for  an  on-the- 
job  trainee  program  to  Europe  and 
Nigeria. 


Meanwhile  he  has  become  a  manager 
in  the  Henkel  sales  department. 
He  has  a  lot  of  travelling  to  do,  selling 
industrial  cleaners  to  customers  such 
as  dairies,  breweries,  hotels  and  so  on. 
Therefore,  he  has  to  go  on  safaris  very 
often  -  this  is  what  we  call  these 
business  trips. 

1  know  the  people  Francis  Mburu 
works  with.  I  invited  them  to  my  small 
coffee  farm.  And  drinking  homemade 
beer  we  had  a  wonderful  time,  chat- 
ting late  into  the  night. 
A  thing  1  have  come  to  realize  is  that 
our  traditions  and  modern 
industry  can  exist  side 
by  side.  That  is  provided 
people  are  treated  with 
due  respect.." 

My  son  Francis 


Henkel  Kenya  Ltd.,  Nairobi,  Kenya, 
is  one  of  more  than  100  companies  ol 
the  Henkel  group,  situated  in  more 
than  40  countries.  Worldwide  sales 
1980  =  7.6  billion  DM.  33,000  em- 
ployees. Headquarters  Diisseldort, 
Federal  Republic  of  Germany.  Product 
range  includes  laundry  products, 
household  cleaners,  cosmetics,  adhe- 
sives,  industrial  cleaners,  oleochemi- 
cals,  auxiliary  products  for  textile  and 
leather  industries.  Over  8,000  products 
for  all  walks  of  life. 


Chemistry  working  for  you. 


The  Forbes/ Wilshire  5000  Review 


2000 


;  Market  value  of  Wilshire  5000: '. 
$1,353.2  billion  as  of  7/24/81 


Wilshire  5000  Equity  Index 

All  stocks  with  daily  prict  quotations, 
weighted  by  market  value 


Percent  change  in  last  two  weeks 
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Is  a  market  bottom  in  sight?  Although  stocks  continue 
to  lose  ground,  the  most  recent  two-week  slide  was  much 
gentler  than  the  early  July  decline.  The  market  as  mea- 
sured by  the  Wilshire  Index  was  down  only  0.5%  over  the 
period — compared  with  the  preceding  3.4%  slump. 

Another  sign  that  the  summer  doldrums  may  be  ending 
is  trading  volume.  In  the  most  recent  two-week  period, 
Big  Board  volume  was  4%  less  than  it  was  in  the  earlier 
period  after  adjusting  for  one  less  trading  day.  This  sug- 
gests that  there  are  fewer  sellers  looking  to  dump  stock. 
Factor  out  the  frenetic  activity  in  energy  issues  fueled  by 
merger-itis,  and  Wall  Street  may  be  approaching  what 
some  technical  analysts  see  as  a  support  level. 


On  a  fundamental  basis,  investors  are  receiving  mixed 
signals:  Red  lights  warn  of  an  economic  slowdown,  high 
interest  rates  and  weakness  in  earnings.  Some  green 
lights:  prospects  of  a  tax  cut  and  reduced  federal  spending, 
cheaper  energy,  higher  retail  sales.  Still,  until  the  economy 
shows  clear-cut  direction,  the  predominant  mood  is  likely 
to  be  neither  bullish  nor  bearish. 

In  the  meantime,  the  market  is  retrenching  to  a  conser- 
vative middle  ground.  High-volatility,  high-growth,  high- 
P/E  and  low-yield  stocks  are  backing  off  more  than  their 
counterparts.  Yet  the  blue-chip  issues  are  also  being  pun- 
ished. In  the  most  recent  two  weeks,  the  Dow  fell  almost 
twice  as  far  as  any  of  the  other  market  indicators. 


Close-up  On  The  Equity  Markets 


Performance  of  five  leading  indexes 

Percent  change 

Wilshire 
5000 

Dow  Jones 
industrials 

NYSE 
Composite 

ASE  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

-3.2 

-5.7 

-3.1 

-3.2 

-5.4 

in  last  52  weeks 

10.5 

2.0 

8.0 

15.9 

22.6 

Stock  performance  based  on  five  key  investor  yardsticks 

Percent  change 

Volatility  * 

P/E  multiple 

Dividend  yield 

Growth  profile  t 

Share  price 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

-6.4 

-2.2 

-6.0 

-2.7 

-2.8 

-4.6 

-5.1 

-3.7 

-3.5 

in  last  52  weeks 

39.9 

11.6 

33.7 

20.7 

4.8 

38.0 

36.3 

15.9 

13.7 

42.4 

•  A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations;  low-volatility  issues  are  more  stable, 
t  A  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Note  All  data  for  periods  ending  7/24/8 1  Prepared  by  Wilshire  Associates,  Santa  Monica,  Cahf 
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WhereThe  Action  Is 


A  spotlight  with  a  narrow  focus.  The  battle  for  Conoco 
is  focusing  Wall  Street's  attention  on  energy.  Other  com- 
panies may  also  be  up  for  grabs.  In  fact,  the  limelight  is 
now  being  extended  to  asset-rich  railroads.  Transporta- 
tion was  the  only  group  other  than  energy  to  finish  the 
last  two  weeks  in  the  black. 

On  a  52-weck  basis  only  the  transportation  stocks  have 
produced  returns  better  than  money  market  funds.  Sup- 


port for  the  railroads  and  a  lift-off  of  airlines  from  their) 
low-altitude  performance  of  early  1980  have  helped.  If  the| 
economic  downturn  worsens  and  rail  shipments  and  pas-' 
senger  levels  drop,  however,  transportation  stocks  are 
vulnerable..  As  we  report  elsewhere  (see  p  115),  analysts! 
are  scaling  back  earnings  projections  for  airlines  and| 
trucking  companies.  Other  groups  that  may  be  hurt  by! 
declining  profits  include  finance  and  technology. 


Percent  change  in  last  52  weeks  1    Y^V^  Percent  change  in  last  two  weeks 


Capital  goods 


+75% 


+  50 


+  25 


'  ■  '  '  '  '  I i  .  i  i  i  ■  ■ 

'M  -81 


Energy 

+75% 

'J 

0 

I  i  i  i  I  I  i  i  I  I 

1 

1  I  1  I  I  I  1  1  1  M 



1  1  1  1  1 

'80 

'81 

Technology 


75% 


+  50 


'  '       l  '  '  '  I  I  I  I  I  I  i  i  i  i  I  I  I  i  I  i  I  I  I 
80 


•81 


Consumer  durables 


+  75% 


+  50 


+25 


I'  '  '  'I  I  I  I  I  I  I  I  I  I  i  I  I  I  I  I  I  i  I  I 
'80  '81 


Finance 

+  75% 

+  50 

+25 

0 

1  1  I  I  1  I  1  1  1  1  1  1  1 

O 

1 1 1 1 1 1 1 1 1 1 1 1 1 

'80  1 

'81 

Transportation 


+75% 


+50 


_ 


+  25 


'80 


l  l  I  I  I  I  I  l  I  I  I  I  I  I  I  I  I  I 
'81 


Consumer  nondurables  and  services 


+  75% 


+  50 


+  25 


I'  I  I  I  I  I  I  I  I  I  1  I  I  i  i  I  i  I  I  I  I  I  I  I  i  I 
'80  '81 


Raw  materials 


+  so 


►  25 


-2.1 


I  I  l  I  l  I  I  I  I  I  I  I  I  l  I  I  I  1  I  I  I  I  1  I  1  I 
'80  '«« 


81 


Utilities 


+  50 


+  25 


'  '  I  I  I  I  I  I  I  I  I  1  I  I  I  I  I  I  I  I 


•80 


•81 


Note:  All  data  lor  periods  ending  7f24/8 1  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif 
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After  five  years 
of  uninterrupted  earnings  growth: 


This  ad  appeared  in  major  financial  publications  in  January  and  February  ol'  1981. 


Industrial  National  Corporation 
announces  its  best 
six  months  ever. 

•  Earnings  during  the  first  six  months 
of  1981  were  $16.6  million,  or  $2.69 
a  share,  a  23%  gain  over  the  $2.19 
earned  during  the  first  half  of  1980. 

•  Return  on  common  equity  rose 
to  18.3%. 

•  Return  on  each  $100  of  assets  rose 
to  99  cents. 

•  Assets  now  exceed  $3.7  billion. 
Our  ever-improving  performance  is 

the  product  of  an  ongoing  commitment 
to  growth,  a  forward-thinking  plan,  and 
the  ability  to  carry  it  out. 

That  plan  calls  for  geographic  diversi- 
fication. In  1971  we  had  53  offices  in  one 
state.  Today  we  operate  over  200  offices 
in  23  states  and  4  foreign  countries  . . . 
with  more  to  come  as  we  continue  to 
unfold  our  ambitious  but  prudent  pro- 
gram for  global  expansion. 

And  it  calls  for  business  diversifica- 


tion. Building  on  our  base  as  one  of  New 
England's  major  commercial  banks,  we 
added  highly  profitable,  continually 
growing  subsidiaries  which  now  include: 

•  One  of  the  country's  largest  mortgage 
servicing  companies 

•  A  highly  successful  consumer  finance 
company  operating  in  the  heart  of  the 
Sunbelt 

•  An  innovative  leasing  company  with 
offices  strategically  located  in  major 
cities 

•  A  New  York-based  factoring  and 
commercial  finance  company  which 
consistently  produces  a  high  return. 
Vital,  too,  is  our  commitment  to  iden- 
tifying and  serving  growth  industries 
such  as  jewelry,  energy,  cable  t.v.,  fishing 
and  high  technology.  Because  their 
growth  means  that  we'll  continue 
to  grow. 


Einally,  we  continue  to  make  signi- 
ficant advances  in  our  technological 
support  systems  to  further  improve  the 
efficiency  of  our  growing  business. 

The  result:  a  diversified  financial 
services  company  uniquely  capable  of 
growing  in  today's  rapidly  changing 
financial  services  environment. 

5  INCORP 

Thinking  ahead 
to  stay  ahead. 

NYSE-INB 
Slock  Page  lisling  Ind  Nail 
Dividends  paid  every  year  since  1792. 


Indusirial  Nalional  Bank,  Providence,  RI  •  Inlcasing  Corp.,  Providence,  Rl  •  Ambassador  Factors  Corp.,  New  York,  NY  •  Mortgage  Assoc.,  Inc.,  Milwaukee,  VX'I 
Kensington  Mortgage  &  Finance  Corp.,  Milwaukee,  WI  ■  Southern  Discount  Co.,  Atlanta,  OA  •  Information  Sciences,  Inc.,  Providence,  RI  •  Indusirial  International  Bank,  New  York,  NY 

•  Industrial  Capital  Corp.,  Providence,  RI  •  Indusirial  National  Mortgage  Co.,  Providence,  RI. 


For  more  information  write:  Cicorgina  Macdonald,  Director,  Corporate  Communications,  InCorp,  55  Kennedy  Plaza,  Providence,  Rhode  Island  02903  or  call  (401)  278-5879. 


IF  THE  INSURANCE  COMMUNITY 
HAS  BUT  ONE  IMPORTANT  MESSAGE 


O  GIVE  CORPORATE  AMERICA  IN  1981 


THIS  IS  THE  FORUM! 


I 

In 
II: 
if 


A  RESPONSE 
BY  THE  INSURANCE 
INDUSTRY 
TO  A  VITAL  NEED:  j 


ASSETS 


by  John  IM.  Cosgrove 


Wee  President 
RICHARD  U.  DOYLE  ASSOCIATES,  mc 


OCTOBER  26TH 
IS  "1-DAY"  IN  FORBES 


A  special  advertising  supplement, 
devoted  to  the  property-casualty  in- 
surance industry,  will  be  published 
in  the  October  26,  1981  issue  of 
Forbes.  A  lively  analysis  of  corporate 
America's  complex  risk  needs,  the 
report  is  authored  for  Forbes  exclu- 
sively by  noted  insurance  journalist, 
John  N.  Cosgrove.  Corporate  Assets 
Protection  will  be  the  best  read  and 
most  quoted  story  of  its  kind  this 
year! 

In  his  analysis  of  the  current 
commercial  insurance  scene,  Mr. 
Cosgrove  covers  the  spectrum  of 
technological,  social,  legal  and 
economic  influences  on  the  insur- 
ance decision-making  process.  The 
changing  relationship  between  the 
commercial  consumer  and  the  in- 
surance industry  is  scrutinized,  as  is 
the  role  of  the  corporate  risk  mana- 
ger, who  has  become  a  key  operative 
in  larger  organizations. 


Self-insurance  and  captive  insur- 
ance companies  are  discussed,  as 
is  virtually  every  phase  of  the  hand- 
ling of  risk  for  improved  cash  flow 
and  profitability. 

Mr.  Cosgrove  calls  upon  exec- 
utives of  leading  insurance  com- 
panies and  associations,  recognized 
experts  on  international  insurance, 
risk  managers,  brokers,  agents  and 
others  for  their  observations. 

The  Forbes  Audience 

The  exclusive  editorial  special  is 
matched  by  Forbes'  unexcelled  top 
management  audience,  including 
331,200  CEO  s,  chairmen,  pres- 
idents and  VP's. 

Buyers  of  insurance,  professional 
risk  managers,  corporate  decision- 
makers —  virtually  everyone  in 
American  business  who  shares  in 
the  responsibility  of  protecting  cor- 
porate assets  —  will  be  reading  this 


supplement.  It's  the  special  of  tf" 
year  —  a  unique  opportunity  fc 
everyone  participating  in  tr 
management  of  risk  to  reach  th 
important  audience. 
The  Advertising  Opportunity 
Closing  date  for  all  advertising  i 
this  supplement  will  be  August  3 
1981.  Early  response  shows  it  w 
be  popular  with  advertisers.  W 
recommend,  therefore,  that  page 
spread  or  insert  units  be  reserve 
at  an  early  date.  Call  Arnold  Prive: 
Director  of  Advertising  Supple 
ments,  in  New  York  (2 1 2)  620-222 
or  your  local  Forbes  representative 


Forbes 

CapitalistTool 
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Statistical  Spotlight 


In  case  you  didn't  know  it,  the  economic  recovery  is  faltering. 
That's  why  Wall  Street  stock  analysts  are  now  rethinking  hun- 
dreds of 1981  earnings  estimates.  Here's  the  latest . . . 


Cuts  that  hurt 


By  Steve  Kichen 
and  Paul  Bornstein 


F|oR  MANY  COMPANIES  1981  Will 
probably  not  go  down  in  annual 
reports  as  a  turnaround  year.  Dis- 
appointing first-  and  even  second- 
quarter  results  have  dampened  much 
of  the  optimism  that  prevailed  on 
Wall  Street  last  fall.  As  a  result  ana- 
lysts are  scrambling  to  scale  down 
many  of  their  earlier  forecasts. 

The  best  index  of  reevaluations  in 
earnings  estimates  comes  from  the 
Institutional  Brokers  Estimate  System,  a 
product  of  Lynch,  Jones  &  Ryan,  a 
New  York-based  brokerage  house.  On 
a  daily  basis  IBES  maintains  and  up- 
dates earnings  projections  for  over 
2,200  public  companies  made  by  more 
than  1,000  analysts.  One  of  its  many 
computer  screens  keeps  tabs  on  the 
percentage  change  in  consensus  esti- 
mates over  a  six-month  period — and 
at  the  moment  this  indicator  is  un- 
usually negative.  According  to  IBES 
statistics,  for  example,  forecasts  haVe 
been  revised  downward  on  781,  or 
54%,  of  the  1,451  companies  for 
which  it  has  estimates  from  three  or 
more  analysts. 

The  biggest  dose  of  bad  news  is  in 
the  savings  and  loans  sector.  These 
stocks,  of  course,  have  fallen  seriously 
over  the  past  six  months.  Still,  even 
though  analysts  had  not  anticipated 
stellar  performance,  the  lack  of  inter- 
est-rate relief  and  a  continuing  exodus 
of  deposits  have  increased  the  flood  of 
actual  and  expected  red  ink. 

Energy,  airline  and  trucking  stocks 
also  have  the  dubious  distinction  of 
being  well  represented  on  the  list  of 
downward  earnings  adjustments. 
Many  energy  companies  are  being 


squeezed  by  an  oversupply  of  oil  and 
low  margins  for  refined  products.  Yet 
energy  and,  to  a  greater  extent,  airline 
and  trucking  stocks  are  the  "beneficia- 
ries" of  recent  deregulation  or  reregu- 
lation.  The  change  in  regulatory  envi- 
ronment is  hurting  some  companies 
more  than  originally  anticipated. 
Transportation  stocks  have  also  been 
hit  by  high  interest  rates  and  a  sluggish 


economy.  The  same  holds  for  firms  in 
the  appliance  and  building  industries. 
Intense  competition  and  overcapacity 
are  hurting  manufacturers  of  electron- 
ics and  computer  equipment. 

The  saddest  of  the  sad,  perhaps,  are 
the  companies  listed  in  the  table  be- 
low. Six  months  ago  they  were  ex- 
pected to  earn  money  in  1981.  Now 
analysts  forecast  losses.  It  is  not  mean- 


Changing  the  ink  from  black  to  red 


Analysts  expected  these  18  companies  to  be  profitable  in 
1981.  Such  optimism  no  longer  prevails.  We  can't  show  a 
percentage  change  between  positive  and  negative  figures,  so 
these  firms  are  ranked  alphabetically. 


Company/principal  business 


-Earnings  per  share- 
average  of 
analysts' 
estimates 

1981  1980 


Recent 
price 


Number 
of 

estimates 


AM  International/office  equipment 
Centronics  Data  computers 
Cordis/hospital  equipment 


Sd  1.34  $0.33 
d  1.57  3.01 
d0.79  1.10 


12 

11% 

18'/4 


Equitable  Savings  &  Loan/savings  and  loans  d  4.25  d  1.61  11%  3 
Federal  National  Mortgage/finance  d  1.09*     0.23*       8%  7 

Fidelity  Financial/savings  and  loans  d  2.34    d  0.20        5  3 


Finl  Corp  of  Santa  Barbara/savings  and  loans       d  1.77       0.08  85/s 
Financial  Federation/savings  and  loans  d  3.22       0.70       17%  3 

Ford  Motor/automotive  d  3.59  d  13.59       22  16 


Gibraltar  Financial  Calif/savings  and  loans  d  1.59  d  0.38  SVi  11 
International  Harvester/agricultural  equipment  d  3.38  d  9.82  153/s  11 
McLean  Trucking/trucking  d  0.01     d  0.43         9Vi  7 


Memorex  Corp/computer  equipment  d  0.03    d  4.42         9l/2  4 

Northern  California  S&L/savings  and  loans  d  0.28  0.71  10'/2  6 
Pan  Am  World  Airways/airline  dill     d  3.00        3%  15 


Toro/home  appliances  d  1.71       0.90  9% 

TRANSOHIO  Financial/savings  and  loans  d  1.75       0.54  7% 

Westmoreland  Coal/coal  d  1.02    d  0.26  25% 


'Fully  diluted  earnings  d:  deficit. 

Source.  Lynch,  Jones  &  Ryan,  Institutional  Brokers  Estimate  Svstem 
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i  rigtul  to  show  percentage  changes  in 
estimated  earnings  when  figures 
change  from  positive  to  negative,  so 
this  column  is  eliminated.  Ahout  40% 
of  the  companies  in  this  tahle  are  thrift 
institutions. 

Note  that  the  1981  estimates  are 
average  figures  based  on  reports  from 
at  least  three  analysts.  A  larger  num- 


Statistical  Spotlight 

bei  of  estimates  usually  increases  the 
chances  that  the  consensus  figure  will 
be'  close  to  the  number  that  finally 
goes  on  the  record  books. 

Six  months  ago  estimates  fo'r  1981 
performance  had  a  higher  degree  of 


uncertainty  than  the  revised  esti- 
mates on  both  tables.  That's  because 
the  new  figures  take  into  account  one 
or  more  quarters  of  actual  earnings. 
But  to  paraphrase  Yogi  Bcrra,  "The 
year  ain't  over  'til  it's  over."  Don't  be 
too  surprised  if  several  companies 
end  up  doing  much  better  or  much 
worse  than  expected. 


Profits  still  projected— but  barely  half  as  much 


The  first  half  of  the  year  did  not  measure  up  to  the 
expectations  of  securities  analysts.  So  it  comes  as  no 
surprise  that  many  revised  1981  earnings  estimates  are 


changing  in  a  negative  direction.  Below,  those  compa- 
nies with  consensus  estimates  at  least  45%  below  esti- 
mates made  half  a  year  ago. 


%  decrease 

— Earnings 

per  share — 

Price/ 

in 

average 

earnings 

analysts' 

OI 

ratio 

estimates 

analysts' 

based  on 

Number 

over  6 

estimates 

Recent 

1981 

of 

Company/principal  business 

months 

1981 

1980 

price 

estimates 

estimates 

Lamson  &  Sessions/railroad  equipment 

100.0% 

ml 

d  $1.80 

6% 

NM 

4 

First  Charter  Financial/savings  and  loans 

89.6 

0.22 

1.32 

135/8 

61.5 

13 

HF  Ahmanson/savings  and  loans 

89.3 

0.36 

2.07 

16'/4 

45.1 

9 

Imnprial  Corn  of  Amprica/swin^s  ;inH  ln;ins 

86.7 

0.41 

2.86 

18Vs 

44.7 

9 

Compugraphic/pho tot ypeset ting  equipment 

83.3 

0.31 

1.72 

24  % 

79.0 

7 

Great  Western  Financial/savings  and  loans 

81.6 

0.51 

1.74 

14 

27.2 

13 

Tosco/energy 

76.8 

0.96 

2.15 

24  lh 

25.5 

9 

Brenco/railroad  equipment 

74.8 

0.47 

1.52 

12 'A 

26.0 

7 

Auto-trol  Technology/computer  equipment 

74.0 

0.56 

1.27 

14% 

26.6 

9 

XTRA/trucking 

73.6 

0.69 

1 .95 

1 71/2 

25.3 

6 

Siliconix/elec tronics 

73.3 

0.43 

1.10 

18 'A 

42.1 

3 

Total  Petroleum  NA/energy 

72.2 

0.83 

2.30 

16% 

20.1 

3 

Data  Terminal  Systems/electronic  cash  registers 

70.9 

0.53 

d  0.58 

14i/4 

26.9 

5 

Computer  Automation/computer  equipment 

69.5 

0.76 

2.30 

14J/2 

19.1 

3 

Eastmet/steel 

68.1 

0.31 

2.21 

9Vi 

30.4 

4 

Sun  F Itf*f*t n f*  ;i 1 1  torn  nt  i  vi  ■  pniii  nm t*n  t 

■  '  U  3  l    M-i  IV.  V  11  K    [IU  lull  IUI  1  VV~  ^klLlll'lllLllt 

67.7 

0.80 

2.02 

16  Vi 

20.4 

9 

CienR  ad/ electronics 

64.9 

0.60 

1 .39 

17'/n 

28.5 

13 

Condec/machinery 

64.0 

0.45* 

0.64* 

20 

44.5 

3 

Cnn tin t*n tal  A irlint**«/,i i rl mcc 

62.8 

0.29 

d  1.35 

9% 

33.2 

1 1 

Cent  ran/banking 

62.3 

2.75 

6.70 

17'/4 

6.3 

4 

Del  E  Webb/recreation 

61.9 

0.36 

0.42 

97s 

27.6 

5 

RB  Industries  furnirnrt'  trr  nlrr 

61.8 

0.51 

1.23 

g 

15.7 

5 

Savin '("(lnif'rs 

59.5 

1.30 

d  0.52 

12% 

9.9 

3 

Ashland  Oil  energy 

58.9 

2.60* 

6.49* 

35 

13.5 

5 

Intel/electronics 

58.5 

1.01 

2.21 

33 

32.7 

25 

KnIh  Ls  .. n (I  Snffn  I  mis 't'lcrf rnnirs 

56.8 

0  99 

2.27 

15i/2 

15.7 

Teradyne/electromcs 

56.6 

1.48 

2.75 

35  % 

23.9 

17 

Shapell  Inds/building 

56.1 

3.63 

7.09 

44 

12.1 

4 

Jim  Walter/building 

54.5 

2.15' 

4.18* 

25 

11.6 

13 

American  Management  Systems,  computer  services 

54.1 

1.04 

1.40 

15 

14.5 

6 

Gulf  Resources  &  Chemicals/metals 

54.1 

1.27 

3.40 

21% 

16.9 

3 

Southland  Royalty/energy 

53.7 

0.87 

0.38 

27 

31.2 

13 

Allis-Chalmers/machinery 

53.4 

2.23 

3.60 

23 'A 

10.5 

9 

Asarco/metals 

52.3 

3.95 

7.31 

39 

9.9 

11 

Airborne  Freight/airline 

49.4 

1.33 

1.71  • 

11% 

8.9 

12 

Modular  Computer  Systems/computer  equipment 

49.1 

0.83' 

0.79* 

11% 

14.0 

8 

Hecla  Mining  metals 

48.9 

1.87 

3.41 

13l/2 

7.2 

4 

Transcon  Calif  trucking 

48.1 

0.36 

0.02 

6% 

18.9 

6 

Hoover  Co/home  appliances 

48.1 

1.35 

2.27 

12l/4 

9.1 

5 

Spectra-Physics/precision  instruments 

47.8 

1.34 

2.21 

29  Vi 

22.0 

11 

Overhead  Door  building 

46.0 

1.15 

0.82 

14 

12.2 

4 

Crystal  Oil/energy 

45.9 

0.62 

0.48 

28% 

45.8 

3 

*Fully  diluted  earnings,  d:  deficit.  NM:  not  meaningful,  nil:  negligible.       Source.  Lynch,  Jones  &  Ryan,  Institutional  Brokers  Estimate  System 
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John  Gardner  wants  to  persuade  share- 
holders to  let  him  liquidate  his  insurance 
mutual  fund.  How  embarrassing  that  the 
fund  is  doing  so  well. 


Quitting  while 
you're  ahead 


The  Funds 


By  Jeff  Blyskal 

Life  Insurance  Investors,  a  To- 
.  peka-based  mutual  fund  with 
I  assets  of  $61  million,  led  the 
larger  (above  $25  million)  mutual  fund 
industry  with  16.5%  appreciation  in 
the  first  quarter  of  this  year. 

Yet  John  Gardner,  who  manages 
the  fund,  is  downright  bearish  on  life 
insurance  stocks.  "In  a  nutshell,"  he 
explains,  "our  first-quarter  perfor- 
mance was  luck."  Simply  put,  the 
market  shifted  away  from  inflation 
hedges  such  as  oil  companies  and 
into  deflationary  stocks.  LI  I,  which 
had  taken  big  positions  in  such  com- 
panies as  National  Old  Line  Insur- 
ance and  Orion  Capital,  was  a  pas- 
sive beneficiary. 

"We  didn't  just  pick  the  insurance 
companies  up  in  December  on  the 
theory  they  were  going  to  be  strong," 
says  Everett  Gille,  the  fund's  presi- 
dent. "We  had  them  back  in  1980 
when  they  weren't  doing  so  well."  LI  I 
was  formed  more  than  20  years  ago  by 
Nashville  investment  banker  James 
Cowdon  (J.C.)  Bradford,  now  89,  who 
made  a  fortune  investing  in  life  insur- 
ance companies.  What  a  wonderful 
idea,  he  thought,  to  create  a  mutual 
fund  that  was  made  up  solely  of  life 
insurance  stocks. 

Over  the  years,  LI1  did  reasonably 
well  by  its  investors,  returning  about 
7.3%  annually,  assuming  dividend  re- 
investment, with  roughly  two-thirds 
of  its  yield  taxable  as  capital  gains. 
Gille's  Security  Management  Co., 
which  runs  six  funds  with  assets  to- 
talling some  $450  million,  bought  LI  I 
in  1978  intending  not  to  change  its 
single-industry  structure  for  at  least 
two  years. 


Now,  in  the  wake  of  Life  Insurance 
Investors'  strong  first-quarter  perfor- 
mance, Gille  wants  to  merge  the  fund 
into  Security  Equity,  a  larger,  more 
diversified  fund  with  $160  million  in 
assets  and  a  five-year  total  return  of 
22%  annually. 

A  big  reason  is  that  Gardner,  who 
has  run  LI  I  for  the  past  two  years,  sees 
problems  ahead  for  life  insurance 
companies.  "The  thrust  in  the  indus- 
try has  been  into  group  policy  prod- 
ucts," he  says.  "The  business  is  ex- 
tremely competitive  and  also  carries 
quite  low  margins."  In  addition,  Gard- 
ner doesn't  like  the  shift  from  the 


John  Gardner  of  Life  Insurance  Investors 
"In  a  nutshell,  our  first-quarter  per- 
formance was  luck." 


high-ticket  items,  like  endowment 
policies,  to  the  less  profitable  term 
insurance. 

If  that  isn't  enough,  Gardner  knows 
that  with  pressure  on  disposable  in- 
come, insurance  policies  are  at  the 
end  of  the  line  come  bill-paying  time. 
Consequently,  competition  is  heating 
up,  rates  and  commissions  are  drop- 
ping and  profit  margins  are  eroding 
further.  Beyond  that,  insurance  com- 
panies are  scrambling  to  find  new 
products  that  will  be  competitive 
with  money  market  funds.  "It's  a  real 
can  of  worms,"  he  concludes.  "At 
best,  the  next  two  or  three  years  could 
be  explosive." 

Gardner,  a  Czech  immigrant  who 
came  to  the  U.S.  when  he  was  four 
years  old,  is  not  cashing  out  of  life 
insurance  stocks  completely.  But  if  the 
shareholders  agree  to  merge  LI  I  and 
Security  Equity,  he  figures  he'll  have  to 
dump  approximately  $30  million  of 
LII's  $61  million  portfolio.  Which  of 
his  24  companies  will  stay  and  which 
will  go? 

Gardner  says  he  intends  to  keep 
American  General  Life  Insurance, 
Farmer's  Group,  Business  Men's  As- 
surance, Liberty  Corp.  and  Liberty 
National  Life — companies  he  views  as 
strong.  He  will  also  probably  hang  on 
to  the  stocks  he  perceives  as  takeover 
candidates,  companies  like  Jefferson 
National,  NLT  Corp.,  Orion  Capital 
and  Washington  National.  Another  fa- 
vorite— if  he  were  buying — is  Trans- 
america  Corp.,  which  Gardner  likes 
for  diversification:  "And  the  com- 
pany is  selling  at  a  ridiculous  6  multi- 
ple with  earnings  growth  for  the  last 
five  years  in  excess  of  20%,"  he  adds. 

Gardner  won't  get  too  specific 
about  his  sell  list— but  it's  not  difficult 
to  deduce  by  process  of  elimination. 
Some  of  the  companies  in  Life  Insur- 
ance Investors'  portfolio  that  he  does 
not  talk  about  holding  include  North- 
western National  Life,  American  Na- 
tional Insurance,  Security  Life  Insur- 
ance Co.  of  Georgia  and  Kentucky 
Central  Life. 

Gardner,  of  course,  has  a  tough  job 
ahead  unloading  what  are  often  big, 
illiquid  blocks  of  stock  in  small,  ob- 
scure companies.  But  he  gets  his  real 
kicks  elsewhere — as  manager  of  Secu- 
rity's $46  million  Ultra  Fund,  an  ag- 
gressive, diversified  portfolio  that  in- 
creased its  asset  value  by  an  impres- 
sive 73%  last  year. 

His  advice  for  insurance  investors? 
Avoid  the  industry  for  the  short  term, 
and  be  very  picky  for  the  long  haul. 
Above  all,  Gardner  warns,  "Don't  do 
anything  until  you  see  a  clear  sign 
interest  rates  are  coming  down — for 
good."  B 
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A  decline  in  interest  rates?  Maybe,  but  it 
will  be  followed  by  an  even  higher  peak 
than  the  current  one,  predicts  this  expert. 


Newport's  bad 
news  bear 


By  Thomas  O'Donnell 


The  Money  Men 


Dick  Young,  president  of  Young  Research  &  Publishing 
A  slice  of  the  good  life  on  Newport's  waterfront. 
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NEWPORT  IS  A  PLACE  tO  Spend 
money,  not  to  make  it.  But  nol 
everyone  plays  in  this  Rhode 
Island  resort  town.  Prominent  amonj! 
the  working  class  is  Richard  Young,  3 
monetary  analyst  who  makes  waveg 
far  beyond  the  placid  local  harbor. 
Young  has  built  his  reputation  ova 
the  past  seven  years  by  selling  his 
monthly  World  Money  Forecast  to  in 
vestors  and  corporate  treasurers 
around  the  world. 

They  pay  up  to  $475  annually  for 
the  36-page  forecast  because  Young's 
predictions  can  be  remarkably  accu- 
rate. He  called  the  dollar's  rise  shortly 
before  it  began  last  year.  He  has  been 
bearish  on  gold  since  its  price  col 
lapsed  from  $875  in  early  1980.  And 
he  told  clients  that  the  prime  would 
peak  in  late  May,  and  it  did. 

An  ex-stockbroker  who  looks  like 
an  aging  altar  boy  and  is  as  tough  as  a| 
sailor  on  shore  leave,  Young  says  liv- 
ing in  quiet  Newport  contributes  to 
his  accuracy.  "I'm  not  suited  to  work- 
ing in  an  institutional  environment.  I 
was  a  rotten  stockbroker,"  he  ex 
plains,    sitting    in    his  one-room 
Thames  Street  office,  which  over 
looks  Newport's  revived  and  trendy 
waterfront.  "Working  here  I  can  con 
centrate  on  what  I  do  best — pure  re 
search." 

Young  is  quick  to  claim  that  his 
research — unlike  that  of  some  large 
banks  and  brokerage  firms — is  as  pure 
as  the  clean  Newport  air.  "Don't  kid 
yourself,"  he  says.  "The  big  institu- 
tions play  a  two-sided  game.  Their 
researchers  provide  information,  their 
traders  take  positions.  You'd  be  sur- 
prised how  fast  opinions  can  change 
when  the  shelves  are  full  of  merchan- 
dise that's  not  moving." 

Those  are  strong  opinions,  but 
Young,  40,  speaks  from  experience. 
After  graduating  from  Babson  College 
in  1 963,  he  spent  several  unhappy  years 
selling  stocks  in  the  Boston  area.  Retail 
sales  bored  him,  but  happily,  he  arrived 
at  the  Model  Roland  brokerage  firm, 
now  part  of  Bache,  which  specialized  in 
foreign  securities  and  foreign  arbitrage. 
"It  had  become  obvious  to  me  that  both 
gold  and  interest  rates  were  about  to 
explode,  and  that  inflation  was  becom- 
ing a  fact  of  life,"  he  says  of  his  early 
years.  "I  wanted  to  explore  the  effect  of 
inflation  on  the  financial  markets." 

So  Young  jumped  to  Hoemg  & 
Strock  (Hoenig  &  Co.  today)  in  1974 
when  the  firm  offered  him  the  chance 
to  write  a  monthly  market  forecast.  A 
year  later,  May  Day — which  marked 
the  end  of  fixed  commission  rates — 
arrived.  It  was  a  disaster  for  the  mdus- 
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try,  but  a  big  break  for  Young.  "I  was 
J  able  to  sell  my  product  to  customers 
Hi  for  cash  instead  of  commissions."  In 
197?  he  left  his  full-time  post  at 
nit  Hoenig  &  Strock  (where  he  is  still  a 
iq|  consultant)  for  Newport  even  though 
he  was  by  then  a  vice  president  and 
■  {director  of  international  services. 

Young  develops  his  monthly  fore- 
casts from  a  blend  of  statistics,  eco- 
nomic indicators,  monetarism  and 
his  own  feel  for  what's  happening.  He 
has  two  main  sources  of  information. 
One  is  a  network  of  contacts  whom 
he  talks  to  on  the  telephone.  Even 
more  important  are  public  docu- 
ments, mainly  reports  of  the  Federal 
Reserve,  the  Commerce  Department 
:,and  other  central  banks. 

Young's  current  forecast  is  that  in- 
iijjterest  rates  will  not  go  any  higher. 
|The  bad  news,  however,  is  that  he 
doesn't  foresee  a  sustainable  decline 
anytime  soon.  This  will  continue  to 
depress  the  price  of  gold,  though 
Young  sees  a  bottom  below  $300 
sometime  next  year.  High  interest 
rates  will  also  batter  the  stock  mar- 
ket. Young's  so-called  market  tension 
index,  made  up  of  seven  key  interest 
rates,  now  registers  a  lowly  2  on  a 
scale  of  8.  The  message:  A  gloomy 
near-term  outlook  for  the  S&P's  500. 

As  for  foreign  exchange,  Young 
thinks  the  dollar  is  overvalued  against 
all  major  currencies  except  sterling. 
But  he  expects  it  to  remain  so  for  some 
time.  The  biggest  major  move  he  an- 
ticipates is  a  whopping  35%  devalu- 
ation of  the  Mexican  peso — some- 
thing that  could  make  a  bundle  for  his 
clients  who  take  short  positions. 

Young's  1,000  subscribers  fall  into 
two  categories:  banks  and  corporate 
treasurers  who  need  information  on 
rates  and  currencies  to  plan  strategies, 
and  wealthy  individuals,  many  of 
whom  may  speculate  in  the  futures 
markets.  Annual  revenues  of  nearly 
$350,000  add  up  to  a  slice  of  the  good 
life  for  Young.  That's  because  ex- 
penses are  low.  He  claims  printing 
and  mailing  costs,  for  example,  eat  up 
less  than  10%  of  revenues. 

"I  can  work  anywhere,  provided  the 
mails  get  through  and  the  telephones 
work,"  says  Young,  whose  typical 
summertime  garb  is  a  T-shirt,  shorts 
and  sneakers.  "I  chose  Newport  be- 
cause it's  isolated.  Anyone  who 
comes  here  to  see  me  wants  to  talk 
business  and  not  to  waste  my  time.  I 
have  about  200  corporate  treasurers  as 
clients  but  have  met  only  10  face-to- 
face." 

Young  walks  to  his  office  in  twenty 
minutes,  arriving  at  7:00  a.m.  He 
spends  much  of  his  morning  on  the 
phone.   After  a   15-  or  20-minute 


lunch — "depending  on  the  line  at  the 
delicatessen  next  door" — he  works  on 
statistics  and  charts.  Three  weeks  of 
every  month  are  devoted  to  research; 
one  is  for  writing.  He's  home  to  his 
wife  and  two  children  by  5  p.m.  "I'm 
not  a  workaholic,"  he  says. 

Clearly  Dick  Young  is  his  own  man. 
He  has  little  respect  for  his  larger 
competitors  at  major  universities  and 
money  centers:  "The  record  of  most 
econometric  models  is  horrible.  They 
follow  each  other's  leads  and  concen- 
trate on  the  big  picture,  leaving  out 
some  important  details.  That's  why 
they're  wrong  so  often." 

When  Young  looks  at  the  big  pic- 
ture, he  doesn't  like  what  he  sees.  "I 


don't  believe  supply-side  economics 
will  produce  a  budget  surplus,"  he 
says.  "And  if  you  cut  taxes  and  don't 
borrow  from  the  existing  pool  of  cap- 
ital, you  have  one  choice  left:  Get  the 
Federal  Reserve  to  finance  the  deficit. 
Unfortunately,  that's  just  what  the 
Fed  has  been  doing  for  years." 

Although  Young  expects  interest 
rates  to  fall  next  year,  he  is  forecasting 
a  runup  to  historic  levels  by  mid- 1982. 
"The  biggest  lobby  in  the  U.S.  is  peo- 
ple who  benefit  from  inflation,"  he 
concludes.  "And  the  government  is 
the  biggest  beneficiary  of  all.  It  cer- 
tainly doesn't  want  to  pay  back  its 
borrowed  billions  in  more  expensive 
dollars."  E 


Earnings  are  slumping.  Management 
changes  make  headlines.  A  key  new  prod- 
uct isn't  selling. . . .  Time  to  buy  RCA? 


RCA:  $  1 00 

a  share? 


By  Carol  E.  Curtis 


CONVENTIONAL  WISDOM  HAS  IT 
that  RCA  Corp.  is  very  much 
out  of  focus.  Earnings  at  the 
$8.3  billion-a-year  conglomerate  fell 
by  24%  in  the  second  quarter.  For  the 
year,  most  analysts  are  projecting  ful- 
ly diluted  per-share  results  of  about 
$2.50,  69  cents  below  1980.  Its  stock, 
which  traded  as  high  as  33  in  January, 
has  slumped  to  21,  just  below  book 
value.  Much-publicized  executive 
shakeups — both  at  the  corporate  level 
and  at  its  NBC  subsidiary — have  tak- 
en on  soap  opera  proportions.  What's 
more,  the  Selecta Vision  videodisc 
player,  on  which  RCA  has  spent  $150 
million,  has  been  selling  in  slow  mo- 
tion since  its  March  debut. 

Therefore,  if  you  are  a  true  contrar- 
ian, it's  probably  time  to  buy  RCA, 
though  it  takes  courage  to  say  so. 
"Now  is  the  time  to  buy  RCA,"  as- 
serts Theodore  Anderson,  associate 
research  director  at  Argus  Research 
Corp.,  an  RCA  follower  for  a  decade 
and  a  man  who  doesn't  lack  courage. 


The  Streetwalker 


Anderson  feels  that  RCA's  troubles 
with  NBC,  and  its  management 
shifts,  have  obscured  one  of  the  best 
financial  and  electronics  companies 
in  the  U.S.  With  these  two  less-publi- 
cized operations  adding  up  to  over 
half  of  all  RCA  profits,  he  makes  the 
argument  that  they  will  lead  the  com- 
pany to  record  high  earnings  over  the 
next  five  years.  Despite  a  "real"  book 
value  that  makes  RCA  a  tempting  ac- 
quisition target,  Anderson  doesn't 
think  the  low  stock  price  will  lead  to  a 
takeover.  "The  company  is  too  com- 
plex for  an  outsider,"  he  says. 

The  booming  home-video  market 
now  accounts  for  19%  of  all  RCA 
profits,  with  another  12%  coming 
from  commercial  electronics.  Ander- 
son sees  income  from  consumer  elec- 
tronics rising  to  30%  of  the  total  by 
1985,  thanks  to  RCA's  marketing 
muscle  in  three  key  areas:  videodisc 
players',  videotape  recorders  and  color 
television  sets. 
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The  Streetwalker 

His  optimism  comes  despite  the 
fact  that  RCA's  new  videodisc  player 
has  met  with  a  poor  reception  from 
retailers.  Its  high  price  tag  ($500)  and 
inability  to  record  television  pro- 
grams have  kept  initial  sales  slow.  But 
Anderson  thinks  a  change  is  in  store. 
"All  of  a  sudden,  you  are  going  to  see 
these  players  all  over  the  place,"  he 
says.  Major  markets,  he  believes,  will 
develop  overseas  and  in  communities 
where  cable  TV  is  unavailable.  By 
1985  Anderson  thinks  RCA  will  cap- 
ture a  share  of  the  videodisc  business 
at  least  as  strong  as  its  21%  showing 
in  color  TV. 

He  also  credits  RCA  with  the  fore- 
sight not  to  manufacture  videotape  re- 
corders. Instead,  the  high-quality  prod- 
uct the  company  currently  sells  is  made 
in  Japan.  RCA  buys  it  from  Matsushita 
and  makes  a  marketing  profit  of  $75  per 
player.  So  far  RCA  has  an  impressive 
30% -plus  market  share,  and  it  has  pro- 
curement flexibility  in  a  field  where 
technology  changes  fast.  Should  the 
Matsushita  deal  collapse,  the  com- 
pany's colorTVplantscould  be  retooled 
for  video  recorders. 

Fortunately,  says  Anderson,  the 
management  troubles  that  have  hob- 
bled NBC  have  not  affected  consumer 
electronics.  Jack  Sauter,  the  group 
vice  president  who  heads  the  divi- 
sion, is  regarded  as  a  first-class  man- 
ager. The  bottom  line:  Anderson  pre- 
dicts that  home-video  profits  will  rise 
to  the  $500  million  level,  or  $2  to  $3  a 
share,  by  1986,  up  from  $150  million 
in  1980. 

RCA's  other  big  profit  center,  C.I.T. 
Financial,  has  also  emerged  un- 
scathed. C.I.T,  says  Anderson,  is  one 
of  the  nation's  best-run  finance  com- 
panies, having  shown  a  profit  every 
year  since  1908.  As  a  company  heav- 
ily involved  in  industrial  financing 
and  leasing,  C.I.T.  has  been  squeezed 
by  high  interest  rates,  but  this,  too, 
will  pass.  Argus  Research  is  projecting 
a  four-point  drop  in  interest  rates  over 
the  next  year.  For  C.I.T.  and  RCA's 
other  interest-sensitive  operations, 
the  impact  would  be  huge.  RCA  now 
has  $1.7  billion  in  floating- rate  out- 
standing debt.  With  a  16%  prime  rate, 
annual  income  would  jump  by  $68 
million,  or  50  cents  per  share. 

What  about  those  two  big  RCA  di- 
visions, Hertz  Rent-A-Car  and  NBC? 
Hertz  had  earnings  losses  in  the  sec- 
ond quarter,  while  NBC  was  able  to 
show  a  profit  only  because  of  the  $34 
million  writeoff  of  the  Moscow 
Olympic  debacle.  Anderson  reasons 
that  Hertz  is  bound  to  pick  up  with 
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rising  air  travel  and  falling  interest 
rates.  NBC — which  produces  )ust  9% 
of  RCA's  income  at  the  moment — 
won't  be  crucial  even  if  its  ratings 
stay  in  the  cellar.  If  NBC  can  be 
turned  around,  that's  another  poten- 
tial plus. 

How  does  Anderson  sign  off?  This 
year,  he  sees  RCA  income  about  equal 


with  the  $2.50-per-share  consensui 
projection.  But  by  1985,  he  believe 
earnings  will  reach  $9  per  share.  That 
in  a  better  market  environment,  coul^ 
make  it  a  $100  stock.  Says  Anderson 
"You  look  at  something  when  it's  ou 
of  favor,  and  make  a  judgment  oi 
what  the  company  is  worth.  It's  4 
great  time  to  buy."  ■ 


Do  not  overinflate 


General  Tire  looks  like  a  com- 
pany with  more  than  its  share 
of  potholes  ahead.  Sales  figures 
from  Detroit — its  biggest  custom- 
ers— remain  weak.  Washington  regu- 
lators rumble  about  lifting  the  licenses 
of  its  RKO  broadcasting  subsidiary. 
And  there's  a  passel  of  damage  suits. 
The  Algerian  government,  for  exam- 
ple, is  suing  General's  Aerojet  subsid- 
iary for  more  than  $600  million  over  a 
stalled  LNG  project. 

Despite  such  bad  news,  however, 
General's  stock  has  a  dedicated  fol- 
lowing. It  has  risen  40%  so  far  this 
year.  The  major  buyer:  Gulf  &  West- 
ern Chairman  Charles  Bluhdorn,  who 
has  quietly  accumulated  20% .  That's 
roughly  twice  as  much  stock  as  Gen- 
eral's O'Neil  brothers  own,  and  specu- 
lators are  eagerly  awaiting  Bluhdorn's 
next  move. 
G&W's  boss,  of  course,  has  a  repu- 


tation for  finding  and  exploiting  un 
dervalued  situations.  He  has  also  ac 
quired  6%  of  B.F.  Goodrich,  and  he 
began  buying  into  General  about  twe 
years  ago.  That  gives  Bluhdorn  an  av 
erage  acquisition  cost  of  around  $20  a 
share,  or  a  fat  $33.5  million  papei 
profit  at  current  prices.  If  General  is  in 
so  much  trouble,  why  doesn't  "inves 
tor"  Bluhdorn  sell  while  he's  ahead? 

There  are  two  possibilities.  In  these 
days  of  anything-goes  mergers,  th 
idea  of  a  takeover  is  at  least  worth 
considering.  General's  shares  are  stil 
selling  around  36%  below  book  value 
and  that  makes  the  accounting  advan 
tages  of  an  acquisition  tempting.  So 
perhaps,  does  General's  ability  to  gen 
erate  over  $175  million  a  year  in  an- 
nual cash  flow — and  the  fact  that  add 
ing  its  almost  $2.5  billion  in  revenues 
would  make  G&W  close  to  an  $8  bil 
lion-a-year  company. 
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i  What's  more,  Bluhdorn  may  be  look- 
ing beyond  General's  present  woes. 

General  rates  among  the  most  effi- 
J  :ient  high-volume  original  equipment 
L  tire  producers.  After  only  minimal 
profits  in  1980,  it  cut  back  operations 
\  and  is  now  posting  impressive  year-to- 
year  profit  gains  in  the  rubber  busi- 
ness. Then  there's  Aerojet,  an  aero- 
Hfepace  and  engineering  subsidiary  that 
lis  a  strong  candidate  to  benefit  from 
^  increased  defense  spending — a  busi- 
|  ness  notably  absent  in  G&W's  mix. 

Flashy    tender    offers,  however, 
-  aren't  Bluhdorn's  style — and  investors 
holding  General  with  the  hope  of  sell- 
ing out  to  G&W  at  a  premium  are  apt 
5  to  be  disappointed.  Asset  swaps  or  a 
I  spinoff  seem  more  plausible. 
||   Consider,  first,  RKO's  regulatory 
difficulties.  Among  other  assets,  it 
has  TV  licenses  in  top  markets  like 
New  York  and  Boston.  As  a  separate 
company,  RKO's  market  value  would 
be  roughly  $400  million.  But  the  fu- 
ture is  fuzzy:  Since  charges  of  illegal 
campaign  contributions  in  the  Six- 
ies,  the  FCC  has  kept  three  of  RKO's 
3est  licenses  in  limbo.  A  compromise 
hat  lets  the  company  swap  some  sta- 
tions for  Bluhdorn's  stock  could  help 
lear  the  air.  Assuming  G&W  can 
jass  regulatory  muster,  there  is  a 
handy  fit  with  its  Paramount  Pictures 
subsidiary. 

Problems    there?    Well,  suppose 
Muhdorn  wants  to  take  yet  another 
Iyer.  RKO  owns  a  controlling  59% 
stake  in  Frontier  Airlines,  which  has  a 
market  value  of  $105  million — nearly 
the  current  value  of  G&W's  General 
tTire     holdings.     "Chairman  Tom 
O'Neil  is  not  completely  in  love  with 
he  airline  business,"  says  analyst 
Harry  W.  Millis  of  Cleveland's  Mc- 
iDonald  &  Co.  "He  might  be  willing  to 
swap  to  get  some  of  his  stock  back." 

Either  of  these  horsetrades  could 
work  out  well  for  Bluhdorn.  So  might  a 
spinoff  of  RKO— first  proposed  when 
the  FCC  started  to  clash  with  General. 
This  went  on  the  back  burner  when 
regulators  objected,  but  several  ana- 
lysts feel  it  is  still  possible.  The  move 
would  get  General  out  of  a  heavily 
regulated  business  and  allow  the  mar- 
ket to  put  a  higher  multiple  on  its 
broadcasting  operations.  Needless  to 
say,  two  separate  companies  should  be 
worth  more  to  Bluhdorn,  the  O'Neils 
and  other  General  shareholders. 

Speculative  interest  and  G&W's 
buying  have  helped  to  inflate  Gener- 
al's multiple  from  5  to  8.  It  will  take 
skillful  maneuvering  and  a  lot  of  luck 
to  steer  clear  of  the  FCC,  the  Alge- 
rians and  other  costly  litigation.  Of 
such  problems,  however,  are  buying 
opportunities  made. — Steve  Kichen 


A  Rank  opportunity 


Remember  the  Rank  Organisa- 
tion? Americans  held  half  the 
shares  in  this  British  company 
in  the  late  Sixties  and  early  Seventies. 
Then,  Rank  was  selling  at  40  times 
earnings;  Xerox  at  60  times.  Thus  RO 
was  a  cheap  way  into  Xerox — or  more 
accurately,  into  one-third  of  its  earn- 
ings outside  the  Americas,  through 
RO's  minority  holding  in  the  Rank 
Xerox  group  of  subsidiaries. 

Today,  Americans  hold  only  3%  of 
$2.4  billion-a-year  Rank  Organisa- 
tion's shares.  But  Rank  sells  at  a  mul- 
tiple of  nearly  10,  vs.  7  for  Xerox.  Still, 
Rank's  shares  have  been  falling  more 
or  less  consistently  for  a  year  now,  to 
a  recent  low  of  under  $3  for  the 
American  Depository  Receipts.  At  a 
discount  of  up  to  half  its  real  asset 
value  and  a  yield  of  10%,  is  Rank  a 
neglected  opportunity? 

Rank  Organisation  began  in  1937  as 
Methodist  flour  millionaire  J.  Arthur 
(later  Lord)  Rank's  plunge  into  the 
movie  business.  By  the  mid-Fifties,  as 
TV  cut  into  movie  audiences,  Rank 
was  hunting  for  alternatives.  An  ob- 
scure U.S.  copier  company  asked 
Rank  to  make  its  lenses,  then  offered 
a  copier  distribution  deal  that  had  al- 
ready been  turned  down  by  Gestetner 
and  IBM.  Rank  said  yes,  and  soon  the 
jointly  owned  (but  Xerox-managed) 
Rank  Xerox  group  was  producing  over 
90%  of  its  earnings.  Rank  borrowed 
heavily  and  made  seemingly  random 
acquisitions  in  hotels,  real  estate  and 
consumer  electronics.  Although  Rank 
Xerox  coined  money,  few  of  the 
Rank-managed  acquisitions  per- 
formed well.  Leading  Rank  analyst 
Richard  Harwood,  of  London's  Scott, 
Goff  &  Hancock,  notes  that  over  the 
decade  from  October  1970  to  October 
1980,  shareholders'  interest  in  Rank- 
managed  activities  rose  by  $316.2 
million — substantially  less  than  the 
$357.1  million  total  of  Rank  Xerox 
dividends  retained  and  funds  raised. 

American  investors  started  selling 
Rank  Organisation  when  the  com- 
pany showed  signs  of  diluting  the 
Xerox  interest.  The  major  avalanche 
came  in  1972  when  Rank's  autocratic 
Chairman  Sir  John  Davis  launched  an 
abortive  bid  for  Watney's  brewery. 
Four  years  later,  a  messy  management 
row  blew  up,  with  much  public  wran- 
gling over  executives'  private  lives. 
Eventually,  Chairman  Davis  officially 
retired  to  become  president,  a  largely 
ceremonial  position  that  does  not  en- 
title him  to  attend  board  meetings, 
though  he  still  exerts  considerable  be- 
hind-the-scene  influence.  Today,  how- 


ever, divestiture  is  the  watchword  at 
Rank — and  while  analysts  praise  that 
objective  they  often  wince  at  the  ex- 
ecution. Only  three  weeks  after  an- 
nouncing plans  to  spend  $37  million 
on  film  production,  for  example, 
Rank  pulled  out  of  the  business  com- 
pletely. It  had  lost  $9.3  million  on 
films  in  two  years  on  total  sales  of 
$23.3  million.  Then,  there  was  Rank- 
Toshiba,  a  color-TV  manufacturing 
venture  started  in  1978  and  practical- 
ly killed  by  the  strong  pound  and 
Britain's  rising  inflation  rate.  Rank 
managed  the  project,  and  on  Toshi- 
ba's initiative  it  was  closed  in  Sep- 
tember 1980,  costing  Rank  $35  mil- 
lion. Toshiba  is  restarting  alone. 

Rank's  ability  to  disappoint  the  in- 
vestors seems  endless.  Because  of  the 
loss-cutting  moves,  plus  continuing 
sales  of  its  Odeon  movie  theaters 
(Rank  has  94  left  out  of  the  600  it  once 
ran),  analysts  expected  strong  first- 
half  figures.  Instead,  profits  dropped  a 
sharp  31%.  Rank  Xerox,  under  in- 
creasing pressure  from  Japanese  copi- 
er makers  Canon,  Minolta  and  Ricoh, 
showed  no  growth.  Now  profits 
should  be  flat  or  falling  for  the  next 
three  years — until  Rank  feels  the  im- 
pact of  Xerox'  office  of  the  future. 

Still,  of  such  blunders  are  opportuni- 
ties made.  Consider  that  Rank  Xerox 
is  capable  of  earning  around  $60  mil- 
lion a  year  aftertax.  Rank's  total  mar- 
ket capitalization  is  only  $577  mil- 
lion. Its  non-Xerox  operations  are 
hardly  hyperprofitable,  but  they  do  in- 
clude a  heap  of  assets:  $290  million 
worth  of  real  estate  in  Canada  and  the 
U.K.,  the  remaining  Odeon  theaters — 
most  of  which  are  owned  outright  or 
held  under  long,  cheap  leases — and 
2,000  London  hotel  rooms. 

Add  this  up — in  effect  a  free  bonus 
to  anyone  with  the  courage  to  buy  a 
Rank  share — and  it  comes  to  over 
$400  million  by  Harwood's  estimate. 
That  means  Rank's  real  book  value 
may  be  close  to  twice  its  current  share 
price.  Adds  Nick  Carter  of  London's 
Bone  Fitzgerald:  "Rank  is  an  asset- 
stripping  situation  beyond  belief." 

Of  course,  Rank's  management 
could  do  the  liquidation  job  on  its  own 
and  distribute  cash  to  long-suffering 
shareholders.  But  that  is  probably  too 
much  to  ask  of  executives  charitably 
characterized  as  "very  gentlemanly, 
not  very  go-ahead."  The  job  will  prob- 
ably have  to  be  done  by  an  outsider — 
and  at  the  moment  none  are  on  the 
scene.  "Rank  is  highly  speculative," 
advises  one  analyst.  "Americans 
shouldn't  touch  it." — Barbara  Ellis 
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ustness 

in  the 


ORBES  MAGAZINE  is  pleased  to  join  with  the  Business  Committee  for  the 
Arts  in  cosponsoring  the  annual  "Business  in  the  Arts"  Awards  competition.  The 
51  winning  corporations  were  selected  from  a  field  of  over  300  nominations  by  our 
distinguished  panel  of  judges:  Livingston  L  Biddle,  Jr.,  J.  Carter  Brown,  Lucia 
Chase,  Milton  Esterow,  William  A.  Hewitt,  J.  Irwin  Miller,  Franklin  D.  Murphy, 
Donald  R.  Seawell,  the  Hon.  Virginia  Kilpatrick  Shehee,  and  the  Hon.  Sidney  R.  Yates 

Each  winning  company  received  an  orginal  limited  edition  print  (opposite) 
by  Chen  Chi.  Since  1966  when  the  competition  began,  326  companies  have 
received  awards.  Awards  have  gone  to  firms  in  over  200  U.S.  cities  and  to  compani* 
in  Canada,  England,  Hong  Kong,  South  Africa  and  Japan.  Winning  firms  have 
ranged  in  size  from  small  local  businesses  to  giant  multi-national  corporations. 


wards 


The  Business  Committee  for  the  Arts,  Inc.  is  a  private,  non-profit  national 
organization  of  business  leaders  created  to  encourage  business  and  industry  to 
assume  a  greater  share  of  responsibility  for  the  support,  growth  and  vitality  of  the 
arts.  For  information  or  descriptions  of  the  award-winning  programs,  and  rules  for 
the  annual  competition,  write  Edwin  C.  Stone,  Awards  Administrator,  Business 
Committee  for  the  Arts,  Suite  2600,  1501  Broadway,  Mew  York,  N.Y.  10036 


FIRST  TIME  AWARD  WINNERS: 

Beatrice  Foods  Co., 

Chicago,  Illinois 
Bridgeman's  Ice  Cream  Parlour  & 

Restaurant 

Minneapolis,  Mnnesota 
Brown-Forman  Distillers  Corporation 

Louisville,  Kentucky 
Burroughs  Wellcome  Co. 

Research  Triangle  Park,  North  Carolina 
Citizens  Fidelity  Corporation 

Louisville.  Kentucky 
Continental  Group's  Insurance 

Division,  Continental  Financial 

Services  Company 

Richmond,  Virginia 
The  Dallas  Morning  News 

Dallas,  Texas 
Detroit  Free  Press 

Detroit,  Michigan 
Evans  Products  Company 

Portland  Oregon 
Freedom  National  Bank  of  New  York 

New  York,  New  York 
International  Paper  Company  and  the 

International  Paper  Company 

Foundation 

New  York,  New  York 
J.A.  Jones  Construction  Company 

Charlotte,  North  Carolina 
Karmazin  Products  Corporation 

Wyandotte,  Michigan 
The  Liberty  Corporation 

Greenville.  South  Carolina 
Manufacturers  Hanover  Trust  Company 

New  York,  New  York 
Murjani  Industries  Ltd. 

Kowloon.  Hong  Kong 
Occidental  Petroleum  Corporation 

Los  Angeles,  California 
PepsiCo. 

Purchase,  New  York 


Rexnord  Inc. 

Mlwaukee,  Wisconsin 
SAFECO  Corporation 

Seattle,  Washington 
Seattle  Trust  &  Savings  Bank 

Seattle,  Washington 
T.F.H.  Publications,  Inc. 

Neptune,  New  Jersey 
Tosco  Corporation 

Los  Angeles,  California 
Union  Pacific  Railroad  Company  and 

Union  Pacific  Foundation 

Omaha,  Nebraska 
Weyerhaeuser  Company 

Tacoma,  Washington 


RETURN  AWARD  WINNERS 

Alcoa  Foundation 

Pittsburgh,  Pennsylvania 
Allstate  Insurance  Company 

Northbrook,  Illinois 
American  Telephone  &  Telegraph 

Company 

New  York,  New  York 
Atlantic  Richfield  Company  and 
Atlantic  Richfield  Foundation 

Los  Angeies,  California 
Citibank,  N.A. 

New  York,  New  York 
Consolidated  Edison  Company  of 

New  York,  Inc. 

New  York,  New  York 
Coming  Glass  Works  and  Coming 

Glass  Works  Foundation 

Corning,  New  York 
The  Courier-Journal  and 

The  Louisville  Times  Company 

Louisville.  Kentucky 
Dayton  Hudson  Corporation 

Minneapolis.  Minnesota 


Exxon  Corporation 

New  York,  New  York 
International  Business  Machines 

Corporation 

Armonk,  New  York 
International  Telephone  and 

Telegraph  Corporation 

New  York,  New  York 
Kaiser  Aluminum  and  Chemical 

Corporation 

Oakland.  California 
Metropolitan  Life  Insurance  Compai 

and  Metropolitan  Life  Foundation 

New  York,  New  York 

Mobil  Corporation  and  Mobil 
Foundation,  Inc. 

New  York,  New  York 
Monsanto  Company  and  Monsanto 
Fund 

St.  Louis,  Missouri 
Northwestern  National  Bank  of 
Minneapolis 

Minneapolis,  Minnesota 

Philip  Morris  Incorporated 

New  York,  New  York 
R.J.  Reynolds  Industries,  Inc. 

Winston-Salem,  North  Carolina 
Shell  Companies  Foundation. 

Incorporated 

Houston,  Texas 
Southeast  Banking  Corporation 

Miami,  Florida 

Standard  Oil  Company  of 
California/Chevron  U.S.A. 

San  Francisco.  California 
Texaco  Inc. 

White  Plains.  New  York 
Time  Incorporated 

New  York.  New  York 
Warner  Communications  Inc. 

New  York,  New  York 
Xerox  Corporation 

Stamford.  Connecticut 


SPRING  IN  CENTRAL  PARK 
1980  Award/Artist:  Chen  Chi 


This  advertisement  is  neither  an  offer  to  sell  nor  a  solicitation  of  offers  to  buy  any  of  these  securities. 
The  offering  is  made  only  by  the  Prospectus. 


NEW  ISSUES 


July  15,  1981 


$400,000,000 

New  York  Telephone  Company 

5150,000,000  Ten  Year  14%%  Notes,  due  July  15,  1991 

Price  99.357% 

plus  accrued  interest,  if  any,  from  July  15,  1981 


5250,000,000  Forty  Year  155/s%  Debentures,  due  July  15,  2021 


Price  99.375% 

plus  accrued  interest,  if  any,  from  July  13,  1981 


Copies  of  the  Prospectus  may  be  obtained  from  any  of  the  several  underwriters, 
including  the  undersigned,  only  in  States  in  which  such  underwriters  are  qualified 
to  act  as  dealers  in  securities  and  in  which  the  Prospectus  may  legally  be  distributed. 


The  First  Boston  Corporation 

Morgan  Stanley  &  Co. 

Incorporated 

Merrill  Lynch  White  Weld  Capital  Markets  Group 

Merrill  Lynch,  Pierce,  Fenner&  Smith  Incorporated 

Salomon  Brothers 

Bear,  Stearns  &  Co. 


Goldman,  Sachs  &  Co. 
Dillon,  Read  &  Co.  Inc. 
E.  F.  Hutton  &  Company  Inc. 
Lehman  Brothers  Kuhn  Loeb 
Shearson  Loeb  Rhoades  Inc. 
Wertheim  &  Co.,  Inc. 


Bache  Halsey  Stuart  Shields 

Incorporated 

Donaldson,  Lufkin  &  Jenrette 

Securities  Corporation 

Kidder,  Peabody  &  Co. 

Incorporated 


Blyth  Eastman  Paine  Webber 

Incorporated 

Drexel  Burnham  Lambert 

Incorporated 

Lazard  Freres  &  Co. 


L.  F.  Rothschild,  Unterberg,  Towbin 

Incorporated 

Smith  Barney,  Harris  Upham  &  Co.        Warburg  Paribas  Becker 

Incorporated  A.G.Becker 

Dean  Witter  Reynolds  Inc. 


Capital  Markets 


MONEY  &  INVESTMENTS 


If  you  invest  in  money  market  funds — 
who  doesn't?— you  should  know  about 
the  Penn  Central  crisis  of  1970. 

MONET  MARKET 
FUNDS 


By  Ben  Weberman 


How  safe  are  your  money  market 
fund  investments? 


A  lot  of  people  are  so  entranced 
with  those  17%  yields  that  they  don't 
even  want  to  hear  that  question. 
However,  it  won't  go  away.  There's 
$136  billion  involved — and  the 
chances  are  good  some  of  it's  yours. 

I'll  answer  the  question  about 
safety  by  asking  another  question: 
How  secure  are  bank  CDs  and  com- 
mercial paper?  Nearly  60%  of  that 
$136  billion  is  in  those  kinds  of 
paper.  The  rest  is  in  Treasury  bills, 
Eurodollar  deposits,  overnight  re- 
purchase agreements  and  deposits 
in  American  branches  of  foreign 
banks.  Keep  in  mind  that  neither 
commercial  paper  nor  CDs  are  fed- 
erally insured. 

What  happens  if  some  banks  can- 
not pay  off  or  roll  over  their  CDs 
when  they  come  due?  If  corpora- 
tions can't  repay  or  roll  their  com- 
mercial paper? 

If  that  happens  and  if — at  the 
same  time — worried  investors  try 
cashing  in  their  money  market 
funds  you  get  a  run  on  the  fund.  It 
probably  won't  happen.  But  it  could. 

I'm  not  just  being  fanciful,  not 
just  trying  to  scare  people.  We  had 
such  a  situation  in  1970  when  Penn 
Central  couldn't  make  good  on  its 
commercial  paper  and  the  whole 
commercial  paper  market  collapsed. 


Ben  Weberman  is  economics  editor  of 
Forbes  magazine. 


Even  sound  companies  couldn't  roll 
over  their  commercial  paper  and 
some  of  our  best  companies  were 
close  to  bankruptcy.  The  Fed 
stepped  in.  It  said  it  would  open  its 
discount  window  to  any  bank  mak- 
ing loans  to  sound  companies  who 
were  left  high  and  dry  by  collapse  of 
the  paper  market.  Presumably  the 
Fed  would  do  the  same  thing  again. 
Presumably.  .  .  . 

What  you  had  better  understand 
then  is  that  a  money  market  fund  is 
no  better  than  its  investment  port- 
folio. And  not  all  portfolios  are  cre- 
ated equal. 

Funds  differ  by  portfolio  maturity, 
by  investment  and  even  by  quality 
of  investment.  The  $6.4  billion 
Dreyfus  Liquid  Assets  Fund  and  the 
$5.7  billion  Fidelity  funds  of  Boston 
will  not  buy  commercial  paper  un- 
less it  carries  top  rating  of  AT  from 
Standard  &  Poor's  and  Prime- 1  from 
Moody's.  But  the  $2  billion  Kemper 
Money  Market  Fund  purchases  pa- 
per rated  A-2  or  Prime-2. 

In  practical  terms,  A-l  paper  con- 
sists of  companies  such  as  General 
Motors  Acceptance,  Continental  Il- 
linois, New  England  Telephone  and 
BankAmerica.  The  A-2  paper  com- 
pany roster  includes  Gulf  &  West- 
ern Industries,  Mack  Financial  and 
Montgomery  Ward  Credit.  They 
pay  more  interest  than  the  A-l 
companies  but  their  paper  is  less 
marketable.  In  a  period  of  crisis  a  la 
Penn  Central,  marketability  of  A-2 
paper  suffers  long  before  that  of  the 
high-quality  paper. 

As  far  as  certificates  of  deposit 
are  concerned,  most  money  mar- 
ket mutual  funds  confine  pur- 
chases to  banks  having  assets  of 
$1  billion  or  more.  A  few  funds 
limit  such  investments  to  the  ten 
largest  banks  in  the  country. 
Those  funds  that  want  to  enhance 
earnings  by  taking  a  chance  on 


deposits  will  buy  CDs  in  U.S. 
branches  of  foreign  banks.  These 
have  been  characterized  as  Yankee 
CDs.  They  include  deposits  in  Cana- 
dian, Japanese  and  German  banks. 

The  Merrill  Lynch  Ready  Asset 
fund — $18  billion  in  assets — insists 
that  it  has  liquidity  and  safety  of 
portfolio.  The  Merrill  Lynch  fund  is 
almost  one-third  invested  in  Trea- 
sury bills  and  federal  papers.  Unlike 
commercial  paper  and  bank  depos- 
its, Treasuries  can  be  sold  even  un- 
der the  worst  market  conditions. 
Another  5%  of  Merrill's  portfolio  is 
invested  in  overnight  repurchase 
agreements. 

Because  it  places  emphasis  on 
marketability  over  yield,  the 
Ready  Asset  fund  carried  a  7-day 
yield  of  only  15%.  Kemper  had  a 
17.5%  return.  Kemper's  higher 
yields  were  achieved  by  using  up 
to  60%  commercial  paper.  The  re- 
mainder consists  of  28%  Eurodol- 
lar CDs  and  15%  Yankee  CDs. 
Average  maturity  for  the  Kemper 
Fund  is  32  days,  one  of  the  longer 
averages  currently. 

In  selecting  a  money  market  mu- 
tual fund,  I  would  emphasize  safety 
and  portfolio  marketability  over 
yield.  The  rate  of  return  differences 
are  not  very  large.  They  don't  com- 
pensate for  the  risk  of  having  a  port- 
folio consisting  of  money  instru- 
ments of  less  than  top  quality  and 
top  marketability. 

You  would  have  had  a  17.7%  re- 
turn on  the  Oppenheimer  Money 
Market  Fund  in  the  30  days  to  July 
22  and  16.3%  on  Merrill  Lynch 
Ready  Assets.  Behind  Oppenheimer 
is  a  portfolio  that  is  96%  commer- 
cial paper.  Ready  Assets,  by  con- 
trast, has  28%  Treasuries,  39%  in 
bank  certificates  of  deposit,  and 
only  21%  commercial  paper.  I'll 
take  the  Treasury  participation  over 
virtually  all  commercial  paper.  I'll 
take  16.3%  from  ML  Ready  Assets 
over  17.7%  from  Oppenheimer. 

I  doubt  anyone  will  ever  lose 
money  in  a  money  market  fund. 
The  risk  is  getting  locked  in  if  a 
panic  occurs;  and  it's  a  nasty  feeling 
knowing  your  money  is  there  but 
you  can't  get  at  it. 

I  am  telling  you  all  this  then,  not 
to  scare  you,  but  to  warn  you  that 
money  market  funds  are  not  all 
alike.  The  least  you  should  do  before 
committing  a  great  deal  of  money  to 
one  is  take  a  peek  at  its  portfolio.  ■ 
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Stock  Comment 
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Walter  Winchell  used  to  give  stock  mar- 
ket tips  on  the  radio.  Television  s  Wall 
Street  Week  is  more  confusing. 

GROWTH 
VERSUS  P/E 


By  Heinz  H.  Biel 


A  few  decades  ago,  in  the  good  old 
pretelevision  days,  it  was  just  about 
mandatory  for  a  stock  broker  to  stay 
home  on  Sunday  nights.  He  couldn't 
afford  to  miss  Walter  Winchell's  ra- 
dio broadcast.  (Do  you  remember? 
".  .  .  to  all  the  ships  at  sea.  .  .  .  Let's 
go  to  press.")  How  else  would  he 
know  why  some  obscure  stock  on 
the  AMEX  or  over-the-counter  mar- 
ket would  explode  the  following 
Monday  morning?  Walter  Winchell 
gave  stock  market  tips,  and  his  huge 
audience  usually  took  the  offered 
bait  with  predictable  results.  Under 
the  circumstances  these  market 
tips  had  to  be  self-fulfilling — at  least 
for  a  few  days. 

Nowadays  it  has  become  de  ri- 
gueur  to  look  at  Wall  Street  Week  on 
PBS  every  Friday  evening.  (If  that 
interferes  with  your  bridge  game, 
you  can  usually  see  a  rebroadcast  on 
Saturday  or  Sunday.)  There  is  no 
direct  tipping  of  stocks  a  la  Win- 
chell on  this  program,  but  in  other 
respects  it  is  highly  effective. 

The  popularity  of  Wall  Street  Week 
undoubtedly  is  due  to  host  Louis 
Rukeyser's  choice  of  guests,  some  of 
whom  are  very  good  indeed.  What 
makes  the  program  interesting  is 
that  these  guests  often  have  widely 
differing  points  of  view,  and  the  bet- 
ter and  more  articulate  they  are,  the 
greater  the  impact  on  the  audience. 

Heinz  H.  Biel  is  a  vice  president  of  the  NYSE 
firm  ofjanney  Montgomery  Scott. 


I  recall  an  incident  some  years  ago, 
when  an  elderly  and  extremely  con- 
servative client  called  me  on  Mon- 
day morning  and  insisted  on  buying 
a  few  hundred  shares  of  Intel.  The 
stock's  lofty  price  in  relation  to 
earnings  and  the  complete  absence 
of  any  dividends  were  no  deterrent. 
Mr.  Rukeyser's  guest  obviously  had 
been  most  persuasive  in  his  advoca- 
cy of  growth  stocks. 

While  it  is  interesting  as  well  as 
educational  to  hear  proponents  of 
different  investment  philosophies 
on  this  program,  it  also  tends  to  be 
confusing.  One  week  you  learn  from 
a  highly  successful  investment 
manager  that  the  stocks  he  consid- 
ers eligible  must  sell  at  a  modest 
earnings  multiple,  at  a  reasonable- 
relationship  to  book  value  and,  of 
course,  pay  dividends.  It's  basically 
the  conservative  Ben  Graham  ap- 
proach to  investing.  The  logic 
seems  compelling. 

Some  other  week  an  equally  re- 
nowned portfolio  manager  will  sing 
the  praise  of  growth.  Look  into  the 
future,  he  will  say,  not  into  the  past. 
If  the  present  P/E  seems  exorbitant, 
look  how  modest  it  will  be  when 
the  company  attains  projected  earn- 
ings a  few  years  hence.  Forget  about 
dividends.  Earnings  can  be  used  to 
far  greater  advantage  to  finance  the 
company's  growth.  The  arguments 
are  convincing.  That's  why  my 
friend  bought  Intel. 

Who  is  right?  Obviously  both  in- 
vestment approaches  have  merit 
and  produce  good  results,  if  supple- 
mented by  goad  judgment .  There  is 
no  point  in  being  doctrinaire.  A 
seemingly  undervalued  stock  may 
not  be  as  cheap  as  it  looks,  and 
neither  is  a  high-multiple  growth 
stock  a  sure  road  to  profits. 

I  looked  at  the  30  stocks  in  the 
DJI  and  went  back  ten  years  to 
1971.  The  average  P/E  in  that  year 


was  nearly  17,  more  than  twice 
what  it  is  today.  The  six  stocks  then 
selling  at  the  lowest  P/E  (12  or  less) 
were  AT&T,  American  Brands,  the 
two  steels  (U.S.  and  Bethlehem), 
Exxon,  Texaco  and  Standard  Oil  of 
Cal.  Three  of  these  low-P/E  stocks, 
AT&T,  Bethlehem  Steel  and  even 
Texaco,  are  now  selling  below  their 
1971  highs. 

The  six  stocks  then  selling  at  the 
highest  average  multiple,  from  25  to 
35  times  1971  earnings,  were  IBM, 
Kodak,  Merck,  Minnesota  Mining, 
INCO  and  Sears.  These  are  all,  or  at 
least  were  in  1971,  high-quality 
growth  stocks,  but  only  one  of  the 
six,  Merck,  is  now  selling  above  its 
1971  high. 

What  do  these  figures  prove? 
Nothing,  except,  as  I  said  before,  it 
doesn't  pay  to  be  doctrinaire  when 
it  comes  to  investing.  The  growth 
stock  advocates  will  say,  don't  look 
at  IBM  (whose  profits  "only"  tripled 
in  the  past  ten  years)  but  at  true 
growth  companies  like  Amdahl  or 
Tandem  Computers,  or  at  the  hos- 
pital management  companies  that 
grew  into  the  sky  from  nothing  just 
a  few  years  ago.  Of  course  they  are 
right,  but  then  you  think  of  Comsat, 
a  unique  company  that  not  only 
held  so  much  promise  but  also  kept 
the  promise,  except  that  it  now  sells 
30  points  below  its  1971  high.  You 
can't  help  wondering  how  many  of 
today's  rapid-growth  stocks  will  suf- 
fer a  Comsat-like  fate.  Will  Genen- 
tech  be  among  them? 

These  comments  are  not  meant 
to  be  an  exercise  in  frustration.  To 
begin  with,  keep  in  mind  that  the 
brilliant  guest  expert  on  TV  is  not 
preaching  a  gospel  that  is  suitable 
for  everyone.  For  successful  invest- 
ment, far  more  is  needed  than  a 
brief  outline  of  strategy.  It  may 
work  for  some,  but  can  be  deadly  for 
a  less-qualified  mvestor. 

To  be  sure,  growth  is  all-impor- 
tant, except  for  so-called  assets 
plays  or  sick  companies  that  are 
worth  more  dead  than  alive.  Obvi- 
ously one  can  afford  to  pay  a  higher 
multiple  for  a  company  growing  at 
20%  a  year  than  for  one  that  barely 
keeps  pace  with  inflation.  However, 
never  forget  to  multiply  the  price  of 
the  stock  by  the  number  of  out- 
standing shares.  When  that  valu- 
ation ceases  to  make  sense,  forget 
about  the  glamour  and  the  nimbus 
of  growth.  ■ 
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Financial  Strategy 


Phibro's  attractive,  not  because  people 
understand  it,  but  because  they  don't. 

THE  HEARTY- 
HANKS  SYNDROME 


By  John  Train 


Some  time  ago  I  drew  attention  to 
weakness  in  Engelhard  Minerals  & 
Chemicals.  The  company  has  now 
completed  its  restructuring  into  two 
different  enterprises:  Phibro  Corp., 
the  former  Philipp  Brothers  divi- 
sion, the  worldwide  commodity 
trading  operation  (which  also  holds 
the  Beaufort  Sea  play);  and  Engel- 
hard Corp.,  the  precious  metals  re- 
finer, which  also  produces  kaolin, 
whose  most  interesting  use  is  as  a 
catalyst  in  oil  cracking. 

Phibro  is  an  attractively  priced 
stock,  probably  because  of  several 
misunderstandings  that  surround  it. 
First,  most  investors  (even  profes- 
sionals) believe  that  the  company 
makes  a  significant  amount  of  its 
profits  by  taking  speculative  risks  in 
commodities,  which  could  some- 
time trip  it  up  and  produce  a  mas- 
sive loss,  like  the  catastrophic 
losses  occasionally  experienced  in 
foreign  currency  trading  by  some  of 
the  big  international  banks.  That, 
however,  is  exceedingly  improb- 
able. Risk-taking  trading  is  not  a 
profit  center  for  Phibro.  In  the 
course  of  its  operations  it  inevitably 
has  some  small  uncovered  posi- 
tions, but  they  are  carefully  limited. 
(There  was  a  case  of  fraud  but  it  was 
covered  by  insurance.) 

John  Train  is  president  of  Train,  Smith,  In- 
vestment Counsel,  New  York,  and  the  author 
of  The  Money  Masters  and  Dance  of  the 
Money  Bees. 


Another  misconception  about 
Phibro  is  that  its  fortunes  vary  en- 
tirely with  the  price  of  oil.  Actually, 
only  a  quarter  to  a  third  of  its  profits 
are  oil-related;  and  even  in  this 
weak  or  "discount"  oil  market  it  is 
increasing  its  dollar  volume  in  oil,  at 
a  profit.  Its  longest-term  commit- 
ments in  oil  are  90  days. 

Phibro's  traders,  some  of  whom 
earn  in  the  seven  figures  annually, 
are  not  quite  like  the  traders  in  a 
brokerage  house  boardroom.  They 
are  really  entrepreneurs,  who  may 
spend  weeks  or  months  assembling 
immensely  complicated  deals,  in 
the  course  of  which  they  not  only 
bum  up  the  telephone  wires  but  fly 
all  over  the  world.  Their  chief  asset 
in  putting  these  deals  together  is 
Philipp  Brothers'  years  of  world- 
wide contacts  and  its  information 
system,  which  on  commodities  is 
unmatched  even  by  governments. 

Trading  companies  often  turn 
into  banks:  One  thinks  of  Lazard 
Freres,  Kidder,  Peabody  and  the 
London  merchant  banks,  some  of 
which  after  a  century  are  still  mer- 
chants as  well  as  banks.  Not  surpris- 
ingly, Phibro  is  starting  to  make 
this  same  transition.  In  placing 
commodities  for  customers  it  often 
designs  elaborate  financing  plans, 
working  with  outside  financial  in- 
stitutions. To  enhance  this  capabili- 
ty it  has  set  up  Phibrobank  in  Swit- 
zerland, and  at  one  time  attempt- 
ed— perhaps  ill-advisedly — to  buy 
an  insurance  company.  One  could 
expect  this  evolution  toward  a  mer- 
chant financial  service  company  to 
continue. 

I  once  mentioned  that,  among 
stocks  of  this  type,  I'd  rather  own 
Phibro  than  Merrill  Lynch.  Actual- 
ly, Phibro  is  bigger,  with  $1.3  billion 
of  shareholders'  equity  (up  from 
$463  million  in  1977),  against  Mer- 
rill's $1  billion.  Merrill  has  lots  of 
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competition,  Phibro  much  less. 

That  people  know  so  little  about 
Phibro  is  part  of  what  makes  the 
stock  attractive.  Readers  may  re- 
member the  investment  theory  that 
I  call  the  "Hearty-Hanks  Syn- 
drome." The  best  time  to  have 
bought  that  uniquely  attractive 
class  of  asset,  the  monopoly  news- 
paper chain,  was  when  people  did 
not  even  know  how  Harte-Hanks 
was  pronounced,  let  alone  why  it 
was  so  valuable,  and  when  as  a  re- 
sult it  was  capitalized  in  the  market 
for  a  fraction  of  what  the  owners 
could  have  sold  it  for  on  the  tele- 
phone. Today  people  do  know  how 
to  pronounce  the  name  Harte- 
Hanks  and  the  market  price  has  tri- 
pled. Anyway,  Phibro  is  still  at  that 
stage.  It's  not  called  "Phil-bro"  or 
"Phib-bro,"  but  "Fie-bro."  Selling 
for  under  7  times  depressed  earn- 
ings, with  a  30%  ten-year  historical 
growth  rate  and  a  reasonable  hope 
of  20%  future  growth,  the  stock  is  a 
good  buy  at  27.  The  Beaufort  Sea 
asset,  representing  a  quarter  of  Phi- 
bro's net  worth,  has  not  yet  contrib- 
uted to  earnings. 


South  Africa 

I  was  interested  to  see  that  the  517- 
page  Report  of  The  Study  Commission 
on  U.S.  Policy  toward  Southern  Africa, 
sponsored  by  the  Rockefeller  Fund 
and  chaired  by  the  head  of  the  Ford 
Foundation,  shares  my  view  that 
American  companies  a)  should  not 
pull  out  of  South  Africa,  and  b) 
should  lead  the  fight  for  better  con- 
ditions for  black  workers  there. 


Weyerhaeuser 

In  a  recent  issue  I  spoke  favorably  of 
Weyerhaeuser  as  a  "store  of  value"; 
I  still  feel  that  way.  To  correct  a 
misprint  in  that  column  I  should 
point  out  that  this  company  holds 
about  10%  of  all  corporate-owned 
U.S.  timberland,  and  about  a  third 
of  northwestern  corporate-owned 
timberland.  It  has  two  convertible 
preferreds  outstanding,  one  of 
which  yields  over  9%.  At  the  mo- 
ment they  sell  at  a  reasonable  pre- 
mium over  conversion  parity  and 
are  thus  an  attractive  alternative  to 
the  common.  (One  should,  of 
course,  check  the  premium  when- 
ever one  buys  any  convertible.)  ■ 
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PANHANDLE  EASTERN  CORPORATION 


Regular 
Quarterly 
Dividend 

50c  per  Common  Share 

Payable:  September  15, 1981 
Record:  August  14, 1981 
Declared:  July  22, 1981 

Panhandle  Eastern  Corporation 
is  the  successor  company 
to  Panhandle  Eastern  Pipe 
Line  Company. 
Consecutive  dividend 
payments  since  1939. 

PANHANDLE  EASTERN  CORPORATION 

Cyril  J.  Smith,  Vice  President  and  Secretary 
P.O.  Box  1642 
Houston,  TX  77001 


Fifty, 
Fifty. 


These  are  odds  that  no  one 
would  care  to  bet  on. 

But  the  thousands  of  sons 
and  daughters  of  Huntington's 
Disease  patients  have  no 
choice.  They  were  born  with  a 
50/50  chance  of  inheriting  this 
terrifying,  fatal  illness. 

For  potential  H.D.  victims, 
everyday  is  a  gamble. 
And  if  they  lose,  it's  for  keeps 

Give  generously  to  the 
National  Huntington's  Disease 
Association. 

Help  make  this  generation  its  last. 


H> 


National  Huntington's  Disease  Association 
128A  East  74  Street.  New  York,  NY  10021 
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ITALIANO 
LUNCH  &  DINNER 
Amer.  Express  & 
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Stock  Trends 


Just  as  gold  is  the  classic  inflation  hedge, 
bonds  are  the  classic  disinflation  hedge. 
The  gold/bond  ratio  has  hit  bottom. 

THE  FED 
ISN'T  BLUFFING 


By  Richard  B.  Hoey 


Is  the  Fed  bluffing  again?  My  bet  is 
that  it  is  not.- If  I'm  right,  the  place 
to  be  in  the  next  several  years  is  in 
disinflation  hedges,  such  as  long- 
term  bonds,  rather  than  in  classic 
inflation  hedges  like  gold.  To  be 
sure,  after  steep  declines  in  the  last 
18  months,  I  wouldn't  rule  out  a 
rebound  in  the  inflation-hedge  as- 
sets. But  that  long-term  bull  market 
is  probably  coming  to  a  close,  just  as 
the  long-term  bull  market  in  bonds 
is  beginning. 

For  the  past  two  decades,  the  Fed- 
eral Reserve  has  had  brief  bouts  of 
monetary  restraint,  followed  by 
new  rounds  of  inflationary  money 
and  credit  creation.  Now  it  is  strug- 
gling to  halt  the  inflationary  genie 
that  was  let  out  of  the  bottle  in  1965 
by  the  "guns  and  butter"  policy. 
The  Fed  has  let  interest  rates  rise  far 
above  the  current  rate  of  inflation, 
sustaining  real  rates  of  interest  un- 
precedented in  the  postwar  era. 

Interest  rates  can  be  sky-high  ei- 
ther because  of  high  inflation  or 
tight  monetary  policy.  The  differ- 
ence is  important,  because  high  in- 
terest rates  that  are  caused  by  soar- 
ing inflation  may  persist  for  a  long 
time.  But  high  interest  rates  due  to 
tight  monetary  policy  are  likely  to 
be  temporary. 

The  way  to  tell  the  difference  is  to 

Richard  B.  Hoey  is  a  vice  president,  econo- 
mist and  itwestment  strategist  at  Bacbe 
Halse\'  Stuart  Shields. 


look  at  what  other  asset  prices  are 
doing.  When  inflation  is  forcing 
rates  higher,  commodities  prices, 
including  gold  and  silver,  are  likely 
to  be  high  and  rising.  Real  estate 
prices  will  be  strong  and  the  stock 
market  is  likely  to  be  advancing,  or 
at  least  marking  time.  But  when 
rates  are  being  held  at  sky-high  lev- 
els by  tight  Federal  Reserve  policy, 
you  will  see  symptoms  of  price 
weakness  in  these  other  markets. 
The  current  price  weakness  in  these 
markets  indicates  that  interest 
rates  are  high  now  because  mone- 
tary policy  is  tight. 

We  have  developed  a  bond/gold 
ratio  as  a  key  measure  of  the  trend 
toward  accelerating  or  decelerating 
inflation.  We  divide  the  price  of  the 
classic  disinflation-hedge  asset 
(bonds)  by  the  price  of  the  classic 
inflation-hedge  asset  (gold),  setting 
the  ratio  equal  to  100  as  of  1946. 
Over  the  postwar  period,  this  ratio 
declined  98.5%  to  only  1.5  as  of 
January  1980.  It  has  since  recovered 
to  about  2.5.  While  we  would  regard 
any  new  low  below  1 .5  as  a  warning 
signal  of  potential  hyperinflation, 
we  believe  that  the  level  reached 
early  last  year  will  ultimately  prove 
to  be  the  alltime  low  in  the  bond/ 
gold  ratio. 

Current  Federal  Reserve  policy  is 
close  to  the  prescription  many  ob- 
servers have  advocated  to  reduce  in- 
flation: sustained  monetary  re- 
straint over  a  period  of  time.  The 
Federal  Reserve  is  attempting  to 
pursue  a  middle  course.  On  the  one 
hand,  it  seeks  to  avoid  inflationary 
excesses  of  money  and  credit  cre- 
ation. But  too  restrictive  a  policy  in 
this  regard  would  result  in  such  se- 
vere side  effects  that  political  sup- 
port for  the  Fed's  actions  would 
evaporate. 

There's  one  factor  that  makes  it 
difficult    to   pursue    this  middle 
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course:  The  Fed  does  not  control  the 
growth  of  total  bank  reserves,  only 
nonborrowed  reserves.  The  dis- 
count rate  on  borrowed  reserves  is 
currently  a  subsidy  rate,  below  free 
market  rates.  Banks  can  thus  ex- 
pand credit  profitably  using  bor- 
rowed reserves.  Watch  to  see  if  the 
Fed  changes  the  discount  rate  into  a 
penalty  rate,  above  market  rates.  If 
it  does,  it's  an  important  signal  that 
it's  net  bluffing  this  time. 

High  real  rates  of  interest,  of 
course,  pose  a  threat  to  the  classic 
wealth-building  technique  of  bor- 
rowing to  buy  inflation-hedge  as- 
sets. Changes  in  tax  policy  should 
further  shift  the  relative  appeal  of 
borrowing,  versus  saving.  Cuts  in 
marginal  tax  rates  will  lower  the 
ability  of  borrowers  to  shift  interest 
costs  onto  the  federal  government, 
while  permitting  savers  to  retain  a 
higher  percentage  of  their  interest 
income. 

We're  still  partial  to  "Ron's 
bonds,"  the  U.S.  government 
13%%  bonds  due  2011,  which  yield 
close  to  14%  and  are  noncallable  for 
25  years.  If  they  don't  fall  in  yield 
and  rise  in  price  over  the  next  year, 
it's  not  likely  that  there  will  be 
many  other  investments  enjoying 
bull  markets. 

And  even  in  today's  turbulent 
markets,  there  are  a  number  of  solid 
companies  available  at  a  reasonable 
price.  For  example,  Royal  Dutch  Pe- 
troleum (33)  recently  was  selling  at 
about  4  times  estimated  1981  earn- 
ings of  $8  a  share  and  under  3  times 
estimated  1982  earnings  of  $12.  At 
that  price,  it  yields  over  9%. 
Through  the  acquisition  of  Belridge 
oil  properties  in  California  by  its 
Shell  Oil  subsidiary,  it  has  increased 
its  asset  base  in  the  U.S.  Because 
Royal  Dutch  is  not  one  of  the 
Aramco  companies,  it  doesn't  bene- 
fit from  cheap  Saudi  oil.  However, 
the  spread  between  the  price  of 
Saudi  oil  and  other  oil  appears  likely 
to  narrow,  so  that  this  disadvantage 
should  become  less  important.  At 
its  current  price,  the  potential  total 
return  from  the  stock  appears  to  be 
quite  attractive. 

Lincoln  National  (41)  should  earn 
over  $7  this  year  and  about  $8.25  in 
1982.  The  stock  was  selling  recently 
at  only  about  5  times  estimated 
1982  earnings  and  at  about  a  30% 
discount  from  book  value.  It's  a 
good  sound  value  at  these  levels.  ■ 
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Commodities 


Usually,  the  spread  between  soybeans 
and  soybean  products  is  narrow.  An  in- 
teresting trade  may  be  shaping  up. 

REVERSE  CRUSH: 
A  MATCHED  SET 


By  Stanley  W.  Angrist 


It  has  been  noted  more  than  once 
that  being  short  a  contract  of  soy- 
beans during  the  growing  season  is 
worth  at  least  two  years  at  the  Har- 
vard Business  School.  Such  a  strate- 
gy teaches  you  about  risk  manage- 
ment and  about  yourself.  Right  now 
I  like  the  short  side  of  soybeans,  but 
I  believe  there  is  a  less  risky  way  to 
trade  the  bean  complex. 

In  almost  every  year  for  the  past 
20,  the  reverse  soybean  crush  spread 
has  peaked  during  the  November- 
December  harvest.  "Crush"  is  the 
general  term  used  in  the  soybean 
industry  to  describe  the  relationship 
between  soybeans  and  their  prod- 
ucts— meal  and  oil.  Soybeans  are 
"crushed"  to  extract  oil  used  in 
many  food  products,  paints  and 
chemicals,  while  soybean  meal  is  a 
high-protein  animal  feed.  The  value 
of  the  oil  and  meal  is  greater  than 
the  value  of  the  beans,  since 
crushers  do  not  view  their  activities 
as  philanthropic  in  nature. 

When  the  spread  between  the 
products  is  relatively  narrow  and  is 
expected  to  widen,  it  is  termed  a 
"reverse  soybean  crush."  In  such  a 
spread,  one  buys  the  products  and 
sells  the  beans.  The  spread  is  called 
"reverse"  because  it  is  exactly  oppo- 
site the  position  normally  taken  by 
a  soybean  crusher,  who  is,  as  a  rule, 

Stanley!  W.  Angrist  i.  a  professor  at  Carnegie- 
Mellon  University  and  the  author  of  Sensi- 
ble Speculating  in  Commodities. 


long  the  beans  (which  he  needs  for 
raw  material)  and  short  the  meal 
and  oil  (which  he  usually  has  avail- 
able for  delivery  as  a  result  of  his 
crushing  operations).  The  "crush" 
spread  position — buying  the  beans 
and  selling  the  products — is  taken 
up  when  one  believes  the  products 
have  risen  in  value  too  much  rela- 
tive to  the  beans. 

While  the  spread  in  some  years 
has  remained  narrow  until  just  be- 
fore harvest  in  the  fall,  in  most 
years  it  begins  to  widen  in  mid- 
summer. The  spread  rallied  dra- 
matically in  1979  and  1980.  From 
spring  and  early  summer  lows  to 
harvest-time  highs,  the  total  profit 
potential  in  1979  was  55  cents  per 
bushel  and  in  1980  it  was  34  cents. 

The  reason  the  reverse  crush 
spread  has  worked  reliably  year 
after  year  is  not  mysterious.  As 
truckloads  of  newly  harvested  beans 
line  up  outside  country  elevators 
during  the  fall,  elevator  operators 
bid  less  aggressively  for  beans.  But 
meal  and  oil  prices  tend  to  remain 
relatively  stable,  thus  widening  the 
difference  between  the  beans  and 
the  products.  This  effect  is  usually 
strong  enough  to  cause  the  reverse 
crush  to  widen  substantially — in 
bull  and  bear  markets  alike. 

When  adjusted  for  inflation,  the 
reverse  crush  is  now  trading  near 
the  lows  of  previous  years.  The  cost 
of  processing  soybeans  has  nearly 
doubled  since  the  early  1970s,  most- 
ly due  to  higher  energy  costs.  In- 
cluding overhead,  few  crushers 
break  even  below  50  cents  per  bush- 
el. Six  to  eight  years  ago,  when  the 
crusher's  breakeven  point  was  in 
the  area  of  25  cents,  entry  points  of 
15  cents  to  18  cents  were  consid- 
ered attractive.  Because  of  inflation, 
entry  at  30  cents  to  36  cents  today 
is  considered  equally  attractive. 

Do  not  be  deceived  by  these  num- 
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bers.  Some  traders  believe  that  a 
reverse  crush  entered  into  below  the 
processors'  breakeven  must  climb 
to  that  level,  or  they  will  reduce 
their  output  and  force  the  spread 
wider.  That  is  correct,  but  with  re- 
spect to  cash  not  futures,  as 
crushers  deal  in  cash  prices.  In  the 
futures  market  the  reverse  crush 
can  stay  below  the  crusher's  break- 
even point  for  long  periods. 

The  reverse  crush  is  quoted  in  the 
soybean  industry  and  at  the  Chica- 
go Board  of  Trade  as  the  value  of  the 
oil  and  meal  converted  to  cents  per 
bushel  of  soybeans  less  the  price  of  a 
bushel  of  soybeans.  Crushing  one 
bushel  of  soybeans  produces  48 
pounds  of  meal,  1 1  pounds  of  oil  and 
about  1  pound  of  waste.  To  compute 
the  value  of  the  crush,  multiply  the 
price  per  ton  of  meal  by  2.4,  the 
price  per  pound  of  oil  by  1 1,  and  add 
the  results;  then  subtract  the  price 
of  a  bushel  of  beans.  For  example, 
recently  the  January  contracts  trad- 
ed at  $222.20  per  ton  for  meal,  25.80 
cents  per  pound  for  oil  and  $7.85  per 
bushel  for  beans.  The  crushing  mar- 
gin (rounded  to  the  nearest  half-cent 
per  bushel)  is  then: 


2.4  x  $222.20 
11.0x25.80 


=  $533.5  cents 
=   284.0  cents 


Value  of  products  =  817.5  cents 
Value  of  beans      =    785.0  cents 


Crushing  margin 


32.5  cents 


The  usual  way  this  spread  is  put 
on  is  in  a  unit  of  long  12  meal  con- 
tracts, plus  long  9  oil  contracts 
while  short  10  bean  contracts.  This 
ratio  balances  the  actual  products 
received  from  10  bean  contracts. 
The  exchange-required  margin  on 
such  a  spread  is  $2,500,  but  one 
would  be  foolish  to  trade  it  with  less 
than  $10,000  in  your  account.  The 
round-turn  commission  should  total 
about  $1,300  on  all  31  contracts. 
The  reverse  crush  can  also  be  done 
on  a  one  meal,  one  oil  and  one  bean 
basis  where  the  margin  should  be 
about  $500  and  the  commission 
around  $125. 

Using  the  January  contracts,  I 
would  try  to  enter  with  the  crush 
under  35  cents  per  bushel,  and  risk 
no  more  than  20  cents  from  my 
entry  point.  This  spread  requires  pa- 
tience in  putting  it  on  and  taking  it 
off  as  floor  brokers  must  really  hus- 
tle from  pit  to  pit  to  institute  it.  ■ 
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Forbes:  Capitalist  Tool 


Psychology  &  Investing 


Pop  books  on  the  Japanese  "miracle" 
perpetuate  myths  that  divert  attention 
from  our  basic  economic  problems. 

SUPERMEN? 


By  Srully  Blotnick 


'HI 


"The  Japanese  are  like  machines," 
said  Ben.  "They  go  to  work  and  just 
work.  Our  people  don't  do  that.  The 
only  time  Americans  are  excited 
about  coming  to  work  is  when  it's 
payday." 

That  opinion  is  typical  of  how  the 
majority  of  people  in  my  sample 
assess  the  difference  between  the 
U.S.  and  Japanese  labor  forces.  One- 
third  have  gone  so  far  as  to  conclude 
that  the  Japanese  are  on  the  verge 
of  accelerating  the  pace  of  their 
progress  internationally. 

Should  we  be  scared? 

Let's  go  back  to  that  highly  ideal- 
ized picture  of  the  Japanese  worker 
and  contrast  it  with  the  facts. 

"Western  knowledge  of  the  Japa- 
nese blue-collar  worker  remains  re- 
markably superficial,"  Robert  E. 
Cole  wrote  a  decade  ago  in  Japanese 
Blue  Collar.  The  Changing  Tradition . 
My  data  indicate  that  the  superfici- 
ality has  increased  in  the  last  ten 
years.  Pop  books  and  articles  on  the 
subject,  especially  fashionable  at 
present,  simply  magnify  myths 
rather  than  get  at  the  truth. 

What  did  Cole  actually  discover 
after  years  of  intensive  on-site 
study?  "There  is  a  Western  stereo- 
type of  the  Japanese  as  being  always 
polite  and  never  revealing  emo- 

Dr  Srully  Blotnick  is  a  practicing  psycholo- 
gist and  author  of  Getting  Rich  Your  Own 
Way  and  Winning:  The  Psychology  of  Suc- 
cessful Investing. 


tion,"  he  writes.  "It  bears  little  rela- 
tion to  the  reality,"  he  found  in  a 
Tokyo  plant.  "The  workers  were 
gregarious,  spontaneous,  quick  to 
anger  and  quick  to  express  joy.  The 
colorfulness  of  factory  language  is 
quite  different  from  the  Japanese 
one  hears  in  more  polite  middle- 
class  circles." 

How  about  the  much-touted  har- 
mony among  workers? 

According  to  Cole:  "There  is  an 
image  of  Japan  as  a  society  in  which 
joint  decision  making,  consensus 
and  tightly  integrated  social  groups 
predominate.  Although  it  would  be 
wrong  to  deny  the  existence  of 
these  phenomena,  their  emphasis 
distorts  the  role  that  competition 
plays  in  Japanese  society.  There  is 
indeed  an  enormous  amount  of 
competition  in  Japanese  society." 

How  does  it  evidence  itself,  and 
what  are  its  effects?  "Great  empha- 
sis is  placed  on  impressing  superi- 
ors, or  flattery  and  behind-the-door 
deals.  It  increases  friction  among 
workers  and  makes  it  difficult  to 
develop  deep  horizontal  friendships 
and  worker  solidarity.  It  is  intensi- 
fied after  age  30  by  virtue  of  reduced 
alternative  job  possibilities." 

You  might  be  thinking  these 
workers  have  little  to  worry  about, 
since  they  have  "permanent  em- 
ployment." But  it's  not  what  it 
seems.  "Managers  generally  said 
that  they  would  not  fire  workers 
except  under  the  most  exceptional 
circumstances."  However,  "devices 
designed  to  make  workers  quit  are 
numerous." 

Yet  the  workers  have  very  good 
reason  to  put  up  with  the  discom- 
fort and  not  leave.  "One  of  the  char- 
acteristics of  the  Japanese  dual 
economy  [Forbes,  Aug.  18,  1980,  p. 
53]  is  that  employees  who  quit  large 
firms  are  less  likely  to  be  employed 
at  other  large  firms.  Instead,  they 


will  often  wind  up  working  at  a 
smaller  firm  for  lower  wages." 

Those  who  can't  make  a  go  of  it — 
and  there  are  many — conveniently 
disappear.  Where?  As  Cole  and 
Tominaga  put  it  in  Japanese  Industri- 
alization and  its  Social  Consequences 
"The  self-employed  category  in  ur- 
ban areas  plays  the  role  of  absorbing 
redundant  labor."  As  a  result,  Japan 
has  more  than  twice  the  proportion 
of  self-employed  workers  that  the 
U.S.  has. 

In  short,  people  are  used  to  as- 
suming erroneously  that  if  an  indus- 
trial nation  is  doing  well  economi- 
cally, the  key  factor  in  that  coun- 
try's success  must  have  been— and 
still  is — the  spirit  of  its  workers. 

It  would  be  equally  accurate  to 
attribute  Japan's  success  to  the  coer- 
cive, regimental  side  of  its  society — 
which  we  hardly  want  to  emulate. 

Careful  observers  of  the  scene 
see  the  serious  weaknesses  that 
exist  in  the  Japanese  system.  Chie 
Nakane,  in  Japanese  Society,  con- 
cludes that:  "As  a  general  rule,  a 
Japanese  will  pay  more  attention 
to  and  find  greater  interest  in  per- 
sonality than  capability."  That  ac- 
counts for  "the  difficulty  facing 
the  establishment  of  a  merit  sys- 
tem in  Japan.  .  .  .  Recent  attempts, 
particularly  in  industrial  enter- 
prises, have  had  results  that  are 
generally  quite  disappointing." 

The  Japanese  are  at  more  of  a 
disadvantage  than  most  people  real- 
ize in  operating  overseas.  In  Modern 
Japanese  Organization  and  Decision 
Making,  M.  Yoshino  states:  "Dur- 
ing the  past  two  decades,  Western, 
particularly  American,  manage- 
ment concepts  have  been  selective- 
ly adapted  into  Japanese  corpora- 
tions. But  it  is  generally  recognized 
that  the  very  core  of  Japanese  man- 
agerial practices,  such  as  the  deci- 
sion-making process,  has  remained 
virtually  unchanged.  .  .  .  Heavy  reli- 
ance is  placed  on  informal  personal 
relations.  Much  of  the  discussion, 
negotiation,  bargaining  and  persua- 
sion are  performed  through  mobili- 
zation of  personal  networks." 

Overseas,  however,  frequent  face- 
to-face  interaction  is  more  difficult. 
As  Nakane  puts  it:  "There  is  no 
alienation,  loneliness  or  irritability 
comparable  to  that  of  the  Japanese 
whose  work  takes  him  to  a  foreign 
country.  So,  even  on  holiday  trips, 
the  Japanese  surround  themselves 
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with  friends  or  fellow  workers,  car- 
rying with  them  their  communal 
identity  wherever  they  go." 

The  upshot:  "It  makes  the  par- 
ticipation of  non-Japanese  nationals 
in  the  decision-making  process  ex- 
tremely difficult,  if  not  impossible," 
writes  Yoshino.  "Most  of  them  lack 
■  skills  in  communications  sufficient 

II  to  enable  them  to  engage  in  these 
r>  I  rather  subtle  interactions."  Even 

"Japanese  nationals  who  are  recruit- 
]  ed  in  foreign  countries  are  almost  as 
seriously  handicapped  in  this  re- 
gard, and  they  are  almost  invariably 
(relegated  to  secondary  roles  in  the 
I  Japanese  corporations  abroad." 
-  i    Yoshino  concludes  his  study  of  the 
35  largest  Japanese  firms  active  in 
.developing  manufacturing  abroad: 
"Japanese  management  faces  a  seri- 
j  ous  dilemma.  In  order  to  undertake 
i  major  expansion  internationally,  the 
■  Japanese  must  bring  about  basic 
;  changes  in  their  management  sys- 
item.  The  extent  to  which  they  can 
:  achieve  such  a  feat  is  by  no  means 
|  certain.  But,  more  important,  in  the 
i  process,  they  may  well  lose  those 
jvery  elements  which  have  made 
their  system  so  effective  internally." 

If  you  have  read  this  far  you  must 
jbe  asking:  If  the  Japanese  aren't  su- 
ipermen,  why  are  they  besting  us 
(economically?  You  can  find  the  an- 
jswer  in  a  recent  study  by  the  New 
iYork  Stock  Exchange  entitled  U.S. 
Economic  Performance  in  a  Global 
Perspective. 

As  the  report  reveals:  "Had  the 
U.S.  capital  stock  grown  at  Japan's 
7.2%  rate,"  then  "the  U.S.  rate 
of  economic  growth  would  have 
matched  that  of  Japan"  during  the 
[[period   from    1973-79.   "In  other 
I  words,  in  the  recent  period,  the  gap 
between  the  two  [growth  rates]  has 
!been  mostly  a  matter  of  the  sheer 
volume  of  Japan's  addition  to  its 
|i capital  stock." 

A  worker,  in  short,  is  no  better 
than  his  tools. 
The  "secret  genius"  of  Japan's 
(managerial    techniques    and  the 
;  "spirit"  of  its  workers  are  being  giv- 
!  en  the  lion's  share  of  the  credit  for 
Japan's  economic  performance.  So 
[here  we  are  trying  to  be  more  like 
the  Japanese  when  we  need  to  be 
looking  for  ways  to  improve  the  cli- 
i  mate  for  savings  and  investment  in 
ithis  country.  We  need  to  be  prod- 
ding our  politicians,  not  sniping  at 
jour  workers  and  managers.  ■ 


The  BookThat 
PUtPUeblo, 

Colorado 
On  The  Map. 

For  years  Pueblo  remained  un- 
charted and  unknown. 

Then,  suddenly,  the  secret  was  out. 
Pueblo  is  the  city  that  sends  out  the  free 
Consumer  Information  Catalog.  It's  the 
city  where  the  streets  are  paved  with 
booklets. 

Now  everyone  knows. 
And  now  everyone  can  send  for  their 
very  own  copy  of  the  Consumer  Informa- 
tion Catalog.  The  new  edition  lists  over 
200  helpful  Federal  publications,  more 
than  half  of  them  free.  Publications  that 
could  help  with— money  management, 
car  care,  housing  hints,  growing 
gardens,  food  facts.  All  kinds  of  useful 
consumer  information  you  can  use  every 
day. 

Get  yourfree  copy  now.  Just  send  us 
your  name  and  address  on  a  postcard. 
Write: 

CONSUMER  INFORMATION  CENTER,  DEPT.  G, 
PUEBLO,  COLORADO  81009 


urns.  General  Services  Administration 


RJReynolds  Industries,  Inc. 


Common  Stock  Dividend 

A  quarterly  dividend  of  60  cents  per  share  has 
been  declared  on  the  Common  Stock  of  the 
Company,  payable  September  5, 1981  to  stockholders 
of  record  at  the  close  of  business  August  10, 1981. 

H  C.  ROEMER 

Senior  Vice  President, 
General  Counsel  and  Secretary 
Winston-Salem.  N  C  ,  July  16.  1981 

Eighty-One  Consecutive  Years  of  Cash  Dividend  Payments 

Tobacco  Products  Energy 
Foods  and  Beverages  Packaging 
Containerized  Shipping 
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B.F.  Goodrich  
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Guilford  Transportation  Inds 

Gulf  &  Western   
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Heidrick  &  Struggles   
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Howard  Johnson   
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International  Paper  

Jewell  Coal  &  Coke  

Johnson  ik  Johnson  

Kemper  Money  Market  Fund 
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Flashbacks 


"The  more  things  change. . . ." 
Items  from  past  issues  of  Forbes 


Sixty  years  ago  in  Forbes 

'Principal    theatrical   producers  in 

Mew  York  announce  that  top  prices 
:or  the  coming  season  will  be  $2.50 
:or  legitimate  productions  and  $3  for 
nusical  pieces.  This  compares  with 
S3  and  $4  last  year.  [Also]  the  New 
York  Hippodrome  announces  a  top 
Drice  of  $1.50." 


'We  look  for  clean  qualities  in  the 

/oung  men  we  pick.  A  man  in  our 
organization  must  not  drink,  gamble, 
ar  smoke  cigarettes.  I  prefer  a  young 
nan  who  has  some  religious  stamina. 
We  like  college  men,  when  they  are 
billing  to  start  at  the  bottom  of  the 
adder  and  work  up;  in  fact,  we  are 
billing  to  take  all  that  kind  of  men  we 
;an  find,  provided  they  measure  up  to 
:he  other  qualifications  as  well.  For 
nstance,  I  have  in  mind  a  young  grad- 
late  of  Cornell  University  who  had 
oeen  holding  a  rather  lucrative  posi- 
tion as  an  instructor  of  Latin  at  a 
jreparatory  school  back  here  in  the 
:ast.  He  resigned  that  position  to 
;ome  with  us  at  $100  per  month.  He 
s  making  satisfactory  progress,  and  I 
ook  forward  to  the  time  when  he  will 
:>e  one  of  the  partners  in  the  busi- 
less." — James  Cash  Penney,  founder 
_  )f  f.C.  Penney  Co. 

The  story  of  the  Cornell  graduate 
Was  far  from  being  fiction.  Young  Al- 
bert W.  Hughes  could  see  no  future  in 
reaching  Latin  at  the  posh  Hill  School 
n  Pennsylvania.  So  he  wheedled  a  job 
rom  Mr.  Penney,  first  sweeping  the 
loor  and  then  selling  shoes  in  the 
-iPenney  store  in  Moberly,  Mo. — where 
lijne  promptly  broke  all  records  for  shoe 
i|j||ales.  Long  after  Mr.   Penney  had 
turned  his  attention  to  his  Florida 
ventures  (he  came  back  to  the  com- 
jjpany  only  after  that  career  was  in 
ruins),  Hughes  continued  to  rise  as  the 
i  ight-hand  man  to  Earl  C.  Sams,  the 
eal  builder  of  the  modern  J.C.  Penney 
Co.,  eventually  succeeding  Sams  first 
is  president  and  then  as  CEO. 

'You  hear  a  great  deal  from  men  in 
his  country  about  how  hard  they 
vork.  My  experience  and  observation 
onvince  me  that  most  of  them  do 
lot  really  work  hard,  but  only  pretend 
o  work  hard.  They  may  believe  they 
ire  working  hard,  but,  as  a  rule,  they 
vaste  far  too  much  time.  Business 
nen  here  think  nothing  of  losing  half- 
m-hour   or   more   during  business 


Lord  Northcliffe 


hours  to  go  and  be  shaved.  Time  is 
often  taken  to  have  shoes  shined  dur- 
ing business  hours.  Then  lunchtime  is 
often  dragged  out  far  beyond  an  hour." 

— British  news  tycoon 
Lord  Northcliffe 

Fifty  years  ago 

"Preliminary  figures  for  United  States 
foreign  trade  in  merchandise  during 
the  first  six  months  of  1931  show  the 
extent  of  the  world  depression  only 
too  well.  The  figures  reveal  a  decline 
of  more  than  $750  million  in  the  value 
of  our  exports  and  over  $625  million 
in  our  imports,  from  the  correspond- 
ing period  of  1930.  For  the  first  time 
since  the  outbreak  of  the  World  War, 
our  exports  in  any  one  month  were 
valued  at  less  than  $200  million,  being 
only  $187  million  in  June.  This  was  a 
decrease  of  $17  million  from  May  and 
$108  million  from  June  a  year  ago. 
Our  imports  in  June,  1931  were  $176 
million,  slightly  under  those  in  May, 
but  some  $75  million  under  those  of 
June,  1930." 

The  more  one  studies  U.S.  foreign 
trade,  the  more  one  is  tempted  to 
believe  that  it  played  a  central  part  in 
the  coming  and  virulence  of  the  Great 
Depression.  During  World  War  I  the 
European  Allies  had  sold  off  many  of 
their  U.S.  assets  (over  two-thirds  of 
British  and  French  holdings  of  U.S. 
stocks,  for  example).  Before  the  war 
the  net  U.S.  debt  to  foreigners  was 
$3.7  billion;  after  it  the  private  sector 
alone  enjoyed  a  net  credit  of  nearly  $3 
billion,  without  counting  $9.6  billion 
more  that  foreign  governments  owed 
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the  U.S.  government.  But  the  U.S., 
totally  unprepared  for  its  new  status, 
"never  developed  the  import  excess 
usually  regarded  as  the  normal  condi- 
tion of  a  creditor  nation,"  to  quote 
one  expert. 

Instead,  ever-higher  U.S.  tariffs 
forced  the  financing  of  foreign  trade 
via  more  or  less  temporary  expe- 
dients— first  gold  shipments  to  the 
U.S.,  then  short-term  credits,  but 
most  of  all  foreign  loans  that  con- 
tinued until  near  the  end  of  the 
Twenties,  when  they  suddenly  fell 
off.  The  fall-off  was  partly  in  recog- 
nition of  the  precarious  nature  of 
many  of  the  loans,  but  it  was  also 
the  result  of  the  tempting  profits  to 
be  made  in  the  stock  market  boom. 
Thus  the  same  factor  that  undercut 
world  trade  also  fueled  the  fires  of 
stock  speculation,  with  all-too-pre- 
dictable results. 

Twenty  five  years  ago 

"I  am  convinced  that  the  worst  of  the 
crisis  caused  by  the  exodus  of  the  tex- 
tile industry  is  over.  As  they  have  so 
many  times  before  in  their  history, 
the  people  of  New  England  have  re- 
sponded to  a  challenge  to  their  surviv- 
al. There  are  still  those  who  think  the 
area  is  too  dependent  on  the  $1  bil- 
lion-a-year  vacation  industry  and  that 
it  is  unbalanced  by  the  lack  of  such 
heavy  industries  as  steel,  chemicals, 
aluminum.  Such  concern  for  the  fu- 
ture is  very  much  to  the  good,  but  for 
the  sake  of  their  own  peace  of  mind, 
some  of  these  people  ought  to  take  a 
look  at  Switzerland." 

— Malcolm  S.  Forbes 


$2,500,000 


5%  TAX 
EXEMPT 

City  of  Florence,  Alabama 
First  Mortgage  Industrial  Development  Revenue 

BONDS 


$1,000  Denominations 

(dated:  June  15.  19S6). 


Coupons  (covering  interest) 
due  each  June  15  i  Dec.  15 


PRICE:  100%  and  accrued  interest 


As  recently  as  25  years  ago,  the  prospect 
of  a  5%  tax-free  yield  was  a  powerful 
come-on  for  ini  'estors. 
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Men  in  condition  do  not  tire. 
High  physical  condition 
is  vital  to  victory. 
George  S.  Patton  fr. 


Health  without  wealth 
is  half  a  sickness. 
Thomas  Fuller 


Measure  your  health  by 
your  sympathy  with  morning 
and  spring. 

Henry  David  Thoreau 


Straight  is  the  gate  and 
narrow  is  the  way  that  leads 
to  reputation,  honor, 
success  and  happiness. 
John  Adams 


Discipline  does  not  mean 
suppression  and  control, 
nor  is  it  adjustment  to 
a  pattern  or  an  ideology. 
It  means  a  mind  that  sees 
"what  is"  and  learns  from 
"what  is." 
J.  Krishnamurti 


Happiness  is  not  being  pained 
in  body  or  troubled  in  mind. 
Thomas  Jefferson 


Practice  yourself  in 
little  things,  and  then 
proceed  to  greater. 
Epictetus 


A  large  part  of  virtue 
consists  in  good  habits. 
William  Paley 


Men  who  pass  most  comfortably 
through  the  world  are  those 
who  possess  good  disgestions 
and  hard  hearts. 
Harriet  Martineau 


Life  shouldn't  be  printed 
on  dollar  bills. 
Clifford  Odets 


Thoughts 

on  the  Business  of  Life 


Too  much  attention  to 
health  is  a  hindrance  to 
learning,  to  invention  and 
to  studies  of  any  kind. 
Plato 


Money,  achiei  'ement,  fame, 
success  are  important,  but 
they  are  bought  too  clearly 
when  acquired  at  the  cost 
of  health  Exercise  self- 
control,  self-reliance, 
unselfishness,  and  pay  such 
attention  to  habits  that 
you  won't  have  to  worry 
overmuch  about  health 
B.C.  Forbes 


Health  of  body  and  mind 
is  a  great  blessing, 
if  we  can  bear  it. 
John  Henry  Newman 


Keep  calm  and  keep  fit. 
William  Feather 


Energy  and  perseverance 
can  fit  a  man  for  almost 
any  kind  of  position. 
Theodore  F.  Merseles 


Your  health  is  bound  to  be 
affected  if,  day  after  day, 
you  say  the  opposite  of  what 
you  feel,  if  you  grovel 
before  what  you  dislike, 
and  rejoice  at  what  brings 
you  nothing  but  misfortune. 
Boris  Pasternak 


The  first  step  in  self- 
improvement  is  to  admit 
our  faults. 
Arnold  Glasow 


More  than  3,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a 
5 74-page  book  at  $11.95.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New 
York,  N.Y.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


We  rest  by  changing  the 
character  of  our  work. 
Saunders  Norvell 


Self-reliance  and  self- 
respect  are  about  as 
valuable  commodities 
as  we  can  carry  in  our 
pack  through  life. 
Luther  Burbank 


The  force  of  habit  can 
take  luster  away  from 
the  best  of  pleasures. 
But  habit  can  also 
create  new  and  special 
pleasures  in  return. 
Hans  Margolius 


A  Text . . . 

Ye  ask,  and  receive  not, 
because  ye  ask  amiss, 
that  ye  may  consume  it 
upon  your  lusts. 
James  4:3 


Sent  in  by  Dallas  M  Johnson,  Grantsburg, 
Wis.  What's  your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of  texts  used. 


Tolerate  imperfection  in 
others,  never  in  yourself. 
Frank  Tyger 


Certain  it  is  that  minds, 
like  bodies,  will  often 
fall  into  a  pimpled,  ill- 
conditioned  state  from 
mere  excess  of  comfort, 
and  like  them,  are  often 
successfully  cured  by 
remedies  in  themselves  very 
nauseous  and  unpalatable. 
Charles  Dickens 
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Everything  about  David  Plastow  represents  his 
company's  philosophy. Which  is  why  he  wears  a  Rolex. 


David  Plastow  is  the  cus- 
todian of  a  long  and  famous 
engineering  tradition. 

He  is  the  Chief  Execu- 
tive of  Rolls-Royce  Motors, 
and  indeed,  his  manner  and 
personal  appearance  exact- 
ly reflect  the  ethos  of  that 
company.  That  of  the  skilled 
engineer. 

Plastow  takes  a  personal 
interest  in  any  modification, 
however  small. 

"All  our  developments 
at  Rolls-Royce  are  always 
evolutionary  rather  than 
revolutionary,"  he  says. 

"We  are  a  highly  personal  business,  and 
both  our  craftsmen  and  our  customers  have 
clearly  defined  ideas  about  what  a  Rolls- 
Royce  should  be.  But  while  we  don't  tamper 
with  those  fundamental  ideas,  we  are,  of 
course,  constantly  searching  for  improve- 
ment. For  instance,  years  ago,  the  gear 
selection  on  a  Rolls-Royce  car  became  com- 
pletely electronic.  But,  a  driver  likes  to  'feel' 


i 


that  the  gear  selection  lever 
is  doing  something ...  so 
we  engineered  the  'feel' 
back  into  it  -  so  it's  satisfying 
to  use." 

David  Plastow  recog- 
nizes the  similar  philosophy 
behind  the  watch  he  wears. 

"It's  a  Rolex  Oyster 
Datejust.  I'm  told  that  the 
engineering  concept  of  the 
Oyster  case  first  appeared 
in  1926. 

"Obviously  this  watch 
has  changed  and  improved 
over  the  years  but  Rolex 
has  stayed  with  the  basic 
idea  because  it  was  a  very  good  one.  It's  ex- 
tremely tough,  very  reliable,  and  superbly 
engineered.  After  50  years  of  development 
it's  almost  perfect". 

Which,  from  the  man  who  makes  the 
finest  cars  in  the  world,  is  quite  a  compliment. 
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The  Rolex  Datejust  Chronometer.  Available  in  18kt.  gold,  steel  and  gold  combination  or  stainless  steel,  with  matching  bracelet. 


Write  for  brochure.  Rolex  Watch,  U.S.A.,  Inc.,  Dept.  398.  Rolex  Building.  665  Fifth  Avenue,  New  York,  N.Y.  10022. 
World  headquarters  in  Geneva.  Other  offices  in  Canada  and  major  countries  around  the  world. 


E.E  Hutton  on  the  stock  market 


There  is  no  magic  formula 
for  the  stock  market. 
But  there  is  a  formula. 


E.E 
Hutton 
didn't 
make  its 
reputation 
in  the  stock 
market  by  accident.  Or  by 
waving  a  magic  wand. 

What  follows  is  Hutton's 
own  formula  for  success.  And 
it  may  be  yours. 

Know  your  objectives. 
Part  one  of  the  formula  is  to 
clearly  define  and  understand 
your  investment  objectives. 

Are  you  looking  for  long- 
erm  gains?  Short-term  gains? 
How  much  of  a  risk  are  you 
willing  to  take? 

We  like  to  go  over  all 
this  with  you  in  person.  Face- 
to-face.  In  a  special  financial 
consultation. 

Invest  scientifically. 
Part  two  of  the  formula  is  to 
turn  your  financial  objectives 
into  working  investments.  In  a 
scientific  manner. 

Here  we  use  two  power- 
ful investment  tools.  And  only 
E.E  Hutton  has  them. 


8  The 
"Master 
List." 

The  first 
tool  is  the 
"Master  List." 
A  thorough  statistical  analysis  of 
the  900  most  prominent  stocks. 

It  shows  you  which  stocks 
we  feel  have  the  greatest 
growth  potential.  And  which 
ones  are  lagging  behind. 

Using  the  "Master  List"  may 
mean  the  difference  between 
simply  playing  the  market  and 
planning  the  market. 

The  "Know  It  All." 
The  second  tool  is  "The  Know 
It  All."  A  truly  remarkable 
computer  that  does  everything 
its  name  suggests. 

Within  seconds  it  can 
perform  statistical  portfolio 
reviews.  Even  test  alternative 
investment  strategies — telling 
you  how  potentially  profitable  a 
given  strategy  might  be  and 
what  its  possible  risks  are. 

Use  the  formula. 
To  take  advantage  of  the 
E.E  Hutton  formula  is  easy. 


Simply  fill  in  the  coupon 
below  or  call  toll-free  day  or 
night,  7  days  a  week: 

800-228-2626 

(In  Nebraska  call  800-642-8777). 

TalktoE.fi  Hutton. 
Face  to  face. 
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□  I'd  like  to  know  more 
about  how  E.F.  Hutton's 
formula  can  help  me 
in  the  stock  market. 
Please  send  me  some 
more  information. 

□  Please  arrange  for  a 
face-to-face  meeting 
with  an  E.F.  Hutton 
Account  Executive. 


Name 


Address 


Citv 


State 


Zip 


Business  Phone 


Home  Phone 


My  E.F.  Hutton  Account  Number  is: 
□  1  do  not  have  an  E.F.  Hutton  Account. 


Lr 


Hutton 


E.F.  Hutton  &  Company  Inc. 
E.F.  Hutton  Information  Center 
P.O.  Box  10318 
Des  Moines,  Iowa  50306 

When  E.  F.  Hutton  talks,  people  listen. 

Member  SIPC 


"What  are  you  doing  about  Japan?"  It's  a  question  we  are  asked 
almost  daily, 

It  may  be  the  single  most  important  question  American  business 
faces.  The  challenge  to  the  U.S.  economic  position  that  Japan  poses  is  serious. 

Starting  now  and  for  months  to  come,  we're  going  to  be  answering 
that  question— in  public. 

Obviously  this  is  a  subject  on  which  many  companies  can  speak  out, 
and  should.  We  are  doing  so  because  we  believe  it  will  be  good  for  our  country, 
good  for  Japan,  and  good  for  Motorola. 

It  will  be  good  for  America  to  correct  the  impression  many  Americans 
have  that  Japanese  businesses  are  in  some  way  inherently  superior.  That 
impression  is  false. 

It  will  be  good  for  Japan  because  Japan  relies  on  a  strong  confident 
America  as  a  trading  partner  and  ally 

it  will  be  good  for  us  because  by  learning  how  Motorola  is  meeting  the 
challenge,  you  will  have  a  more  balanced,  accurate  view  of  our  ability  to 
serve  our  customers  best  anywhere  in  the  world. 

Now,  don't  get  us  wrong.  We  respect  Japanese  businesses.  They  are 
our  customers  and  suppliers,  as  well  as  our  competitors.  And  they  are 
very  good. 

But  we  also  know  there  are  many  things  American  companies  like 
Motorola  do  extraordinarily  well  today.  And  we  have  an  exciting  commitment 
to  do  things  even  better  in  the  weeks  and  months  to  come. 

At  Motorola,  these  things  take  the  specific  form  of  the  development  of 
new  technology  employee  participation  in  management,  quality  standards, 
accomplishments  in  productivity  effective  cooperation  with  our  government 
in  foreign  trade,  and  many  other  programs,  products  and  plans  of  a  company 
that  is  succeeding  now  and  committed  to  perfection. 

These  will  be  the  subjects  of  ads  to  come. 

Motorola  understands  the  challenge  from  Japan. 

You  can  be  sure  we're  not  leaving  it  unanswered. 


Quality  and  productivity  through  employee  participation  in  management. 


MOTOROLA  A  World  Leader  In  Electronics 


©1981  Motorola  Inc.  Motorola  and  (M)  are  registered  trademarks  of  Motorola,  Inc. 
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Waiting  game 

We're  never  surprised  when  a  company  in  trouble  prefers  to  avoid  a 
Forbes  reporter.  But  we  confess  to  feelings  of  slight  bemusement,  al 
least,  when  a  eompany  as  well  run  as  Roadway  Express  puts  up 
roadblocks,  as  it  did  initially  when  Forbes  began  the  reporting  for  the 
cover  story  in  this  issue. 

Roadway  Express'  reluctance  to  talk  to  the  press  is,  of  course,  the 
stuff  of  legend  in  the  trucking  industry.  Months  ago,  when  Associate 
Editor  Jean  Briggs  called  the  company  to  begin  setting  up  interviews 
the  response  was  decidedly  chilly.  Chairman  William  Spitznagel 
wouldn't  have  time  for  an  interview  for  nearly  two  months,  she  was 
told,  and  then  it  would  be  only  for  one  hour  and  only  with  Spitznagel 
It  was  all  too  possible, 
Bnggs  imagined,  that  she 
would  be  getting  a  phone 
call  from  Roadway  Ex- 
press in  the  next  two 
months  regretfully  in- 
forming her  that  "some- 
thing has  come  up"  to 
make  it  necessary  to  can- 
cel the  interview.  Briggs 
nevertheless  agreed  to  the 

first  available  date.  Deter-  Associate  Editor  Jean  Briggs 
mined  to  miss  no  bets, 


she  made  it  her  business  to  be  in  Akron,  along  with  photographer  Bill 
Kelly,  for  the  annual  meeting.  Spitznagel  bad  to  show  up  for  that,  she 
figured. 

Spitznagel  was  not  delighted  to  see  them.  When  Bnggs  introduced 
herself,  he  was  civil  but  brief.  The  suspicion  that  her  interview  would 
ultimately  be  called  off  deepened,  and  so  she  decided  to  dog  Spitzna- 
gel's  tracks  and  get  as  much  as  possible  then  and  there.  In  the  line  of 
duty  Briggs  and  Kelly  waited  all  afternoon  for  the  board  meeting, 
which  followed  the  annual  meeting,  to  wind  up  so  Kelly  could  get  a 
few  pictures.  When  Spitznagel  came  out  of  the  meeting  briefly,  he 
seemed  astonished  to  find  they  were  still  there.  Although  he  agreed  to 
let  Kelly  take  more  pictures  after  the  meeting  broke  up,  he  warned 
that  something  might  interfere  with  the  interview  date. 

But  that  encounter  seems  to  have  been  a  turning  point.  Bnggs 
refrained  from  calling  to  confirm  the  appointment — lest  she  tempt 
fate — and  she  showed  up  in  Akron  at  the  appointed  hour.  "I  was 
hoping  you  would  forget,"  Spitznagel  said.  After  that,  Spitznagel's 
reluctance  seemed  to  melt.  "As  long  as  you're  going  to  do  the  story 
anyway,"  he  told  Briggs,  "we  want  it  to  be  accurate."  Photo  Editor 
Thea  Wieseltier,  who  arranged  photographer  Arnold  Zann's  sessions 
with  the  trucks,  and  Reporter-Researcher  Jay  Gissen,  who  helped  in 
the  reporting  and  fact-checking,  say,  in  the  end,  William  Spitznagel 
couldn't  have  been  more  cooperative.  The  story  begins  on  page  91. 

Behind  the  numbers 

To  accompany  our  annual  appraisal  of  the  mutual  fund  industry, 
resurgent  and  fat  with  assets,  Contributing  Editor  Richard  Phalon 
thought  the  time  was  right  to  take  a  look  at  the  companies  that 
manage  mutual  fund  assets.  Surprisingly,  he  found,  their  shares  are 
still  out  of  favor  on  Wall  Street  even  though  earnings  performance 
approaches  the  spectacular.  His  story,  which  precedes  the  welter  of 
statistics  tracking  mutual  fund  performance,  begins  on  page  58. 


Managing  Editor 
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THE  EDITORS  OF  ROAD  &  TRACK 
UNANIMOUSLY  CHOSE  SAAB  AS  THE  BEST 
SPORTS  SEDAN  FOR  THE  '80s. 

NOT  BMW  NOT  AUDI.  NOT  VOLVO. 
SAAB. 


The  editors  of  Road  &  Track  magazine  were 
asked  to  come  up  with  "10  best  cars  for  the  '80s." 

They  did  it  without  thinking  about  categories. 

They  did  it  without  thinking  about  price. 

And  surprisingly  enough,  when  the  results  were 
in,  the  ten  best  cars  weren't  the  ten  most  expensive. 

What  wasn't  surprising,  at  least  to  us,  was  that  the  Saab  900 
Turbo  was  on  every  editors  list 

We  could  go  into  long  speculation  as  to  why,  complete  with 
technical  details  and  a  list  of  past  accomplishments.  But  we'd 
rather  just  quote  the  editors,  who  said,  "We  have  all  enjoyed  its 
sporting  characteristics  on  the  road." 

So  if  you  don't  have  the  time  to  drive  every  top-performance 
sedan  on  the  market,  start  with  the  one  preferred  by  those  who  did. 
The  Saab  900  Turbo. 


THE  MOST  INTELLIGENT  CAR 
EVER  BUILT. 


jf.lrends 

p 

Footloose  in  Russia 

How  y 'gonna  keep  'em  down  on  the 
farm  after  they've  seen  Kiev?  The 
overseers  of  Russia's  economy  are 
rumbling  over  what  they  call  "rolling 
stones,"  young  people  who  switch 
jobs.  Prarda,  the  Communist  Party 
paper,  complains  that  these  restless 
workers  "manage  to  master  3  to  7 
different  specialties  and  to  change 
their  place  of  work  10  to  15  times, 
paying  for  their — and  not  only  their 
own — carelessness  and  defects  in 
moral  and  labor  upbringing."  The  So- 
viet government's  official  organ,  Izves- 
tia,  has  a  farm  manager  moaning  that 
"our  villages  are  lacking  in  qualified 
cadres  of  all  types."  Will  the  Kremlin 
act?  Prarda  has  dropped  a  boulder-size 
hint  on  the  rolling  stones:  "The  right 
to  choose  one's  profession — the  great- 
est of  freedoms,  confirmed  in  our  so- 
ciety— must  not  turn  into  a  blind,  ele- 
mental and  uncontrolled  force.  This 
freedom  in  the  Constitution  of  the 
U.S.S.R.  is  dialectically  connected 
with  the  needs  and  interests  of  the 
economy." 


jawboning  of  what  are  essentially  pri- 
vate sector  matters,"  he  told  the  Sen- 
ate.. Instead,  he  said,  the  Administra- 
tion's strategy  is  to  lower  the  inflation 
rate  so  that  labor  and  management 
can  bargain  without  having  to  keep  an 
eye  on  an  eroding  dollar.  He  did  warn 
businessmen,  however,  that  if  they 
handed  out  "unrealistically  high" 
wage  settlements  they  might  not  be 
able  to  unload  the  extra  costs  on  their 
customers.  "Since  inflation  is  moder- 
ating," he  said,  "current  wage  negoti- 


Booze  and  the  blue  yonder 

Pilots  who  seem  to  be  under  the  influ- 
ence before  climbing  into  the  cockpit 
will  be  asked  to  take  a  breath  test,  if 
the  Federal  Aviation  Administration 
has  its  way.  A  proposed  new  rule 
would  require  a  licensed  pilot  to  take 
the  test  if  asked  by  an  FAA  inspector; 
refusal  would  be  grounds  for  suspen- 
sion. Currently  there  is  no  standard 
for  defining  intoxication  and  no  re- 
quirement for  testing.  The  pilot's 
breath  test  would  be  the  same  used  for 
motorists  but  much  tougher,  because 
small  amounts  of  alcohol  can  affect 
flying  skill,  especially  at  high  alti- 
tudes. The  reason  for  concern  is  that, 
as  on  the  road,  drinking  seems  to 
cause  an  out-of-proportion  number  of 
fatal  accidents.  Alcohol  was  a  factor, 
the  FAA  says,  in  50  noncommercial 
aviation  accidents  in  1978,  46  of  them 
involving  fatalities. 


Labor  and  the  White  House 

The  air  controllers'  strike  demon- 
strated beyond  question  how  the 
White  House  intends  to  deal  with  fed- 
eral employees,  but  what  will  be  the 
President's  attitude  toward  private  in- 
dustrial labor  disputes?  Murray  Wei- 
denbaum,  the  chief  Reagan  economic 
adviser,  says  the  policy  will  be  strictly 
hands  off.  "We  intend  to  avoid  any 


Murray  Weidenbaum 

Hands  off  the  bargaining  table. 

ations  should  take  that  fact  into  ac- 
count." Actually,  this  is  a  safe  time  to 
take  such  a  stand;  1981  will  not  see 
many  heavyweight  labor  contracts — 
and  threats  of  paralyzing  nationwide 
strikes — come  up  for  bargaining. 

Who's  hurting  whom? 

Complaints  from  Europe  that  high 
U.S.  interest  rates  and  a  newly  super- 
charged dollar  are  hurting  our  allies' 
economies  fall  on  deaf  ears  at  Chase 
Econometrics,  the  Philadelphia-based 
subsidiary  of  Chase  Manhattan. 
"Higher  U.S.  interest  rates  and  the 
stronger  dollar  have  led  to  tremendous 
improvements  in  the  price  competi- 
tiveness of  European  goods  in  world 
markets,"  the  Chase  group  says  in  a 
new  report.  "That  becomes  especially 
significant  when  you  consider  that 
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exports  account  for  25%  to  55%  of 
total  gross  national  product  in  Europe- 
an countries."  European  exports,  the 
report  adds,  will  keep  recovering 
through  1981  and  will  boom  in  1982 
and  1983.  In  West  Germany  (where 
blaming  the  U.S.  for  an  economic 
slowdown  has  become  an  election 
campaign  issue),  the  report  says,  Bonn 
would  have  enough  foreign  orders  to 
keep  its  exports  growing  for  two  full 
years  if  it  stopped  increasing  such 
business  right  now. 


Dollars  in  Japan 

Foreign  investors  have  been  switch- 
ing out  of  mass-production  companies 
into  high-technology  industry  and 
services  in  Japan.  Tokyo's  Ministry  of 
International  Trade  and  Industry 
(MITI)  says  that  while  in  1973  manu- 
facturing companies  accounted  for 
about  half  of  all  foreign-capitalized 
firms  in  lapan,  the  ratio  now  is  less 
than  30%.  Bucyrus-Ene,  for  example, 
is  pulling  out  of  a  joint  venture  it 
shared  with  a  Japanese  construction- 
machinery  company;  Ford  has  sold  its 
50%  interest  in  a  transmission  manu- 
facturer; Firestone,  Goodrich  and 
Uniroyal  have  ended  their  capital  tie- 
ups  with  Japanese  tire  companies.  At 
tbe  same  time,  Prudential  Insurance- 
has  set  up  a  joint  venture,  with  Sony, 
in  the  insurance  field.  (It  will  differ 
from  other  Japanese  insurers  by  using 
male  college  graduates,  rather  than 
part-time  housewives,  as  salesmen.) 
Madison  Avenue's  Young  &  Rubicam 
has  signed  up  with  Dentsu,  Inc.,  Ja- 
pan's (and  the  world's)  biggest  ad 
agency,  in  a  new  venture.  Other  U.S. 
companies  are  teaming  up  with  Japa- 
nese partners,  in  high-technology 
fields  like  integrated  circuits. 


Dig  we  can't 

Digging  through  regulations  is  a  lot 
harder  than  digging  coal  from  federal 
lands,  says  a  study  published  by  the 
American  Enterprise  Institute  for  Pub- 
lic Policy  Research,  the  conservative 
Washington,  D.C.  think  mill.  Regula- 
tions for  mining  coal  in  government- 
owne'd  fields  are  so  complicated  "that  it 
is  likely  to  take  a  private  enterprise  ten 
years  or  more  to  move  from  a  decision 
to  operate  a  mine  on  federal  land  to 
the  opening  of  a  mine,"  concludes  the 
new  institute  study.  An  estimated 
34%  of  U.S.  coal  reserves  are  under 
federal  control,  but  there  hasn't  been  a 
new  lease  issued  since  1971.  The  regu- 
lators started  out  to  develop  leasing 
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rules  that  would  prevent  energy  mo- 
nopolies, avoid  speculation  and  pro- 
tect the  environment,  the  report 
says,  but  the  result  has  been  to  dis- 
courage those  with  the  picks  and 
shovels. 


On  the  pad 

Civilians  on  public  payrolls  swelled 
their  ranks  to  16.2  million  in  the  year 
that  ended  last  October,  the  Census 
Bureau  says;  pay  for  public  servants 
climbed  10.3%  during  that  same  peri- 
od. Federal  employment  rose  to  2.9 
million  (up  1.3%),  state  employees  to 
3.8  million  (up  1.5%)  and  local-gov- 
ernment workers  to  9.6  million  (up 
1.7%).  Pay  increases,  however,  were 
about  the  same  for  all  groups.  Top  pay 
for  full-time  state  and  local  workers 
was  in  oil-heavy  Alaska,  $2,178  a 
month.  California's  figure  was  $1,691 
and  Michigan's,  $1,605.  The  Bureau 
found  that  more  than  51%  of  state 
and  local  civilians  were  in  education 
and  56%  of  those  on  Uncle  Sam's  rolls 
were  in  defense,  international  rela- 
tions and  the  post  office. 


Hard  sell  from  Dublin 

As  1980  wound  down,  Dublin  spurred 
its  industrial  development  drum- 
beaters  to  talk  faster  to  Americans 
about  new  plants  in  Ireland.  The 
pitch:  Starting  this  year  and  for  the 
rest  of  the  century,  tbe  Irish,  respond- 
ing to  pressure  from  other  Common 
Market  members,  will  levy  income 
taxes  of  up  to  10%  on  foreign  compa- 
nies producing  goods  in  Ireland  for 
export.  That  sounds  low  enough  but  it 
is  a  jump  from  the  zero  tax  that  ap- 
plied through  1990  to  those  signing  up 
by  the  end  of  last  year.  The  newcom- 
ers had  to  have  a  firm,  Irish-approved 
plan  by  year-end  and  begin  spending 
real  money  by  this  June.  The  hard  sell 
apparently  worked.  The  Irish  Devel- 
opment Authority  says  that  by  June 
money  committed  by  the  late  starters 
totaled  $395  million.  That  compares 
with  $239  million  for  all  of  1980,  itself 
a  record  year.  The  rush  brought  U.S. 
investment  in  Ireland  to  more  than  $2 
billion  since  1970.  Much  of  the  new 
commitments,  moreover,  are  in 
"clean,"  high-tech  jobs,  plums  for  any 
development  pitchman.  Next  year, 
however,  could  take  some  bloom  off 
the  shamrock.  "It  all  depends  on  how 
quickly  Europe  recovers  from  the  re- 
cession, and  right  now  it  doesn't  look 
very  good,"  an  IDA  official  says,  not- 
ing that  most  U.S.  firms  come  to  Ire- 
land to  gain  easy  access  to  the  rest  of 
the  Common  Market. 


"Just  once  Yd  like  to  see  some 
Chivas  in  this  thing." 
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Chivas  Rck-.iI  •  12  YearsOld  Worldwide .  Blended  Scotch  Whisky .  86  IV  .of.  General  Wine  &  Spirits  Co.,  N.Y. 
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Follow-Through 


Dont 
Call  Us 
Tee- 
Town 
for 

Nothing! 

Tulsa,  Oklahoma.  Site  of  the  1982  PGA 
and  the  1983  Ladies'  U.S.  Open.  One 
hundred  ninety-eight  holes  on  more  than 
56,000  yards  of  fairway.  Rated  by  Golf 
Digest  as  having  one  of  the  "top  10"  courses 
in  the  country.  We  re  even  located  in  the 
heart  of  "Green  Country." 

Executives  are  discovering  Tulsa  as  the 
perfect  site  for  corporate  headquarters  and 
regional  offices.  What  they  have  found  here 
is  a  variety  of  office  opportunities,  supported 
by  EDP  capabilities,  a  dynamic  diversified 
economy,  and  room  to  grow. 

In  fact,  Tulsa  ranks  in  the  top  25  U.S. 
cities  in  the  number  of  central  office 
locations. 

So,  whether  you're  into  metals, 
investments,  insurance,  or  artificial  divots  . .  . 
plan  to  tee  off  in  Tulsa. 

For  more  information  on  office  space 
availabilities,  write  to  John  Degitz,  Economic 
Development  Division,  616  South  Boston, 
Tulsa,  Oklahoma  741 19.  Or  call 
918/585-1201. 


Japan's  ever-rising  sun 

After  Representative  Les  Aspin,  the 
Wisconsin  Democrat,  credited  better 
management  for  the  big  price*  edge 
Japan's  automakers  enjoy  in  the  U.S., 
General  Motors  economist  Marina 
Whitman  differed,  putting  the  blame- 
on  a  combination  of  factors — better 
motivation  and  productivity,  lower 
wages,  new  plants,  lower  materials 
costs  and  (maybe)  better  management 
(Forbes,  Trends,  Aug  3).  Now  the  Uni- 
versity of  Michigan  and  Arthur  An- 
dersen &  Co.  have  produced  a  new 
study  that  backs  the  Whitman  view. 

After  polling  almost  200  auto  suppli- 
ers, bankers  and  regulators,  the  univer- 
sity and  the  CPAs  concluded  that  even 
with  an  expected  outlay  of  $60  billion 
for  robots,  ever-smaller  cars  and  new 
plants,  a  1990  U.S.  car  will  still  cost 
$700  to  $1,500  more  than  the  $9,100 
price  for  the  average  1990  foreign  auto- 
mobile. And  that's  in  1980  dollars. 

Why"  Robots,  "quality  circles"  and 
other  production  gimmicks  will  im- 
prove Detroit's  productivity,  but  not 
enough.  Japan's  cooperative  work- 
force, the  report  says,  will  always  be 
more  flexible  than  the  structured 
United  Auto  Workers.  (A  homoge- 
neous work  force,  in  addition,  will 
always  run  more  smoothly  than  the 
melting  pot  that  mans  U.S.  auto  fac- 
tories.) Because  the  Japanese  locate 
component  suppliers  literally  next 
door  to  assembly  plants,  lower  ship- 
ping and  inventory  costs  give  them 
another  big  advantage  and  help  ex- 
plain why  Japan  can  offer  components 
to  Volkswagen,  for  example,  for  10% 
to  20%  less  than  VW  can  make  them. 

How  dismal,  then,  is  the  future  for 
Detroit's  big  three?  The  winners  will 
be  the  most  innovative,  says  Arthur 
Andersen's  Peter  Van  Hull,  who  ran 
the  CPA  firm's  side  of  the  survey. 
Given  Detroit's  recent  history,  that 
means  GM  will  keep  gaining  at  the 
expense  of  Ford  and  Chrysler.  Even 
after  that  planned  $60  billion  in  cap- 
ital outlay,  foreign-car  makers  will 
still  have  21%  to  24%  of  the  U.S. 
market,  the  Andersen-Michigan  re- 
port concludes. 

Exxon's  electricity 

Early  this  year,  Exxon  had  nothing  to 
say  when  asked  about  the  "alternat- 
ing current  synthesizer"  it  had  un- 
veiled two  years  earlier  and  cited  as 
its  reason  for  laying  out  $1.17  billion 
to  buy  Reliance  Electric,  the  big 
Cleveland  manufacturer.  Within  days 


after  Forbes  printed  its  story,  head- 
lined "The  case  of  the  missing  motor" 
(Mar.  30),  the  oil  company  announced 
that  its  brainchild  had  proved  too  ex- 
pensive and  unreliable  and  that  Reli- 
ance was  working  on  a  substitute. 

Exxon  had  used  everything  but  sky- 
writers to  herald  its  synthesizer,  a  de- 
vice that  allows  electric  motors  to 
preserve  energy  by  varying  current 
with  work  load.  By  1990,  it  predicted 
grandly,  the  gadget  would  be  saving  1 
million  barrels  of  oil  a  day.  Washing- 
ton's trustbusters  laughed  at  the  claim 
as  a  grandstand  play  to  win  support 
for  using  oil  profits  to  put  Exxon  solid- 
ly into  a  new  energy  field. 

One  reason  for  that  cynical  reaction 
was  that  Exxon's  contraption  was  still 
in  the  breadboard  stage  while  other 
electric  companies — General  Electric, 
Westinghouse,  even  Reliance  itself — 
already  had  such  devices  on  or  near  the 
market.  After  Exxon  had  shelved  its 
entry,  the  reaction  was  more  cynicism. 
The  head  of  Borg- Warner's  controls 
division,  which  had  put  its  synthesizer 
on  sale  the  previous  year,  called  Exx- 
on's introductory  sunburst  of  publicity 
"a  big  ballyhoo  about  something  that 
was  already  in  existence." 

Exxon's  big  brag  about  saving  a  mil- 
lion barrels  of  oil  a  day  had  been 
muted  long  before  the  "discovery" 
was  switched  off.  But  more  was  com- 
ing. This  month  Reliance  announced 
that  it  was  closing  the  books  on  the 
alternative  Exxon  had  talked  about 
last  March.  "The  results  since  then 
have  not  been  encouraging,"  it  said. 

While  its  energy-saving  boast 
proved  hollow  and  its  synthesizer  a 
dud,  sing  no  sad  songs  for  Exxon.  It 
must  run  the  Cleveland  company  as 
a  separate  entity  while  antitrust 
charges  are  pending.  But  for  all  prac- 
tical purposes — and  for  good  or  ill — 
Exxon  is  probably  in  the  electrical 
business  to  stay. 

The  gold  bugs 

Robert  Ellison  is  a  38-year-old  former 
Seattle  stockbroker  trying  to  mine 
gold  from  a  lode  of  old  paper.  In  1978 
he  rounded  up  a  group  called  the  Gold 
Bondholders  Protective  Council  to 
buy  bonds,  principally  from  railroads, 
containing  a  clause  agreeing  to  pay  off 
in  gold.  The  idea  was  to  get  that 
payoff  at  today's  gold  prices,  which 
would  make  those  century-old  papers, 
issued  when  gold  was  $20  an  ounce, 
worth  at  least  20  times  that.  Last  year 
he  loosed  his  lawyers  in  Alaska,  hop- 
ing that  judges  in  that  gold-conscious 
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Sony  introduces  the  small  Advantage. 


To  make  it  big  in  business  you  need  all  the 
advantages  you  can  get. 

And  our  new  portable  dictator,  the  Sony 
Advantage  (Model  BM-510),  gives  them  to  you. 

It's  sleek,  stylish.  The  perfect  symbol  of 
your  success. 

It's  no  bigger  than  three  good  cigars,  so 
you  can  have  the  Advantage  wherever  you  go. 

And  because  you  have  more  pressing 
things  to  worry  about  than  pressing  the  right 
button,  the  Advantage  has  just  one  switch  for 
most  functions. 

Other  Sony  Advantage  advantages  include 
two  tape  speeds,  and  a  battery-saving  automatic 
power  off. 

So  if  you're  looking  for  a  portable  dictator 
that  will  make  you  look  good,  come  to  Sony 

After  all,  people  who  have  made  it  big  take 
advantage  of  us  all  the  time. 

©  1981  Sony  Corporation  of  America  Office  Products  Div  Sony  is  a  trademark  of  Sony  Corp 


J"" For  more  information  on  the  new  Sony  Advantage^ 
I  (Model  BM-510)  call  1-800 -821-7706,ext.516* 

I  or  send  this  coupon  to  Sony  Office  Products, 
PO.  Box  1624,  Trenton,  New  Jersey  08650. 

I  •lnMissouncalll-e00-892-76S5.c3ct.516 

I   
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(AREA  CODEI  PHONE 


NAME  OF  ORGANIZATION 


I  SONY. 

Office  Products 
Machines  chat  understand  people.  2L 


is  he  right  for 
that  job  in 
engineering? 


Searching  for  that 
unique  talent  to  work  in 
your  engineering  depart- 
ment is  a  matter  of  gravity. 

Make  the  right 
choice  and  your  com- 
pany's future  may  be 
assured. 

Make  the  wrong 
choice  and  it  could  ^ 
be  costly. 

Our  research  has  shown  that  it 
may  cost  an  employer  as  much  as 
$1 5,000  or  more  to  find  one  qualified 
$25,000  professional.  When  we  do 
the  searching  and  screening,  our  fee 
is  considerably  less  than  that  figure. 

Dunhill  Personnel  consultants 
are  professionals  trained  to  evaluate 
each  candidate  in  depth. 

Our  screening  process  is 


systematized  and 
comprehensive.  We 
employ  hundreds  of 
industry  and  occupa- 
tional specialists  in  a 
network  of  over  300 
offices  throughout 
North  America. 

Scores  of  candi- 
dates can  be  interviewed 
in  many  cities  before 
a  select  few  are  passed  on  for  your 
inspection. 

Would  you  settle  for  anyone  but 
the  best  in  that  R&D  or  engineer- 
ing slot? 

Would  Sir  Isaac  have  discovered 
gravity  if  he'd  been  hit  on  the  head 
with  a  fig? 

Find  us  in  the  telephone  directory 
and  find  the  right  person  for  the  job. 


Dunhill  Personnel  System 

The  right  people  for  the  job. 


Follow-Through 

state  might  buy  his  theory,  which 
other  courts  had  spumed  (Forbes, 
Mar.  3,  1980). 

After  looking  at  Ellison's  ease  (in- 
volving a  19th-century  railway  issue), 
a  lower  court  in  Alaska  has  ruled  that 
a  dollar  is  a  dollar  whether  printed  on 
paper  or  stamped  on  gold.  So  Ellison's 
legal  eagles  are  moving  on  to  the 
state's  highest  court. 

Meanwhile,  along  with  becoming 
the  council's  president  and  moving  it 
to  Washington,  D.C.,  Ellison  has  tak- 
en on  the  Treasury  Department.  This 
time  he  is  focusing  on  Liberty  Bonds, 
World  War  I  paper  that  included  a  gold 
clause  in  some  issues.  In  1935  the 


Robert  Ellison 

How  much  is  paper  gold,  worth? 

Supreme  Court  ruled  that  Congress 
could  scrub  gold  redemption  for  cor- 
porate bonds  but  not  for  government 
obligations.  The  catch  was  that  it  was 
illegal  then  for  Americans  to  own 
gold,  so  no  payoff  was  possible.  Ellison 
has  taken  his  gold-clause  Liberty 
Bonds  to  the  U.S.  Court  of  Claims, 
where  the  Treasury  has  filed  a  motion 
to  dismiss  the  whole  thing.  Ellison 
hopes  to  establish  damage  for  gold- 
clause  Liberty  Bond  owners  and,  may- 
be, for  corporate  bondholders  as  well. 

Quixotic  as  all  this  sounds,  Ellison 
and  his  cohorts  are  not  throwing 
away  their  money.  The  ancient  bonds 
they  have  bought  up  have  been  gath- 
ering dust  for  years  and  sell  at  enor- 
mous discounts.  So  the  council  is  as- 
sured of  good  yields  no  matter  how  its 
crusade  fares  and  of  an  El  Dorado  if 
the  courts  decide  it  should  get  its  gold 
at  1981  prices. 


FORBES,  AUGUST.?!,  1981 


A  resource 
for  resources 


Efficient  use  of  known  resources 
and  exploration  for  new  ones  are 
more  important  today  than  ever 
before.  The  Bank  of  Tokyo  itself 
is  an  excellent  resource  for 
such  activities.  It  offers 
clients  a  wide  range  of 
international  finance 
functions. 

You  are  assured  of 
reliable  services  to  meet  I 
your  specific  needs  by 
the  priceless  assets  of 
experience,  diversified 
activities  and  tested 
resources  of  the  Bank  of 
Tokyo.  Knowledgeable  \ 
bankers,  investors  and 
businessmen  know  that  the  Bank 
of  Tokyo  is  the  proven  Japanese 
specialist  in  international  finance. 

With  its  own  extensive  world- 
wide network,  the  Bank  of  Tokyo 
is  an  important  part  of  the 
international  network  that 


determines  the  direction  of 
today's  global  economy.  We 
invite  you  to  use  our 
resources  for  your  own  pur- 
poses. 


Active  on  all  five  continents — 


® Leaders  in  international  banking  since  1880  
BANK  OF  TOKYO 


CHANGE  OF  ADDRESS 

If  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming.  En- 
ter your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on  this 
form  and  check  the  subscription  you  pre- 
fer. □  1  year  $30.00  □  3  years  $60.00  (the 
equivalent  of  one  year  free). 
Canadian  orders,  add  $5  a  year. 
Orders  for  other  countries  add  $18.00  a 
year. 

Subscription  Service  Manager, 
FORBES,  60  Fifth  Avenue, 
New  York,  N.Y.  10011 


ATTACH  MAGAZINE  MAILING 
LABEL  OR  WRITE 
SUBSCRIBER  NUMBER  HERE 


Name       (please  print) 


New  Address 


City 


State 


Zip 


Date  of  Address  Change 


F — 4826 


Readers  Say 


He  stayed  unbitten 

Sir:  How  close  I  came  to  being  smit- 
ten by  the  gold  bug  when  prices  were 
soaring.  I  was  waiting  for  just  one 
favorable  article  from  Forbes.  It  never 
came.  Thanks. 
— Edward  M.  Colbach 
West  Linn,  Ore 


Fed's  weekly  reports 

Sir:  There  isn't  a  chief  executive  offi- 
cer who  would  or  could  report  accu- 
rately on  his  progress  toward  yearly 
goals  on  a  weekly  basis.  So  neither 
should  the  Federal  Reserve  with  re- 
gard to  its  money-supply  manage- 
ment goal. 

As  for  MSF's  "Let's  Cease  Over- 
playing Quarterly  Earning  Reports" 
(May  11),  quarterly  reports  are  called 
for — with  a  moving  average. 
—Jeffrey  W.  Woll 
Senior  Vice  President, 
Ogilvy  &  Mather 
Chicago,  III 


Agee's  own  medicine 

Sir:  Your  solution  for  what  to  do 
about  Philip  Agee  (Fact  and  Comment, 
Aug.  3)  is  too  reactionary.  Simply  put 
out  a  "leak"  that  Mr.  Agee  has  been 
very  valuable  to  the  C.I.A.  in  getting 
data  on  groups  interested  in  destroy- 
ing the  C.I.A.  Then  some  nice  nut  will 
put  Agee  on  the  same  list  he  got  some 
of  my  old  friends  on. 
— /.  Michael  Reid 
Portland,  Ore 


Better  TV  programs 

Sir:  You  should  not  be  surprised  at 
more  hours  of  TV  viewing  in  house- 
holds where  there  is  cable  TV  (Trends, 
Aug.  3). 

My  cable  company  provides  me 
with  at  least  three  Public  Broadcast- 
ing System  stations  that  I  could  not 
otherwise  receive.  Some  of  us  are  tak- 
ing advantage  of  watching  intelligent 
programming. 
— Richard  S.  Mitnick 
Highland  Park,  N.J. 


Cash  is  what  counts 

Sir:  Re  the  articles  "They've  been 
working  on  the  railroad"  and  "Fid- 
dling while  .  .  .  V  (July  20).  One  arti- 


cle discusses  proposed  changes  in  rail- 
roads' accounting  procedures — which 
are- possibly  the  only  form  of  depreci- 
ation that  gives  recognition  to  costs 
of  replacing  aged  assets — to  a  system 
consistent  with  other  industry.  Yet 
the  other  discusses  the  need  for  im- 
proving other  industries'  depreciation 
reporting  in  order  that  investors  may 
more  easily  grasp  cash  flow  data. 

We  are  far  more  interested  in  cash 
in  the  bank.' 
— C.F.  Zellers  Jr. 
Vice  President  &  Secretary, 
Florida  East  Coast  Railway  Co. 
St.  Augustine,  Fla. 


Productive  stockholders 

Sir:  Several  studies  now  concur  that 
employee  ownership  plans  ("An  idea 
whose  time  has  come?"  ////)'  20)  have 
a  significant  effect  on  productivity.  A 
University  of  Michigan  study,  for  in- 
stance, found  that  employee-owner- 
ship companies  were  1.5  times  as 
profitable  as  comparable  nonem- 
ployee-ownership  companies.  The 
more  stock  the  employees  owned,  the 
greater  the  ratio  became. 
— Corey  Rosen 
Executive  Director, 

National  Center  for  Employee  Ownership 
Arlington,  Va. 


She's  COO 

Sir:  In  Faces  Behind  the  Figures  (Aug. 
3),  I  was  identified  as  "CEO"  of  Ar- 
nold Bernhard  &  Co.,  Inc.  Arnold 
Bernhard  is  and  always  has  been  its 
Chief  Executive  Officer.  I  am  Presi- 
dent and  Chief  Operating  Officer. 
— Dorothy  A.  Berry 
Preside)i  t. 

Arnold  Bernhard  &  Co  .  Inc 
New  York,  N.Y. 


Pooh-poohs  threats 

Sir:  MSF  says  in  his  editorial  on 
cable  TV  (Fact  and  Comment.  June 
8),  "Almost  as  quickly  as  they  figure 
out  how  to  scramble  their  programs, 
under-  and  over-the-counter  un- 
scramblers  will  be  selling  for  less 
than  a  theater  ticket."  All  of  the 
proposed  satellite  scrambling  sys- 
tems are  going  to  employ  military 
level  security  with  computer-coded 
encryption  that  will  be  virtually  im- 
possible to  crack. 
As    for    AT&T,    the  technology 


doesn't  exist  to  economically  deliver 
video  over  copper  phone  lines.  It  may 
be  developed  someday,  but  the  key 
will  be  the  cost. 
—John  Swanson 

Technical  Director,  Buford  Television 
Tyler,  Tex 


Revised  cover 

Sir:  I  have  enclosed  a  slightly  revised 
version  of  your  Aug.  3  cover. 
— Barbara  A.  Mitchell 
Arlington,  Va. 


Gooneys  like  it  cool 

Sir:  Re  "Giving  Birds  The  Bird"  (Fact 
and  Comment.  June  8).  There  are  no 
gooney  birds  on  Guam.  They  favor 
the  cooler  climate  of  Midway  some 
2,000  miles  to  the  northeast.  And  the 
C-5A  aircraft  did  not  enter  the  inven- 
tory until  the  late  Sixties,  not  1958. 
—Vern  Pall 
Major,  (SAF  (Ret.) 
Columbia,  S.C. 


Questions  for  cancelers 

Sir:  I. ask  all  those  subscription  can- 
celers (Readers  Say,  Aug.  3)'-  Are  you 
divorcing  your  husband  or  wife,  "can- 
celing" the  wedlock,  if  your  mate  has 
an  idea  not  parallel  with  your  think- 
ing? Are  you  "canceling"  your  citizen- 
ship whenever  Congress  passes  a  law 
contrary  to  your  thinking? 
— Erwin  Peter  Lauer 
Buffalo,  N.Y. 
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England,nowonly$3.00 


We  just  reduced  the  price  of 
doing  business  with  England, 
rhe  new  low  rate  is  $3.00  for  a 
3-minute  call  when  you  dial  the 
:all  yourself,  Monday  to  Saturday, 
5 a.m.  to5  p.m.  And  it's  only  $2.40 
all  other  times.  A  nice  price  to 
pay  for  the  fastest  way  to  close  a 
deal  today. 

If  you  don't  have  International 
Dialing  in  your  area,  you  still  get 
the  same  low  rate  as  long  as  it's  a 
simple  Station  phone  call . 
'Person-to-person,  credit  card 
and  collect  calls,  for  example,  cost 
more  because  they  require  special 
Dperator  assistance.)  Just  tell  the 
local  Operator  the  country,  city, 
and  telephone  number  you  want. 

Here's  how  to  dial  London: 

INTERNATIONAL  COUNTRY  CITY 
ACCESS  CODE       CODE  CODE 

Oil  +  44  +  1  +  LOCAL  NUMBER 

(If  you  are  calling  from  a 
Touch-Tone*  telephone,  press  the 
"#"  button  after  dialing  the  entire 
number.  This  will  speed  your 
call  along.) 

Only  $3.00  to  close  a  deal  on 
the  spot.  What  a  nice  surprise! 
Or,  as  they  say  in  England, "That 

takes  the  biscuit!"  'Trademark  of  AT&T  Co. 

Want  to  know  more?  Then  call  our 
International  Information  Service,  toll  free 

1-800-874-4000 

In  Florida,  call  1-800-342-0400 


(2)  Bell  System 


INITIAL  3-MINUTE  DIAL  RATES 


FROM  THE  U  S 
MAINLAND  TO 

DAY  RATE 

LOWER  RATE 

Austria 

$4.05 

A 

Belgium 

4.05 

$3.15  B 

Denmark 

4.05 

3.15  B 

Finland 

4.05 

3.15  B 

France 

4.05 

-  A 

Germany 

4.05 

3.15  C 

Greece 

4.05 

-  A 

Ireland 

3.00 

2.40  B 

Italy 

4.05 

3.15  B 

Luxembourg 

4.05 

3.15  B 

Monaco 

4.05 

-  A 

Netherlands 

4.05 

3.15  B 

Norway 

4.05 

3.15  B 

Portugal 

4.05 

3.15  B 

San  Marino 

4.05 

3.15  B 

Spain 

4.05 

3.15  B 

Sweden 

4.05 

3.15  B 

Switzerland 

4.05 

-  A 

United 

Kingdom 

3.00 

2.40  B 

Vatican  City 

4.05 

3.15  B 

A)  No  lower  rate  period 

B)  Nights 5pm-5am&Sunday 

C)  Nights  5pm-5am  only 

Thecharge  for  each  additional 
minuteisl/3theinitial  3-min. 
dial  rate.  Federal  excise  tax  of 
2%  isadded  on  all  calls  billed 
in  the  United  States. 


BUSINESS. 


Business  calculators.  Business 
copiers.  Business  computers. 
Electronic  cash  registers.  And  banking  systems 
for  business. 

It  all  began  back  in  1964  when  Sharp  Corporation 
produced  the  world's  first  electronic  desk-top  calculator. 
And  ever  since,  we've  been  all  business.  Dedicated  to 


designing  and  building  innovative  products 
that  make  doing  business  easier,  faster  and 
more  efficient. 
And  in  the  office  of  tomorrow  when  it's  commc 
place  for  computers  to  talk  to  copiers  and  calculators  to 
talk  to  phones— you'll  be  talking  business  with  an  innov 
tive  system  from  Sharp. 


CALCULATORS,  COPIERS,  ELECTRONIC  CASH  REGISTERS, 
BANKING  SYSTEMS,  BUSINESS  COMPUTERS. 

Sharp  Electronics  Corp.,  10  Keystone  Place,  Paramus,  N.J.  07652 


With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


WHEN  IT  COMES  TO  DOUSING  INFLATION,  INDEXING 

will  produce  the  same  results  as  spraying  the  flames  with  lighter  fluid. 

U.S.  CITIES  WITH  PUTREFYING  INNARDS  DIRELY  NEED  NEW 


treatments  to  alleviate  this  cancer.  With  50%  of  young 
blacks  and  Hispanics  jobless  in  some  areas,  the  results 
are — and  have  to  be — catastrophic.  Drugs,  muggings,  con- 
ceivable and  inconceivable  crime,  decay,  exodus  all  feed  on 
one  another.  What  can  "fighting  inflation"  mean  to  embit- 
tered youths  fighting,  striving  to  survive  on  mean  streets? 

So  far,  prior  efforts  to  tackle  inner-city  problems  have 
been  enormously  expensive  and  productive  mostly  of  pa- 
tronage-plumhke  "administrative"  jobs. 

Republican  Congressman  lack  Kemp  and  South  Bronx 
(N.Y.)  Democratic  Congressman  Robert  Garcia  have  come 
up  with  a  package  of  sensible-sounding  incentives  to  at- 
tract new  small  businesses  and  the  expansion  of  old  "en- 
terprise zones,"  thus  green -lining  the  worst  urban  areas. 

That  tough  tackier  of  some  of  the  tough  problems  of  our 
time,  Control  Data  CEO  William  Norris,  has  set  up  suc- 
cessful inner-city  plants  in  St.  Paul,  Minneapolis,  Washing- 
ton, D.C.  and  San  Antonio. 

In  one  St.  Paul  facility  minorities  make  up  90%  of  the 
employees  and  100%  of  management.  From  these  success- 


ful— I  emphasize  the  word  "successful" — experiences, 
Control  Data  has  joined  with  other  companies  to  sponsor 
what  they've  named  City  Venture  Corp. 

Says  Bill  Norris,  "With  a  little  nudging,  government  and 
other  sectors  will  enthusiastically  support  big  business 
efforts  to  lead  and  move  aggressively  in  addressing  inner- 
city  problems.  The  kind  of  social  disincentives  that  pres- 
ently exist  will  quickly  get  reversed." 

In  Fresno,  Calif.,  Pacific  Gas  &  Electric  works  with  a 
local  county  group  on  a  program  of  weatherproofing  3,500 
homes  to  reduce  energy  consumption.  Together  they  have 
created  jobs  in  a  profitable  urban  company  making  insula- 
tion from  recycled  newspapers.  At  the  same  time  this 
urban  program  has  sizably  curtailed  fuel  consumption, 
sizably  cut  fuel  bills. 

Whether  it's  Kemp-Garcia,  William  Norris'  Fair  Break, 
Fresno's  job-productive  pioneering  or  entirely  different 
approaches  aren't  what  matter  most. 

Trying  whatever  might  work  to  provide  work  is  the 
name  of  this  Inner-City  Salvation  game. 


OUR  TWO  W.W.II  BATTLESHIPS  SHOULD  SURVIVE  THE  SALVOS 

reaction  to  the  thought  of  bringing  these  "outmoded" 
monsters  back  to  life  as  arcane,  if  not  absurd.  But  these 
Lehman  observations  (below)  make  a  compelling  case. 


being  fired  at  their  planned  return  to  active  duty. 

Until  reading  U.S.  News'  interview  of  Navy  Secretary 
John  Lehman  Jr.  recently,  I  shared  the  widespread  initial 


"The  New  Jersey  and  the  Iowa  are  as  fast  as  any  on 
the  oceans  today.  They  are  as  fast  as  our  Nimitz 
aircraft  carrier  or  Russia's  Kirov  battle  cruiser.  They're 
also  tougher  than  any  ship  in  anybody's  navy.  They 
were  built  to  hold  up  against  Japanese  naval  gunfire — 
2,700-pound  artillery  shells  from  18-inch  naval  guns 
fired  at  3  times  the  speed  of  sound.  That's  a  far  more 
formidable  threat  than  any  conventional  warhead  the 
Soviets  can  throw  against  us.  In  the  old  days,  you  had 


to  take  hits  and  keep  on  fighting.  That's  the  way  these 
ships  were  built. 

"For  less  than  a  fifth  the  cost  of  a  new  battle  cruiser, 
we  get  a  stronger  equivalent — and  we  can  put  it  to  sea 
in  21  months  rather  than  the  six  years  it  would  take  us 
to  build  it  from  scratch.  We  will  leave  at  least  six  of 
their  16-inch  guns  aboard.  Those  guns  can  lob  2,700- 
pound  warheads  with  a  22.9-mile  range — and  they  have 
pinpoint  accuracy.  We  can  improve  the  effectiveness  of 
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those  ships  by  going  to  tockct-assisted  rounds  that 
double  the  range  to  50  or  60  miles  for  those  guns. 

"We  also  plan  to  add  a  family  of  cruise  missiles  to 
them.  Each  battleship  will  have  32  Tomahawks  and  16 
Harpoons  that  can  attack  targets  on  land  or  at  sea.  They 
are  the  most  effective  weapons  the  U.S.  has  today.  So 
actually,  the  New  Jersey  and  the  Iowa  would  be  trans- 
formed into  fast,  survivable  platforms  for  state-of-the- 
art  American  technology. 

"The  battleships  are  relatively  low-skill  intensive, 
and  our  manpower  problems  today  really  involve  the 
high-skill  nuclear  submariners,  engineers,  that  sort  of 
thing.  In  the  context  of  our  larger  personnel  require- 
ment, we'll  have  no  problem  manning  battleships. 


"We  have  a  strange,  misinformed  coalition  opposing 
us.  There  are  traditional  antidefense  voices  who  are 
against  any  defense  initiative.  The  more  serious  criti- 
cism comes  from  advocates  of  stronger  defense  who 
really  want  to  build  something  brand  new  and  shiny. 
Some  think  we  should  go  for  a  new  strike  cruiser,  and  if 
it  costs  5  times  as  much  as  recommissioning  a  battle- 
ship, so  be  if. 

"And  then  there  are  defense  contractors.  Many  are 
bad-mouthing  this  idea.  They  say:  'Gee,  what  we  could 
do  with  that  money — $326  million  that  is  going  into 
that  old  dinosaur  of  a  battleship.'  The  truth  is  that  with 
that  $326  million  we  could  only  buy  10  or  1 5  planes,  or  a 
small  frigate." 


GREAT  PICTURES 


Even  the  least  ept  among  countless  millions  of  shutter- 
bugs  (including  those  of  us  who  constantly  prove  foolproof 
cameras  are  not)  occasionally  come  up  with  a  "great" 
picture — relatively  speaking. 


Among  the  snapping  multitudes,  though,  there  are  some 
really  good  photographers.  Here  are  two  such  from  a  recent 
exhibition,  entitled  "The  Ultimate  Beach  Show,"  at  New 
York's  14th  Street  Y.M.H.A. 


"Miami  Beach"  by  28- 
year-old  David  Schein- 
baum,  who  has  attained 
a  considerable  reputa- 
tion teaching  and  prac- 
ticing photography  since 
graduating  from  a 
Brooklyn   high  school. 


"Coney  Island"  by  Fred  Casden,  who  seriously 
began  his  picture-taking  only  a  dozen  years  ago. 


SIXTY  SECOND  BIRTHDAY  INSPIRATION 

Famed  art  critic-connoisseur-collector  Bernard  Beren-  into  it."  A  couple  of  decades  from  now,  I  might  be  panhan- 

son,  shortly  before  he  died  at  the  age  of  94,  remarked  to  dling  for  the  same. 

Kenneth  Clark:  "I  would  willingly  stand  at  street  comers,  In  fact,  it  would  be  great  to  live  so  long  that  nobody  but 

hat  in  hand,  asking  passersby  to  drop  their  unused  minutes  nobody  would  refer  to  my  passing  as  "untimely."  Even  me. 

ANENT  THE  ABOVE,  TIME'S  INEXORABLE  MARCH 


came  visibly  to  eye  and  mind  as  our 
Princeton  Class  of  1941  Paraded  at  its 
40th  reunion  in  ]une.  I  was  a  bit  star- 
tled at  how  old  so  many  long  unseen 
classmates  looked — until  receiving 
this  picture  (right)  of  self  and  under- 
graduate roommate  Dr.  Louis  Pyle 
from  that  outstanding  photographer, 
Robert  Gambee.  Earlier  this  year  there  was  this  mortality 
reminder  in  the  notes  for  the  Class  of  1904,  of  which  our 
children's  grandfather  was  a  member: 

"  'When  the  roll  is  called  up  yonder,'  the  full  1904 


complement  now  answers,  'Present!' 
The  Rev.  Dr.  Robert  R.  Reed,  the  last 
surviving  member  of  the  class,  died  in 
his  sleep  Jan.  6  at  a  Columbus,  Ohio 
nursing  home.  He  was  98. 

"With  Cap's  death,  the  Class  of 
1904  officially  closes  its  books  and 
becomes  part  of  Princeton's  past.  In 
the  hearts,  however,  of  a  score  of  widows,  and  of  hundreds 
of  children,  grandchildren  and  great-grandchildren,  the 
memory  of  the  class,  and  of  its  individual  members,  will 
live  on  for  many  decades." 


IMAGINE,  BURYING  A  SCOTSMAN  IN  HIS  KILT! 

The  other  day  we  learned  that  Gourmet's  founder,  old  make  his  next  trip  in  body  as  well  as  soul,  such  a  fate  for 
friend  Earl  MacAusland,  who  died  last  year,  was  buried  in  the  long-lived,  rugged  Scots  wool  kilt  would  have  been 
his  kilt  by  well-meaning  relatives.  Unless  one  expected  to    almost  enough  to  give  my  father  resurrection. 


18 


FORBES,  AUGUST  M,  1981 


THE  ETES  HAVE  IT 


The  World  As  It  Was:  A  Photo- 
graphic Portrait,  1865-1921  — 

by  Margarett  Loke  (Summit 
Books,  $24.95).  Stereoptics 
were  the  TV  equivalent  for  this 
generation's  great-great  grand- 
parents. Here  is  a  kaleidosco- 
pic selection  of  prints  from  the 
slides,  and,  fittingly,  most  are 
as  postcard  dull  as  they  actual- 
ly were.  This  scene  of  Ellis  Is- 
land is  one  among  the  few  notable  exceptions. 
Excerpt:  What  photography  does  best,  when  successful,  is 
suggest  imagination  by  dealing  with  the  actual.  .  .  .  Be- 
cause we  know  how  untruthful  a  photograph  can  be,  the 
photographer's  integrity  is  crucial  (and  I  may  say  that  the 
famous  picture  of  the  flag-raising  on  Iwo  lima  has  always 
struck  me  as  something  of  a  phony,  a  sop  to  jingoism — it 
did  not  surprise  me  to  learn  that  it  was  posed). 

■  The  Last  of  Old  Europe— by  A. J. P. 

Taylor  (Quadrangle/N.Y.  Times 
Book  Co.,  $15).  These  300  photo- 
graphs vividly  portray  Europe 
from  1850  through  the  1914  eve 
of  World  War  I.  Much  more  than 
lust  kings,  princes,  prime  minis- 
ters, armies  and  armadas;  peas- 
ants, carts,  marketplaces  and  coal 
mines  show  how  people  lived. 


The  Photographer's  Eye — by 

John  Szarkowski  (Museum  of 
Modern  Art,  $19.95).  A  re- 
issued volume  of  an  epochal 
1964  Museum  of  Modern  Art 
exhibition  that  had  lasting 
impact  (right,  [.P.  Morgan  at 
Society  Wedding,  1937). 


THIS  WAS  AMERICA 


MARTIN  W.  SANDLER 


This  Was  America — by  Mar- 
tin W.  Sandler  (Little,  Brown 
&  Co.,  $19.95).  What  our 
lands  and  homes  and  selves 
looked  like  at  living,  working 
and  playing  is  always  fasci- 
nating. This  volume,  based 
on  a  television  series  of  the 
same  name,  is  less  effectively 
evocative  than  some  others, 
but  absorbing  regardless. 


Photorealism — by  Louis  K.  Meisel 
(Harry  N.  Abrams,  Inc.,  $125).  An 
authoritative  compendium  that  is 
more  apt  to  stupefy  than  stimulate. 
For  those  who  may  be  a  bit  into 
collecting  this  populist  popular 
genre — or  tempted  to — here's  a  full 
treatment  but  no  treat. 


NUDE 

f 

PHOTOGRAPHS 

1850-1980 

EDITED  BY  CONSTANCE  SULLIVAN 

Nude:  Photographs  1850-1980— 

edited  by  Constance  Sullivan 
(Harper  &  Row,  $45).  A  lavish 
and  superbly  produced  volume 
covering  the  gamut  and  many  a 
name  famed  for  reasons  other 
than  their  pictured  nudes.  Even 
in  the  earliest  days  of  photogra- 
phy 130  years  ago,  they  were 
making  some  porn  that  would 


have  stretched  the  definition  of  art. 


Sandtiquity — by  Connie  Simd,  Kappy  Wells,  Malcolm 
Wells  (Taplinger,  $10.95,  $4.95  paper).  If  you  ever 
thought — regretfully — that  sand  castles  were  for  kids,  this 
totally  delightful  book  will  send  you  happily  back  to  build- 
ing, quite  simply,  arrestingly  impressive  ones. 

Photographs  for  the  Tsar — 

edited  by  Robert  H.  Alls- 
house  (The  Dial  Press,  $35). 
Postcardy  views  by  Sergei 
Prokudin-Gorskii  in  pio- 
neering color  commissioned 
by  an  impressed  Tsar  Nicho- 
las II.  This  photo  of  Tolstoy 
when  he  had  two  years  left 
to  live  is  outstanding. 
Excerpt:  Here  was  the  mo- 
ment upon  which  all  my 
work  depended.  It  was  the 
first  time  the  Tsar  would 
see  slides  projected  in  natural  colors.  At  precisely  eight- 
thirty  the  page  on  duty  announced,  "His  Majesty,  the 
Emperor."  The  doors  swung  open  and  through  the  door- 
way came  the  Tsar.  The  Tsar  asked,  "What  is  the  future 
for  your  apparatus  and  pictures  such  as  theseV 
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THAT  TIME  INC.'s  BOOK  EARNINGS  DROPPED  SO  SHARPLY 

certainly  couldn't  be  the  fault  of  their  Time-Life  series,  nal  art  and  graphic  charts,  that  there's  nothing  in  the  same 
These  are  so  superior  (with  a  few  exceptions,  of  course)  to    league  with  'em.  Subscribing  to  some  of  these  series  en- 


anything  dse  on  these  varied  subjects,  so  comprehensive, 
so  well  written,  so  well  illustrated  with  photographs,  origi- 

WORLD  WAR  II— For  those  who  didn't  live  through  it  as 
well  as  those  of  us  who  did,  these  pictorially  powerful 

from  Across  The 
Rhine:  Prime  Min- 
ister Winston  Chur- 
chill, accompanied 
by  Britain's  Field 
Marshal  Sir  Bernard 
L.  Montgomery  (sec- 
ond from  rear),  rides 
nonchalantly  across 
the  Rhine  in  an  amphibious  buffalo  on  Mar.  24,  1945. 
According  to  an  officer  who  was  in  the  party,  the  Prime 
Minister  "seemed  more  perturbed  about  lighting  his  cigar 
m  the  wind  than  about  shellfire." 

from  The  Rising  Sun:  As  the  planes  approached  the 
target  area,  Pearl  Harbor  was  clearly  visible  to  Fuchida 

THE  OLD  WEST — from  The  End  and  The  Myth:  There  was 
always,  in  fact,  a  kind  of  Easterner's  West  encapsulated  in 
the  Westerner's  West;  globe-trotting  Britishers  and  adven- 
turous swells  from  Boston  and  New  York  were  out  there 
among  the  Sioux  and  the  buffalo  with  gun  m  hand  almost 
as  soon  as  Lewis  and  Clark  got  back  from  the  Rockies. 
Author  Owen  Wister,  a  Philadelphian,  and  artist  Frederic 
Remington,  a  New  Yorker,  later  provided  Westerners  with 
a  dramatic  image  and  Teddy  Roosevelt  created  a  breed  of 
hard,  enduring,  brave  and  patriotic  plainsmen  all  his  own. 
There  was  a  posh  Dude's  West  almost  as  soon  as  there 
were  cowboys  for  the  dudes  to  inspect, 
from  The  Ranchers:  For  all  its  savage  cruelty,  the 

THE  SEAFARERS— There's  nothing  comparable  to  these 
gloriously  bracing,  all-embracing  volumes  on  a  breed  that's 

from  The  Dreadnoughts:  Alas,  success  and  power  had 
made  /Admiral  Sir  fohn  Arbuthnotj  Fisher  increasingly 
sarcastic,  rude,  intolerant  and  spiteful.  His  friend  Vis- 
count Esher,  a  confidant  of  the  King's,  had  early  on 
genially  counseled  him:  "In  a  country  like  ours,  governed 
by  discussion,  a  great  man  is  never  hanged.  He  hangs 
himself.  Therefore  pray  be  Machiavellian,  and  play  upon 
the  delicate  instrument  of  public  opinion  with  your  fin- 
gers and  not  with  your  feet. "  But  such  advice  ran  counter 
to  Fisher's  pugilistic  nature.  "I  am  going  to  kick  other 
people's  shins  if  they  kick  mine!"  he  growled — and 
marched  forth  to  hang  himself. 

from  The  Frigates:  On  October  25,  1793,  the  crew  of 
the  Polly  had  fallen  into  the  hands  of  the  Barbary  corsairs, 
a  loose  coalition  of  sea  bandits  sailing  out  of  Algiers, 
Tunis.  Morocco  and  Tripoli.  The  Americans  were  slaves, 
and  slaves  they  would  remain,  living  and  dying  on  that 
Algerian  breakwater,  unless  and  until  they  were  ran- 
somed by  the  U.S.  government.  Yet,  however  unknow- 
ingly and  however  unwillingly,  the  captives  of  the  Bar 
bary  Coast  by  very  reason  of  their  pathetic  plight  evoked 
a  response  that  would  change  history's  course  and  the 
balance  of  world  power:  they  inspired  the  birth  of  the 
United  States  Navy. 

from  The  U-Boats:  Twice  in  the  space  of  25  years, 
at  the  most  critical  stages  of  both  world  wars,  U-boats 


sures  receiving  the  equivalent  of  a  hardbound,  advertising- 
less  Special  Issue  of  Life  magazine  every  week. 

volumes  are  the  best  way  to  see  it,  know  it,  recall  it.  There- 
have  been  27  so  far  with  13  to  follow. 

(the  japanese  wing  commander} .  .  .94  vessels  were 
densely  clustered  in  an  area  not  three  miles  square,  with 
but  one  channel  to  the  open  sea  and  a  single  torpedo  net 
stretched  across  the  channel's  mouth.  "Never,  even  in 
the  deepest  peace,"  Fuchida  later  recalled,  had  he  seen  a 
target  so  thoroughly  unprotected.  The  signal  went  out 
plain:  "To-,  to-,  to-,"  first  syllable  of  the  word  totsu- 
geki — "Charge!" 

from  The  Road  To  Tokyo:  The  Marines  spent  two 
days  combing  the  cave  labyrinth  that  had  been  Ota's 
headquarters  jin  Okinawaf  Among  the  piles  of  dead  and 
dying  Japanese  they  finally  came  upon  the  admiral  and 
his  five  top  aides.  Their  bodies  were  neatly  lined  up  on 
blood-soaked  mattresses.  At  their  command,  their 
throats  had  been  neatly  cut. 

violence  that  broke  out  on  the  open  range  was  usually 
impersonal — coldly  deliberate  action  taken  in  defense  of 
property.  It  did  not  generally  matter  whether  the  antago- 
nists knew  each  other;  it  was  what  they  were,  not  who  they 
were,  that  was  the  reason  for  the  conflict.  Bui  if  personal  or 
family  feelings  did  get  mixed  up  in  a  range  dispute,  the 
violence  turned  even  more  vicious  and  implacable. 

from  The  Mexican  War:  By  the  war's  end,  1,721  Ameri- 
cans had  died  in  action;  11,155  were  dead  from  disease  and 
exposure.  And  they  kept  on  dying.  An  unusually  high 
mortality  rate  in  the  Army  in  the  years  immediately 
following  the  war  was  blamed  on  the  lingering  effects  of 
diseases  contracted  during  service  against  Mexico. 


as  varied,  deep  and  intriguing  as  the  watery  four-fifths  of 
the  world  they  sail  and  sailed  over  and  under. 

alone  had  the  power  to  decide  the  outcome  for  Ger- 
many. Twice  they  came  within  a  whisper  of  victory  in 
their  attempt  to  isolate  Britain  and  force  her  to  terms. 
Twice  they  were  prevented  from  doing  so  by  the  inter- 
vention of  the  United  States.  So  close  were  the  U- 
boats  to  winning  the  war  in  1917  and  1942  that  the 
very  course  of  history  could  be  said  to  have  depended 
both  times  on  a  few  score  German  submarines  and  the 
courageous  men  inside  them. 

The  Windjammers  touches 

a  personal  chord  with  its  tale 

of  famed  World  War  I  Count 

Felix  von  Luckner's  disguised 

windjammer  depredations  on 

Allied  shipping.  In  1930  my 

two  older  brothers  sailed  with 

him  on  his  glorious  Seeadler. 

On  the  print  shown  here,  this 

heroic  Sea  Devil  wrote:  "Dear 

Duncan,  whenever  you  look  at  this  picture  remember  a 

man  who  loves  you  and  whom  you  have  given  so  manv 

pleasant  hours  on  our  cruise.  Felix  Count  Luckner." 


20 


FORBES,  AUGUST  31,  1981 


AFTER  LUNCHING  HERE  WITH  LOEWS  CORF  'S  LARRY  TISCH 


the  several  Forbes  staffers  pres- 
ent marveled  as  much  at  his 
candor  and  unequivocating  con- 
clusions as  we  did  at  the  busi- 
ness brain  that  has  won  him 
fame  and  fortune. 

While  some  of  us  don't  share 
his  blunt  pessimism  about  the 


stock  market  (the  DJI  was  948 
that  day),  it  was  keenly  inter- 
esting to  hear  one  of  our  time's 
most  successful  acquisitioners 
say  that  he  didn't  see  anything 
worth  seeking  at  the  prices 
prevailing  in  the  present  take- 
over mania. 


SOME  CAPTAINS,  BE  THET  OF  BUSINESSES,  SHIPS,  STATES 

or  whatever,  invoke  the  spirit  even  if  they  don't  post  the 
words  shown  here.  They  were  taken  from  one  of  those 
"joke"  plaques  that  one  sees  in  seaport  souvenir  shops. 

Invariably,  those  captains  to  whom  such  a  guideline  is 
no  joke  founder  far  sooner  than  later. 

Trouble  is,  though,  sometimes  they  take  their  passen- 
gers down  with  them. 


SHIPBOARD  RULES 
RULE  #1: 

THE  CAPTAIN  IS  ALWAYS  RIGHT 
RULE  #2: 

IF  THE  CAPTAIN  IS  WRONG 
—SEE  RULE  #1 


MOST  OF  THE  THINGS  MONEY 

is  the  root  of  ain't  evil. 


MONEY'S  MERITS 

are  measured  by  its  use,  not  amount. 


AN  INSTRUCTIVE  ANNIVERSARY 


By  H.S.  Forbes  Jr. 


Ten  years  ago  this  summer,  Presi- 
dent Nixon  gave  the  coup  de  grace 
to  the  Bretton  Woods  international 
monetary  system  by  formally  sever- 
ing the  dollar's  last  tenuous  link  to 
gold.  Investors  have  been  paying  the 
price  ever  since. 

Designed  in  1944  in  Bretton 
Woods,  N.H.,  the  system  provided 
the  framework  for  monetary  stabil 
ity  and  financial  discipline  that 
helped  make  possible  the  great 
boom  of  the  1950s  and  1960s,  when 
national  economies  could  rapidly 
grow  without  persistent  inflation. 

In  retrospect,  Bretton  Woods 
looks  better  and  better. 

The  shortcomings  that  so  exer- 
cised economists  and  politicians — 
primarily,  it  didn't  provide  an  effec- 
tive mechanism  for  forcing  coun- 
tries with  undervalued  currencies 
like  Japan  and  Germany  to  readjust 
their  exchange  rates — look  minor 
compared  to  what  has  happened 
since:  endemic  inflation,  slowing 
world  trade,  falling  productivity, 
stagnant  economic  growth,  not  to 
mention  soaring  interest  rates  and 
the  enormous  fall  in  the  real  value  of 
bonds  and  stocks. 

With  the  sorry  economic  perfor- 
mance of  the  past  decade  and  the 
horrendous  losses  suffered  in  both 


the  equity  and  bond  markets,  it  is 
surprising  that  little  serious  thought 
is  given  to  reestablishing  another 
international  system.  Why?  Experts 
will  tell  you  that  such  a  thing  is 
impossible  until  countries  first  put 
their  own  financial  houses  in  order. 

But  could  it  be  that  policymakers 
are  overlooking  the  obvious,  that 
they  are  putting  the  cart  before  the 
horse?  As  the  anarchy  of  the  1930s 
amply  demonstrated,  it  is  awfully 
difficult  for  individual  nations  to 
follow  sensible  economic  policies, 
to  accept  the  inevitable  disciplines 
in  a  responsible  fashion,  in  the  ab- 
sence of  an  effective  international 
framework. 

Why  It  Fell 

Bretton  Woods,  or  what  econo- 
mists call  the  Gold  Exchange  Stan- 
dard, began  seriously  unraveling  in 
the  late  1960s — and  its  deteriora- 
tion was  followed  by  burgeoning 
inflation.  The  catalyst  was  the 
U.S.,  which  found  the  constraints 
increasingly  uncomfortable  as  it 
tried  to  pursue  President  Johnson's 
infamous  program  of  "guns  and 
butter." 

But  the  demise  of  Bretton  Woods 
cannot  be  blamed  solely  on  profli- 
gate politicians.  Economists  of  al- 
most all  persuasions  felt  that  fixed 
exchange  rates  as  well  as  anything 


to  do  with  gold  were  anachronisms. 
They  believed  that  floating  ex- 
change rates,  combined  with  great- 
er direction  of  domestic  economies 
by  wise  people  like  themselves, 
would  be  far  preferable. 

Failed  Utopias 

Liberal  or  Keynesian  economists 
(who  would  have  been  contemptu- 
ously disavowed  by  John  Maynard 
Keynes  had  he  been  around)  disliked 
Bretton  Woods  because  it  limited 
their  ability  to  inflate  domestic 
economies.  Monetarists — who  dom- 
inate the  Reagan  Administration — 
disliked  the  old  regime  because  they 
felt  the  necessity  of  defending  ex- 
change rates  made  it  more  difficult  to 
manipulate  money  supply. 

Both  schools  believed  that  with 
the  constraints  of  Bretton  Woods 
gone,  they  could  better  go  about 
achieving  their  Utopias. 

Bretton  Woods  evokes  no  nostal- 
gia from  current  economic  policy- 
makers, but  both  Keynesianism  and 
monetarism  haye  failed.  History 
shows  that  all  successful  monetary 
systems  have  given  some  role  to 
gold.  Surely  it  is  not  beyond  the 
capabilities  of  current  leaders  to  de- 
vise a  gold-based  system  that  avoids 
the  flaws  of  Bretton  Woods  or  of  the 
classic  Gold  Standard.  Otherwise 
instability  will  continue. 
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Other  Comments 

Often  comments  by  others  stimulate  irritate 
abuse  or  amuse  this  editor  's  mind  MSF 


Curtains  for  Cable  TV? 

RCA  AND  CBS  PULL  AN  END  RUN 

on  cable-TV  operators:  Entry  by 
this  pair  of  communication  goliaths 
into  dbs  (direct  broadcast  satellites) — 
which  beam  TV  signals  directly  from 
satellites  to  backyard  or  rooftop  dish 
antennas — has  shaken  up  other  indus- 
try powers.  Now,  manufacturers  are 
bringing  dishes  to  market  that  are  no 
bigger  than  a  circular  coffee  ta- 
ble..  .  and  costing  about  $500.  With 
RCA  and  CBS  ready  to  pour  their  con- 
siderable financial  resources  into  this 
advanced  technology — is  cable  TV  al- 
ready obsolete? 

— Media  Industry  Newsletter 

Abandon  Hope,  Too? 

One  category  in  which  New  York 
City  showed  results  in  the  1980  cen- 
sus far  different  from  the  rest  of  the 
country  was  in  the  number  of  housing 
units  lost  to  abandonment  and  demo- 
lition; the  Bronx  and  Brooklyn  led  the 
nation's  counties. 

The  other  was  the  average  number 
of  people  in  each  household.  Manhat- 
tan had  1 .96  persons — the  lowest  fig- 
ure in  the  country,  except  for  the  1.46 
in  a  Hawaiian  county  that  is  said  to 
contain  only  a  leper  colony. 

— New  York  Times 

Way  Out  Separation 

Paul  Volcker  has  pointed  out  that 
sometimes  we  try  to  separate  "for- 
eign" economic  policy  from  "domes- 
tic" economic  policy  as  though  one 
were  on  Mars  and  the  other  on  Venus. 
Economic  policy,  Paul  says — and  I 
think  correctly — should  be  seen  as  the 
bridge  between  domestic  policy  and 
foreign  policy. 

— David  Rockefeller 

Slurp  Schweppe  &  Live 

Schweppe  and  his  salutary  bubbly, 
1792 — Three  years  ago  (in  1792),  a 
person  of  the  name  of  J.  Schweppe, 
late  of  Geneva,  called  upon  Dr.  Pear- 
son (of  London)  with  a  letter  of  intro- 
duction, to  propose  making  those  arti- 
ficial mineral  waters,  which  contain  a 
large  proportion  of  carbonick  acid,  or 
fixed  air.  .  .  It  is  highly  beneficial  as  a 
drink  in  the  evening,  to  take  off  the 
acid,  apt  to  be  produced  in  the  stom- 
ach after  wine  and  full  meals,  to  dilute 


the  fluids,  when  containing  too  much 
irritating  matter,  to  carry  off  such 
stimulating  matter,  and  to  strengthen 
the  stomach.  [Considering!  the  effects 
of  water  impregnated  as  it  is  by 
Monsieur  Schweppe,  both  as  a  med- 
icine and  an  article  of  salutary  luxu- 
ry, it  may  be  justly  reckoned  the 
greatest  improvement  in  diet  of  the 
present  age. 

— Thomas  Green  Fessenden, 
The  Register  of  Arts,  1808, 
in  Antiques 


Resolving  the  conflict  be- 
tween principle  and  expedi- 
ency is  the  way  America 
works. 

—Ted  Morgan, 
On  Becoming  American 


Stupid  Stigmatism 

Any  job  is  meaningful  if  you  need 
money.  If  it's  honest,  and  you're  not 
going  to  get  in  trouble  with  the  law, 
any  job  is  meaningful.  I'm  fed  up  with 
this  idea  that  you  can't  be  a  model  or  a 
dishwasher  or  a  busboy  or  something 
without  automatically  becoming 
some  kind  of  second-class  citizen.  I 
think  it's  terrible  that  people  are  stig- 
matized like  that. 

— Rep.  Millicent  Fenwick  (R-N.J.), 
profiled  by  Arthur  K.  Lenehan, 
Newark  Star-Ledger 

Going,  Going . . . 

A  good  family  is  one  that  used  to  be 
better. 

— Cleveland  Amory, 
Town  &)  Country 

Alarming  Impotency 

Today  the  proud  American  boast 
that  we  are  the  most  civilized,  most 
prosperous,  most  peace-loving  people 
leaves  a  bitter  aftertaste.  Here  at 
home  we  are  approaching  the  status 
of  an  impotent  society — a  society 
whose  capability  of  maintaining  ele- 
mentary security  on  the  streets,  in 
schools  and  in  the  homes  of  our  peo- 
ple is  in  doubt.  .  .  . 

For  the  last  ten  years  many  of  our 
national  leaders  and  those  of  other 


countries  have  spoken  of  internation- 
al terrorism.  But  our  rate  of  routine, 
day-to-day  terrorism  in  almost  any 
large  city  of  the  U.S.  exceeds  the  casu- 
alties of  all  the  reported  "internation- 
al terrorists"  in  any  given  year. 

— Warren  E.  Burger, 
Chief  Justice,  Supreme  Court 

Insolvency  vs.  Research 

There  is  a  great  need  for  men  and 
women  who  are  trained  both  as  physi- 
cians and  biomedical  researchers. 
Cutbacks  in  federal  programs  for  sup- 
port of  training  in  tbese  areas  makes 
the  problem  all  the  more  critical.  .  .  . 
Too  many  young  doctors  come  out  of 
medical  school  deeply  in  debt,  and 
they  do  not  perceive  science  as  a 
means  to  solvency.  So  they  enter 
practice,  and  the  moment  when  re- 
search might  have  been  a  real  career 
option  passes. 
— Dr.  Paul  Marks,  President,  Memo- 
rial Sloan-Kettering  Cancer  Center 

Garrulous  Defense 

Why  old  people  are  so  often  accused 
of  trying  to  do  all  the  talking  "is  at- 
tributed to  natural  selfishness  and 
some  corrosion  of  personality,"  says 
researcher  Patrick  Rabbitt,  an  Oxford 
University  psychologist  who  special- 
izes in  the  problems  of  aging.  "It  could 
just  be  a  defense  against  the  possibil- 
ity of  embarrassing  muddle.  lust  be- 
cause you've  got  a  poor  memory 
doesn't  mean  you  are  not  aware  of  the 
embarrassment  you  cause.  And  one 
way  of  not  being  embarrassed,  and  of 
being  sure  you  know  what's  goingon,  is 
to  be  the  only  person  who  has  spoken. " 

— Time 


"Sans  teeth,  sans  eyes,  sans  taste,  s 
sans  everything.  But  a  fifty -one-per-  \ 
cent  controlling  interest!" 


22 


FORBES,  AUGUST  31,  1981 


If  you  need  life  insurance, 

you  better  consider 
Adjustable  Life. 

If  you  don't, 
you've  made  a  mistake. 


ADJUSTABLE  LIFE  is  an  entirely  different  kind  of 
life  insurance  unlike  any  policy  ever  before 
available.  It  is  considered  the  most  significant 
change  in  life  insurance  protection  in  the  last  50 
years ...  a  breakthrough  that  offers  flexibility  to  meet 
changing  needs  unmatched  by  any  term  or  cash 
value  policy  you  may  be  offered. 

Here's  why  it  is  a  serious  mistake  not  to  know  more 
about  its  unique  advantages  before  you  decide 
what  kind  of  life  insurance  is  best  for  you. 

Few  people  can  accurately  forecast  their  future 
life  insurance  needs.  What's  best  today. . .  in  the 
amount  and  kind  of  protection  you  need  and  how 
much  you  have  to  pay  for  it. . . may  not  be  right  for 
you  one,  five,  or  ten  years  from  now.  And,  later  on, 
should  you  decide  to  up-date  your  plan,  it  is  likely 
to  be  inconvenient,  expensive,  or  even  impossible. 

With  ADJUSTABLE  LIFEt ,  however,  you  design 
your  policy  to  meet  your  exact  needs  at  the  moment. 
Then,  at  a  later  date  when  circumstances  change  - 
and  they  will  —  you  may,  within  limits: 

•  Raise  or  lower  the  amount  of  your  coverage. 

•  Raise  or  lower  your  premium  payments. 


THE  ■ 
BANKERS 
LIFE 


O 


Equally  important,  with  ADJUSTABLE  LIFE  you're 
not  tied  to  the  restrictions  of  whole  life  or  term 
coverage.  You  simply  adjust  your  one  policy  as 
often  as  necessary  to  emphasize  either  the  maxi- 
mum amount  of  coverage  or  the  accumulation  of 
cash  or  loan  values.  In  addition,  ADJUSTABLE 
LIFE  is  almost  "inflation  proof  Most  policyowners 
without  a  medical  examination  may  increase,  within 
limits,  the  amount  of  their  coverage  every  three 
years  to  meet  increases  in  the  cost-of-living. 

The  cost?  Probably  less  than  other  policies  lacking 
its  unique  built-in  flexibility.  The  Bankers  Life  of 
Des  Moines  is  one  of  the  lowest  net-cost  companies 
in  the  industry,  so  we  suggest  you  compare  the 
Interest- Adjusted  Cost  of  this  new  policy  with  any 
others  you  may  be  offered. 

Do  yourself  a  favor  and  don't  overlook  the 
advantages  of  ADJUSTABLE  LIFE.  It's  available 
to  your  agent.  But,  if  you  prefer,  call  your  local 
office  of  The  Bankers  Life  of  Des  Moines  or  mail 
the  coupon  below. 

t  Available  in  49  states. 


j  THE  BANKERS  LIFE,  Consumer  Services 

|  Des  Moines,  Iowa  50307 

|  Please  send  information  about  Adjustable  Life. 

I 

|  Name  

I 


FB81 


Address, 


City_ 


BANKERS  LIFE  COMPANY   DES  MOINES,  IOWA  50307 


I 

I 
I 

I  State, 
I  


.Zip. 


OLD  PRODUCT  INTO  A  NEW  MARKET 


It's  not  easy  to  transform 
ine  market  for  a  widely 
used  commodity  product 
like  caustic  soda.  But  that's 
just  what  PPG  did  when  we 
developed  it  in  a  new  and 
better  form:  tiny  beads. 

In  its  traditional  flake 
form,  caustic  soda  poses 
some  difficult  handling 
problems.  It  either  cakes  or 
kicks  up  lots  of  caustic  dust 
when  it's  poured. 

Our  beads,  then,  provide 
a  perfect  answer.  They're 
practically  dust-free. 

One  result  has  been 
a  new  growth  in  the 
market,  in  industries 
from  cleanser 
manufacturing  and 
food  processing  to 
petroleum 
exploration. 

And  now,  PPG  is 
more  firmly  estab- 
lished than  ever  as 
the  nation's  number 
one  merchant  supplier 
of  caustic  soda. 

You  might  say  we've  left 
the  competition  in  the  dust. 
And  changed  the  market  in 
the  process. 

We  approach  all  our 
business  areas  with  the 
same  innovative  energy.  By 
seeing  opportunities  where 
others  may  not.  And  hon- 
ing our  skills  and  resources 
to  turn  those  opportunities 
into  achievements. 

We  call  it  the  PPG  strat- 
egy. Grow  in  the  best  parts 
of  four  industries:  chem- 
icals, glass,  fiber  glass, 
and  coatings  and  resins. 

PPG  Industries,  Inc., 
One  Gateway  Center, 
Pittsburgh,  PA  15222. 
PPG:  a  Concern 
for  the  Future 


What's  Ahead  for  Business 


Cutting  off -budget 
borrowing  will  be 
worth  the  headaches 


Beyond  ideology, 
the  argument  is: 
Do  any  loan  programs 
really  work? 


A  15%  prime, 

even  12%, 
by  year's  end 


REAGAN'S  NEXT  TARGETS 

Expect  White  House  budget-cutters,  their  tax  programs  squared 
away,  to  turn  their  attention  next  to  a  wilderness  of  off-budget  federal 
programs.  The  effort  promises  a  huge  political  headache.  No  beneficia- 
ry of  these  programs  is  without  powerful  friends  in  Congress. 

The  White  House  wants  to  cut,  for  example,  the  off-budget  federal 
financing  that  goes  to  the  Student  Loan  Marketing  Association  by 
75%,  to  $500  million  for  fiscal  1982.  Among  the  loan  guarantee 
programs  it  aims  to  reduce  or  eliminate  are  those  designed  to  assist 
housing,  agriculture,  energy  research  and  small  business.  You  can  hear 
the  voices  rising  in  congressional  lobbies  even  now. 

Reducing  the  burden  these  programs  place  on  U.S.  capital  markets  is 
worth  all  the  political  heat  the  White  House  will  have  to  take.  Govern- 
ment-sponsored enterprises  such  as  the  Federal  National  Mortgage 
Association,  Farm  Credit  Administration,  Federal  Home  Loan  Bank 
System  and  Federal  Home  Loan  Mortgage  Corp.  plan  to  raise  $25 
billion  in  fiscal  1982,  which  begins  Oct.  1.  Another  $80  billion  will  be 
required  to  finance  loan  guarantee  programs  now  on  the  books.  That's 
$105  billion  of  federally  sanctioned  demand  in  the  private  credit 
markets,  over  and  above  the  $60  billion  to  be  borrowed  to  finance  the 
projected  deficit  for  1982.  The  federal  government  accounted  for  38% 
of  the  total  demand  on  U.S.  credit  markets  in  the  fiscal  year  now 
ending.  A  decade  ago  it  accounted  for  16% .  Next  year  it  could  be  nearly 
half.  No  wonder  the  bond  market  is  groaning. 

In  the  confrontation  sure  to  come,  White  House  staffers  will  argue 
that  anything  which  can  be  handled  by  private  enterprise  should  be 
handled  by  it.  If  Du  Pont,  Seagram  and  Mobil  can  marshal  billions  in 
lines  of  credit  to  finance  takeover  bids,  they  say,  why  should  they  need 
millions  in  loan  guarantees — never  mind  outright  grants — for  their 
own  research,  exploration  or  internal  expansion? 

Beyond  ideology,  there  is  a  practical  argument:  Do  any  of  these 
programs  really  work?  Says  Lawrence  Kudlow,  assistant  director  for 
economic  policy  in  the  Office  of  Management  &  Budget:  "The  volume 
of  public  housing  in  the  last  ten  years,  which  has  been  immeasurably 
aided  by  federal  guarantees,  has  not  prevented  overall  housing  starts 
from  falling  into  a  depression  stage." 

The  Administration's  decision  to  guarantee  the  American  Natural 
Resource  Co.'s  $2  billion  coal  gasification  project  and  a  $1.1  billion  oil 
shale  project  for  Tosco  is  an  exception  to  the  rule,  not  a  portent.  Both 
were  in  the  pipeline  for  years  and  both,  of  course,  are  energy  projects. 

Cut  Treasury  demand  in  the  credit  markets  and  interest  rates  will 
quickly  fall.  With  inflation  falling  to  8%  by  year's  end  (even  6%  is 
beginning  to  look  possible)  and  with  economic  growth  slowing  to  the 
point  where  the  GNP  will  be  flat  through  the  summer  and  fall  before 
picking  up  modestly,  interest  rates  as  reflected  in  the  prime  rate  of 
major  banks  will  fall  from  20%  to  15%,  or  even  12%,  by  year's  end. 
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The  Forbes  Index 


Forbes  Index 
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The  Forbes  Index  Components 


An  unexpected  surge.  The  Forbes 
Index  is  showing  surprising 
strength — mainly  because  of  a  jump 
in  consumer  borrowing.  Retail  sales 
also  inched  upward.  For  inflation- 
fighters,  this  is  hardly  good  news.  It 
means  the  economy  is  stronger  than 
expected.  As  a  result,  the  Fed  is  un- 
likely to  waver  from  its  tough  tight- 
money  policies. 


The  Forbes  Index  is  a  measure  ot  U  S  economic  activity 

composed  ot  eight  equally  weighted  elements: 

Total  industrial  production 

New  claims  for  unemployment  compensation 

The  cost  of  services  relative  to  all  consumer  prices 

The  level  of  new  orders  for  durable  goods  compared  with 

manufacturers'  inventories 

Total  retail  sales 

New  housing  starts 

Personal  income 

The  change  in  the  amount  of  consumer  installment  debt 
outstanding 

To  measure  these  eight  elements,  Forbes  monitors  1 1 
series  of  U.S.  government  data  The  last  14  months'  data 
for  each  series  is  presented  at  right 
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ALCOA  CANT  WAIT! 


Because  it's  a  company  on  the  move, 
you  can  bet  Alcoa  buys  a  lot  of  airline 
tickets.  But  when  Alcoa  can't  wait,  most 
likely  its  people  are  onboard  one  of  the 
company's  four  Learjets. 

Because  Alcoa  knows  its  Learjets  have 
easy  access  to  thousands  of  airports 
throughout  the  United  States  and  around  the 
world.  Instead  of  the  several  hundred  now 
being  served  by  the  major  air  carriers. 

Moreover,  Alcoa's  Learjets  fly  at  jetliner 
speeds  when  Alcoa  needs  to  fly,  exactly  to 
where  Alcoa  needs  to  go.  Free  of  air  terminal 
hassle.  Without  frustrating  delays  and  heart- 


pounding  dashes  to  make  flight  connections. 

More  than  likely  they  get  their  business 
wrapped  up  and  are  back  home  the  same 
day.  A  measurable  convenience. 

When  your  travel  needs  can't  wait,  take 
a  tip  from  Alcoa  and  a  thousand  other  pace- 
setting  companies.  Look  into  Learjet. 

Mackie  Mott,  our  vice  president  for  U.S. 
marketing,  and  John  Benson,  vice  president 
for  international  marketing,  will  be  glad  to 
provide  answers  to  all  your  questions. 
They're  both  at  (602)  294-4422.  Gates  Learjet 
Corporation/P.O.  Box  11186/ Tucson,  AZ  85734, 
U.S.A./Telex  666-408. 


Gates  Learjet 

Prepared  for  a  dynamic  decade.  * 


The  future  of  education 
is  taking  shape  in  America's 
oldest  junior  high  school. 

A  highly  creative  teaching 
staff  and  Control  Data  PLATO* 
computer-based  education  are 
turning  Los  Angeles'  Berendo 
Junior  High  into  a  model  for  all 
U.S.  schools. 

Berendo,  the  oldest  junior  high 
school  in  the  U.S.,  has  an  over- 
crowded, multi-ethnic  student  body. 
It  also  had  one  of  the  worst 
academic  and  discipline  records  in 
Los  Angeles.  Almost  85  percent 
of  the  Berendo  students  had  skills 
below  their  grade  level. 

A  few  years  ago,  an  innovative 
educator,  Rosalyn  Heyman, 
became  principal.  She  and  her  staff 
immediately  began  building  an 
environment  that  encourages 
students  to  attend  school  regularly 
and  take  pride  in  their  progress. 
One  of  the  key  steps  was  the  instal- 
lation of  Control  Data  PLATO 
computer-based  education. 

During  the  1979-'80  school  year, 
400  students  spent  10  weeks  each  learning  basic  skills  on  PLATO 
terminals.  The  turnaround  in  reading,  math  and  language  was 
dramatic.  "We  even  had  students  coming  in  after  school  asking  to 
work  with  PLATO,"  reports  Mrs.  Heyman. 

Today,  Berendo  has  12  Control  Data  PLATO  terminals  to  help 
children  learn  more,  better,  and  faster.  The  school  also  has  a  showcase 
of  city,  state,  and  national  awards  for  educational  achievement. 

For  a  reprint  of  an  address,  "Via  Technology  To  A  New  Era  in 
Education" by  Control  Data  Chairman  and  Chief  Executive  Officer, 
William  C.  Norris,  and  a  brochure  describing  the  many  ways  we 
are  addressing  society's  major  unmet  needs,  write  Control  Data, 
Dept.  HQN11I,  PO.  Box  0,  Minneapolis,  MN  55440. 


fn  C\  CONTRPL  DATA 
15  C/  CORPORATION 

Addressing  society's  major  unmet  needs 
as  profitable  business  opportunities 


"Our  students  and  teachers  are 
extremely  enthusiastic  about  PLATO. 
Teachers  feel  it  is  an  outstanding  way 
to  help  individualize  instruction, 
and  students  can't  wait  their  turn  to 
learn  on  the  Control  Data  terminal 
that  answers  them  individually!' 

Mrs.  Rosalyn  S.  Heyman,  Principal 
Berendo  Junior  High  School 
Los  Angeles.  California 
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INTRODUCING 
JETTA  DIESEL: 
IT'S  FOUR  OFTHE 
BEST  MILEAGE 


CARS  IN 
AMERICA. 


Wail  a  minute. 

How  can  we  say  that 
one  car  is  four  of  the 
best  mileage  cars  in 
America? 
Easy. 

Because  the  new 
Jetta  Diesel  is  liter- 
ally four  Volkswag- 
ens in  one. 

when  you  fill  it  up, 
the  Jetta  Diesel's  in- 
credibly economical  like  our 
Rabbit  Diesel,  the  best  mileage 
car  in  America. 

In  fact,  it  gets  an  EPA  esti- 


mated 41 


mpg,  57  mpg 
highway  estimate.  (Use 
estimated  mpg"  for  com- 
parisons. Your  mileage  may  vary  with 
weather,  speed  and  trip  length.  Ac- 
tual highway  mileage  will  probably 
be  less.) 

when  you  load  it  up,  the  Jetta  Die- 
sel's spacious  like  our  Dasher  Diesel 
Wagon.  With  enough  room  and  lux- 
ury so  it  won't  cramp  your  style  -  or 
your  passengers -on  long  trips. 

And  when  you  rev 
est  it  up,  the  Jetta  Diesel 
mpg  handles  a  lot  like  our 
sporty  Convertible. 
Because,  despite  its  economical  die- 
se!  engine,  it  js  a  lot  like  our  Convert- 
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ible,  thanks  to  its  rack-and-pinion 
steering,  front-wheel  drive  and  4 
wheel  independent  suspension. 

But  perhaps  the  most  impressive 
thing  about  the  Jetta  Diesel  is  that  it's 
like  a  Jetta  Diesel.  Which  means  that 
it  gives  you  sleek  European  styling, 
sophisticated  German  engineering 
and  a  trunk  large  enough  to  handle 
8  suitcases. 

So  you  see,  having  a  Jetta  Diese 
really  is  like  having  four  of  the  best 
mileage  cars  in  America. 

Except  you  only  need  one  park 
ing  place. 

ALL  OUR 
BEST  IDEAS 
IN  ONE  CAR. 

JETTA. 


lion  pretax  last  year  because  of 
startup  costs,  has  cut  its  dividend 
and  taken  on  $147  million  in  debt. 
Last  May  the  company  seemed  like- 
ly to  disappear  in  a  merger  with 
Olivetti.  But  now  that  deal  is  off. 
"We  had  very  different  life-styles," 
says  Charlap.  "Besides,  it  was  an 
insurance  policy  we  didn't  need." 

Charlap,  a  56-year-old  raspy-voiced 
executive  with  the  spirit  of  a  coach, 
is  confidence  personified.  He  plans  to 
out-fapanese  the  Japanese.  He  thinks 
in  terms  of  market  domination  and 
eventually  manufacturing  150,000 
machines  a  year.  He  also  wants  to 
broaden  the  line  beyond  low-cost 
desk-top  models  and  take  a  crack  at 
the  top.  "We  are  about  to  become  a 
giant,"  he  boasts. 

This  isn't  all  bluster.  Sales  have 
grown  eightfold  since  1975  and  Sav- 
in's whiz-bang  marketing  has  helped 
revolutionize  the  industry.  Charlap 
also  assembled  the  talent  and  the 
technology  necessary  for  Ricoh  to 
manufacture  the  liquid  toner  ma- 
chines that  bear  the  Savin  name- 
plate.  Charlap:  "We're  the  people 
who  moved  the  office  copier  from 
the  basement  to  the  work  area." 

Now  Charlap,  who  pilots  his  own 
helicopter  between  Savin's  West- 
chester County,  N.Y.  headquarters 
and  his  upstate  factory,  must  con- 
vince skeptics  Savin  can  build  copi- 
ers as  well  as  sell  them.  The  prece- 
dents aren't  encouraging.  Nashua,  a 
distributor  of  Ricoh  products  outside 
the  U.S.,  spent  $42  million  trying 
and  came  up  with  an  obsolete  ma- 
chine. But  Charlap  is  banking  on 
something  revolutionary. 

Savin's  liquid  toner  technology 
has  been  used  only  in  smaller  copi- 
ers, because  the  high-speed  duplicat- 
ing generates  dangerous  fumes.  But 
a  new  process,  developed  by  Savin 
researcher  Benny  Landa,  could 
change  that.  In  his  system  paper 
never  touches  the  copier  drum.  Ink 
molecules  from  the  toner  jump 
across  a  gap  between  the  paper  and 
the  drum.  The  toner  stays  put,  so 
pollution  is  eliminated. 

Though  Charlap  claims  his  tech- 
nology is  "revolutionary,"  there  is 
ample  room  for  skepticism.  In  a 
razzmatazz  demonstration,  Savin 
executives  make  copies  on  Landa 
and  conventional  machines.  The 
comparison,  though  impressive,  is 
strictly  look-but-don't-touch.  Innards 
of  its  new  units  are  even  further  off 
limits.  "Patent  problems,"  say  com- 
pany officials. 

Still,  Charlap  says  his  new,  up- 
scale machines  will  match  the  speed 
of  some  Kodak  and  Xerox  products. 


The  target  price:  under  $20,000  for 
the  deluxe  model,  or  one-third  of 
the  cost  of  competitive  equipment. 
Beyond  that,  Savin  executives  talk 
of  $1,000  "retrofit"  packages  for  the 
1.5  million  smaller,  Ricoh-made 
units  already  in  the  field.  Competi- 
tors are  skeptical.  "They  may  have 
a  new  machine  and  process,  but  the 
one  true  test  is  when  the  public 
gets  it,"  says  Gerry  Stuckelman,  a 
former  Savin  employee  who  is  now 
president  of  G&F  Copy  Corp. 

Still,  Savin's  accomplishments  so 
far  are  remarkable.  Just  16  months 
ago  the  company  broke  ground  on 
its  320,000-square-foot  factory.  One 
year  later  its  first  staffers  moved  in, 
and  soon  the  place  was  ablaze  with 
posters  proclaiming,  "There's  no 
stopping  us  now."  In  1980  Savin 
acquired  Magnetics  Laboratories 
(MLI),  a  copier-components  producer 
that  will  become  a  major  supplier. 
The  new  plant  will  rely  heavily  on 
robots  and  computers.  It  is  situated 
within  20  miles  of  four  MLI  feeder 
facilities.  Charlap  marches  into  the 
$1.2  million  quality  control  area  and 
shouts  to  his  inspectors:  "Didn't  I 


give  you  everything  you  wanted  to 
do  the  job  right?"  The  reply — well 
orchestrated,  no  doubt — is  a  re- 
sounding "Yes!" 

Wall  Street  isn't  copying  that  en- 
thusiasm. Once  a  popular  growth 
stock,  Savin  now  trades  at  roughly 
half  its  1977  high  of  $25.  Most  ana- 
lysts expect  the  company  to  contin- 
ue losing  money  next  year — at  least 
in  the  first  quarter.  Though  Charlap, 
who  speaks  Japanese,  appears  to 
have  sufficient  funds  to  carry  out 
his  production  plans,  a  few  minor 
foul-ups  could  bring  big  trouble  to 
Savin's  balance  sheet.  Its  debt-to-eq- 
uity ratio  has  jumped  from  0.4  to 
1.7  since  1975,  and  all  the  while 
competition  is  growing  in  the  desk- 
top market — where  Charlap  will 
have  a  monopoly  on  Ricoh  ma- 
chines for  only  two  more  years. 

If  Savin  succeeds  in  manufactur- 
ing copiers  cheaper  and  better  than 
those  of  its  competitors,  it  will  be- 
come a  textbook  example  of  wring- 
ing success  out  of  adversity.  If  not, 
its  viability  is  in  doubt.  No  wonder, 
then,  that  Paul  Charlap  is  a  bulwark 
of  optimism.  He  has  to  be.  ■ 


Irwin  Jacobs,  who  got  rich  profiting  from 
other  people's  mistakes,  says  bis  latest  ad- 
venture in  Pabst  is  different. 


"fm  not  on 
an  ego  trip" 


share.  It  sold  recently  at  about  $15,  but 
its  book  value  is  $33.  Pabst  has  almost 
no  debt  and  $24  million  cash  in  the 
bank.  Schlitz,  too,  is  fiscally  attractive: 
Against  $120  million  of  debt,  there  is 
$326  million  in  equity  and  $180  million 
in  cash,  which  is  expected  to  be  $40 
million  higher  by  next  January.  The 
cash  alone  is  worth  over  $7  a  share, 
compared  with  a  $15  market  price. 

Is  Jacobs — who  says  "I'm  never 
blinded  by  upside  potential;  I  always 
look  at  the  downside  risk  first" — 
envisioning  a  grand  double  disposal  of 
Pabst  and  Schlitz  assets?  The  compa- 
nies' futures  seem  unexciting.  Sepa- 


By  Maurice  Barn  fat  her 

Late  in  July  Irwin  L.  Jacobs,  the 
protean  "Irv  the  liquidator," 
I  whose  very  nickname  makes 
company  managements  nervous, 
went  on  the  board  of  Milwaukee's 
flagging  Pabst  Brewing  Co. — having 
purchased  9.6%  of  the  company  last 
year.  One  week  later  Pabst  made  a 
surprise  bid  of  $588  million  for  the 
troubled  Jos.  Schlitz  Brewing  Co.,  top- 
ping a  $494  million  offer  by  G.  Heile- 
man  Brewing  Co. 

Jacobs  has  a  good  eye  for  figures.  He 
bought  his  Pabst  stock  for  about  $14  a 
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rately  they  have  shown  all  the 
marketing  zest  of  day-old  bcer; 
combined  they  would  be  only  a 
distinct  also-ran  to  beer  indus- 
try leaders  Anheuser-Busch 
and  Miller  Brewing. 

But  Jacobs  vows  that  all  his 
thinking  is  positive  on  this 
one.  "The  merger  will  be  magic 
for  both  of  us,"  he  says.  "I  see  a 
grand  opportunity  for  Pabst." 
What  it  all  means,  he  explains, 
is  that  he  wants  to  run — not 
sell — a  company,  to  turn  com- 
pany doctor  as  opposed  to  un- 
dertaker. If  the  idea  seems 
strange  it  is  because  Jacobs' 
credentials  as  liquidator  are  so 
awesome,  and  his  few  creden- 
tials as  manager  so  weak.  This 
is  the  man  who  in  1976  bought 
$330  million  of  debts  owed  to 
bankrupt  retailer  W.T  Grant 
and,  as  the  story  goes,  turned 
them  into  a  $100  million  profit 
for  himself. 

On  the  other  hand,  he  is  the 
same  Jacobs  who  paid  some  $7 
million  in  1977  for  30%  of 
snowmobile-maker  Arctic  En- 
terprises only  to  watch  the 
company  sink  into  Chapter  11. 
"I  couldn't  make  a  deal  with 
Cod  and  change  the  weather," 
explains  Jacobs,  always  a  quick 
man  with  a  quip.  "We  had  two  dry 
winters." 

But  it  is  a  40-year-old  Jacobs  these 
days,  a  little  heavier  but  retaining  a 
boyish-looking  thatch  of  unruly  black 
hair,  who  fondly  recalls  a  previous  try 
at  managing  a  company  in  the  beer 
business.  "Once  you're  in  beer,  it 
doesn't  get  out  of  you,"  he  says.  Five 
years  ago  he  paid  $4.1  million  for 
Minneapolis'  $40  million  (sales)  Grain 
Belt  Breweries. 

"I  remember  going  to  my  wife  and 
saying,  'I'm  putting  it  all  on  the  line, 
taking  a  run  at  running  a  business.  I'm 
going  to  let  it  all  hang  out.'  "  But  good 
intentions  notwithstanding,  Grain 
Belt  continued  to  lose  over  $200,000  a 
month.  "I  was  losing  my  shirt,"  says 
Jacobs. 

But  he  made  sure  of  keeping  his 
pants  by  liquidating  Grain  Belt  and 
pocketing  a  $4  million  profit.  Coinci- 
den tally,  $3.3  million  of  that  profit 
came  from  selling  the  rights  to  Grain 
Belt  to  G.  Heileman,  now  Pabst's  rival 
for  Schlitz. 

He  strove  mightily  trying  to  save 
Grain  Belt.  He  put  himself  on  local 
television  to  advertise  the  stuff.  "I 
asked  the  advertising  people:  'What 
are  you  putting  on  the  boob  tube?'  " 
he  recalls.  In  reply  they  sent  him  to 
Hollywood  for  1 7  takes  of  a  30-second 


/  L.  Jacobs 

an  alley  cat;  I  look  Jot  trouble. 


advertisement.  "Oh,  I  have  to  tell  you, 
it  was  a  joke,"  says  Jacobs.  But  these 
days  he  can't  resist  adding:  "Within 
three  months  of  introducing  another 
campaign,  our  wholesalers  were  clam- 
oring to  bring  me  back."  This  is  the 
fearsome  Irwin  Jacobs? 

Don't  be  deceived.  Jacobs  borrowed 
nearly  every  cent  to  buy  the 
Grain  Belt  Brewery.  And  a  year  later 
he  got  a  local  Minneapolis  bank  to 
finance  almost  all  the  $44  million  he 
needed  for  the  W.T.  Grant  receiv- 
ables. He  can  be  tough.  Last  year,  after 
buying  the  stake  in  Pabst,  he  threat- 
ened to  go  to  the  shareholders  if  the 
company  didn't  make  him  chairman. 
His  compromise  of  accepting  a  direc- 
tor's seat  was  immediately  followed 
by  the  bid  for  Schlitz. 

Jacobs  is  a  complex  man  who  veils 
his  considerable  business  acumen  be- 
hind a  brash,  wisecracking  personal- 
ity. Clearly  he  is  a  wealthy  man,  but 
he  seems  both  comfortable  and  un- 
comfortable with  that  fact.  His  office, 
tucked  away  on  the  second  floor  of 
Grain  Belt's  former  headquarters,  is 
small — lit  by  a  cheap-looking  chande- 
lier and  decorated  only  with  photo- 
graphs of  his  wife  and  five  children. 
His  home,  by  contrast,  is  luxurious.  It 
is  a  palatial  plantation-style  house  sur- 
rounded by  50  acres  on  the  shore  of 


Lake  Minnetonka,  where  Ja- 
cobs has  three  Larson  speed- 
boats. "I'm  comfortable,"  he 
says.  "I'm  not  stacking  my 
money  in  coffee  cans  like  some 
hermit." 

Although  he  occasionally 
drives  the  20  miles  to  the  office 
in  an  AMC  Wagoneer,  there's  a 
Rolls-Royce  in  the  garage.  "It's 
a  bit  ostentatious,"  he  says,  ad- 
justing his  shirt  cuffs  mono- 
grammed  with  his  initials,  ILJ. 
He  is  ambivalent,  too,  about 
the  company  turbojet,  a  Beech- 
craft  Kingair  200.  "Sure  I  use  it 
a  little,  but  these  stories  about 
me  jetting  around  the  country 
all  the  time  are  crap,"  he  pro- 
tests, his  voice  rising.  "Look,  I 
don't  have  to  flaunt  it.  I  don't 
have  to  impress  anyone.  If  I 
want  to  schlepp  around  in  my 
old  clothes,  that's  what  I'm  go- 
ing to  do." 

He  cultivates  that  image. 
"My  father  came  to  the  U.S.  as 
a  junk  peddler,"  says  Jacobs, 
his  voice  softening  a  little.  He 
tells  how  his  father  immigrat- 
ed from  Russia  in  1911,  went 
first  to  Sioux  City,  Iowa  and 
then  to  Minnesota,  where  he 
worked  for  Swift  and  Co.  in  a 

  slaughterhouse    in    St.  Paul. 

From  there,  Jacobs  says,  his  father 
went  out  on  his  own,  first  peddling 
junk  and  then  trading  old  clothes  from 
a  wagon.  "He  taught  me  all  the  street 
sense  I  have,"  says  Jacobs.  His  father 
later  took  to  collecting  and  reselling 
used  burlap  bags,  in  what  became  the 
family  business,  Northwestern  Bag. 
Irwin  himself  chose  not  to  go  to  col- 
lege, preferring,  he  says,  to  work. 
"  'Money  you'll  make  and  lose  all  your 
life,'  my  father  used  to  tell  me.  'But  if 
you  lose  your  name,'  "  he  adds,  lean- 
ing toward  a  visitor,  "  'all  the  money 
in  the  world  won't  give  it  back  to  you. 
Your  name  and  credibility,  that  is 
what's  really  important.'  " 

Does  Jacobs,  then,  mind  the  moni- 
ker "Irv  the  liquidator"?  Apparently 
not.  "I'm  an  alley  cat,"  Jacobs  says, 
now  smiling  again.  "I  look  for  trou- 
ble." That's  obvious.  "I've  always 
dibbled  and  dabbled  in  salvage,"  he 
goes  on.  "I  go  by  a  fire  and  think: 
building  burning,  smoke,  what's  go- 
ing to  happen  to  what's  inside?  Don't 
throw  it  in  the  garbage."  This  is  how 
Jacobs  sees  it:  "I  wouldn't  know  how 
to  look  at  a.  good  business."  He  de- 
nies, of  course,  that  he  is  referring  to 
Pabst. 

Irwin  Jacobs'  day-to-day  business 
might  seem  bizarre  to  some.  Current- 
ly his  two  retail  divisions  are  in  the 
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process  of  liquidating  the  first  Chi- 
nese exhibition  to  tour  the  U.S.  "Cost 
them  $200,000  a  day  to  keep  the 
doors  open  for  $10,000  of  business," 
he  scoffs.  To  Jacobs  it's  only  routine. 
But  in  the  proposed  Pabst-Schlitz 
combination  he  seems  to  be  trying  in 


midlife  to  fulfill  a  long-simmering  am- 
bition— while  keeping  the  downside 
risk  to  a  minimum.  If  things  don't 
work  out,  he  can,  of  course,  always 
liquidate,  employing  the  not  inconsid- 
erable art  that  has  brought  him  enor- 
mous wealth. 


How  much  is  Irwin  Jacobs  actually 
worth?  "I  do  well,"  he  says  noncha- 
lantly, "I  pay  tax,  a  lot  of  it."  Are 
reports  true  of  a  $100  million  personal 
fortune?  Jacobs  shrugs  his  shoulders. 
"I'm  not  on  an  ego  trip,"  he  says,  and 
grins  from  ear  to  ear.  ■ 


The  auto  workers'  union  will  be  in  trouble 
if  the  Japanese  can  build  vehicles  in  the 
U.S.  at  a  lower  cost  than  Detroit  can. 


What  Fraser 
fears 


By  Jerry  Flint 


arvin  Runyon,  the  former 
Ford  executive  who  is  put- 
ting together  a  truck-build- 
ing operation  in  Tennessee  for  Nissan 
of  Japan,  chooses  his  words  carefully: 
"Our  wages  will  be  comparable  in  our 
plant  for  work  that's  performed  in 
other  automotive  operations." 

Does  that  mean  the  Japanese  ex- 
pect to  pay  the  $19-to-$20-per-hour 
labor  costs  of  General  Motors  and 


Ford?  Not  likely.  Remember,  those 
labor  costs — with  fringes  and  Social 
Security — are  almost  double  the  aver- 
age cash  wage  of  $11  an  hour.  Run- 
yon, whose  new  title  is  president, 
Nissan  Motor  Manufacturing  Corp., 
U.S.A.,  says  he  aims  to  import  the 
Japanese  technique  of  using  tempo- 
rary or  subcontract  workers  for  a  per- 
centage of  the  jobs  in  the  factory  that 
is  now  under  construction  at  Smyrna, 
Tenn.,  15  miles  from  Nashville.  That 
could  mean,  for  example,  that  jani- 


Mart  in  Runyon,  president  of  Nissan's  U.S.  subsidiary 
"More  automated  than  anything  in  Japan." 


tors  would  not  earn  the  pay  of  assem- 
bly line  workers,  and  that  many  in 
the  factory — the  temporaries — would 
not  be  eligible  for  expensive  fringe 
benefits. 

Has  the  United  Auto  Workers 
union  heard  about  this?  You  bet  it 
has,  and  it  intends  to  fight  hard  to 
organize  the  Nissan  plant  as  well  as  a 
new  Honda  plant  being  built  in  Ohio, 
says  President  Douglas  Fraser.  "We 
won  our  first  election  at  Honda,"  Fra- 
ser told  Forbes  recently.  It  wasn't 
much,  he  admitted — workers  at  the 
powerhouse  of  another  Honda  plant 
in  Ohio  voted  4-to-0  for  the  UAW — 
but  it  was  a  start. 

Failing  to  organize  the  newcomers 
could  mean  big  trouble  for  the  UAW. 
If  the  Japanese  can  operate  at  lower 
costs  and  without  the  union — and  it 
appears  that  they  have  no  welcome 
mat  out — then  the  UAW's  bargaining 
strength  with  GM  and  Ford  will  be 
weakened.  Volkswagen,  the  other  for- 
eign car  and  truck  maker  operating  in 
the  U.S.,  welcomed  the  UAW  to  its 
Pennsylvania  plant,  and  its  contract  is 
similar  to  the  Detroit  pattern.  But  VW 
sales  are  suffering — possibly  because 
its  U.S. -assembled  cars  are  approxi- 
mately $2,000  costlier  than  the  Japa- 
nese competition. 

Many  of  Runyon's  cost-controlling 
ideas  for  the  $500  million  truck  plant 
that  is  due  to  open  two  years  from 
now  can  run  smack  up  against  posi- 
tions that  Fraser  is  preparing  for  next 
year's  contract  bargaining  with  the 
U.S.  automakers. 

Runyon  probably  wants  to  avoid 
the  9  paid  personal  holidays  that  are 
additional  to  the  U.S.  auto  workers' 
15  regular  holidays,  including  the  paid 
week  off  between  Christmas  and  New 
Year's.  The  major  U.S.  automakers 
have  dropped  hints  that  they  will  de- 
mand a  cut  in  such  holidays  in  their 
bargaining  next  year. 

The  Tennessee  truck  plant— em- 
ploying 2,200  at  the  start — initially 
will  get  62%  of  its  parts  from  Japan. 
Fraser's  greatest  concern  currently  is 
the  growing  use  of  foreign  parts  in 
U.S. -assembled  cars.  The  UAW  is  call- 
ing for  a  "content"  law  that  would 
force  cars  sold  in  the  U.S.  to  be  made 
mostly  from  U.S.  parts.  What  worries 
Fraser  is  not  just  the  growing  number  of 
foreign  engines  and  transmissions  used 
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by  GM,  Ford  and  Chrysler  but  that  the 
automakers  arc  making  imported  parts 
a  lever.  They  have  made  clear  that  if 
next  year's  contract  doesn't  ease  the 
cost  pressures,  they  wdl  buy  cheaper 
elsewhere. 

Runyon  talks  of  turning  out  10,000 


trucks  monthly  at  the  Smyrna  plant 
with  the  aid  of  219  robots — "more  au- 
tomated than  anything  in  Japan" — and 
of  using  Japan's  "just-in-time"  system 
of  parts  delivery,  at  least  as  much  as 
possible,  to  reduce  inventories  and 
stockpiling  costs.  The  UAW  would 


have  no  argument  with  such  capital -in- 
tensive attempts  at  efficiency.  But  if 
Nissan  and  Honda  can  a  void  paying  the 
UAW's  benefit  package,  they  can't  help 
but  give  ideas  to  the  American  auto- 
makers and  nightmares  to  Douglas 
Fraser.  ■ 


New  England  Electric  is  saving  money  for 
consumers,  modernizing  an  old  plant  to 
reduce  pollution  and  cutting  its  bill  for 
imported  oil — all  at  once. 

Something  for 
everyone 


New  England  Electric  System's  Salem  Harbor  generating  station 
State-of-the-art  pollution  control  and  lower  rates  in  the  bargain. 


By  Jean  A.  Briggs 

It  looks  TOO  good  to  be  true. 
Before  the  end  of  the  year,  cus- 
tomers of  New  England  Electric 
System's  30-year-old  Salem  Harbor 
generating  station  in  Salem,  Mass. 
will  be  paying  $12  million  per  year 
less  for  the  electricity  they  use.  The 
utility,  meanwhile,  will  be  accumulat- 
ing $24  million  to  buy  state-of-the-art 
ash  handling  and  emission  control 
equipment.  Eventually,  this  will  bring 


consumers  over  $50  million  in  annual 
savings. 

This  something-for-everybody  ar- 
rangement is  part  of  an  unusual  plan 
dubbed  "Early  Burn,"  which  will  help 
NEES  convert  Salem  Harbor  from 
burning  foreign  oil  to  domestic  coal. 
"It  is  a  new  and  innovative  financing 
technique,  one  which  limits  the 
amount  of  outside  money  the  com- 
pany will  have  to  raise,"  says  Eileen 
Polsky,  who  follows  the  utility  for  Ar- 
gus Research  Corp. 


Here's  how  Early  Burn  will  work  if  it 
gets  final  regulatory  clearance:  NEES 
will  be  allowed  to  use  coal  temporarily 
before  installing  the  new  pollution  gear 
and  will  also  be  allowed  to  keep  charg- 
ing its  present  rates.  It  costs  less  to 
burn  coal  than  oil  nowadays,  and  the 
savings — currently  about  $9  or  $  1 0  per 
barrel  of  oil  equivalent — will  be  divid- 
ed between  the  consumers  and  the 
utility.  One-third  of  the  money  will  go 
to  rate  relief,  with  the  remainder  ear- 
marked to  pay  for  the  plant's  perma- 
nent conversion  to  coal.  "If  we  can  get 
started  before  the  end  of  the  year,  the 
conversion  should  be  completed  by 
year-end  1984,"  says  NEES  Chairman 
Guy  Nichols. 

As  recently  as  1979  NEES  met  73% 
of  its  fuel  needs  with  imported  oil. 
This  figure,  of  course,  was  once  far 
lower — but  clean-air  legislation  mini- 
mized coal  use  because  of  emission 
problems.  Now  the  trend  is  just  the 
opposite.  The  utility  worked  for  four 
years  to  obtain  permission  to  burn 
coal  at  its  biggest  station,  the  1,600- 
megawatt  Brayton  Point  facility  in 
Massachusetts.  "We  had  to  agree  to 
meet  a  particulate  standard  one-third 
more  stringent  than  when  we  burn 
oil,"  says  Nichols.  "I  call  that  a  'be- 
lieve it  or  not.'  " 

NEES  plans  to  reduce  its  depen- 
dence on  foreign  oil  to  10%  by  1985. 
The  $180  million  Brayton  Point  con- 
version, for  example,  will  be  complet- 
ed by  year-end.  It  is  financed  by  con- 
ventional means,  with  costs  capital- 
ized and  depreciated  over  30  years  and 
included  in  the  rate  base  accordingly. 
"We  couldn't  do  that  at  Salem  Har- 
bor," he  explains,  "because  those 
plants  are  too  old.  They  won't  last 
another  30  years."  Still,  Nichols  hopes 
that  the  company  will  be  able  to  use 
the  Early  Burn  financing  to  convert 
one  other  aging  Rhode  Island  plant. 

Other  utilities  may  be  able  to  use  a 
similar  approach.  The  industry  still 
consumes  about  1  million  barrels  of 
oil  daily,  and  "there's  plenty  of  room 
for  more  trimming,"  says  Goldman, 
Sachs  analyst  Ernest  Liu.  He  suggests 
Consolidated  Edison,  Delmarva  Pow- 
er &  Light,  Florida  Power  &  Light  and 
Public  Service  Electric  &  Gas  as  po- 
tential candidates  for  Early  Bum-style 
financing.  An  idea  this  sensible  ought 
to  catch  fire  soon.  ■ 
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Breakthroughs  Are  Handle 
Come  By  Saxon  Announces 

Two. 


Breakthrough  One. 

Most  office  copiers  that  collate  send 
the  paper  flying  through  a  maze  of  rollers, 
cams  and  teeth.  Complex.  Bulky.  Expensive. 

With  the  new  Saxon  SX  20S, 
instead  of  the  paper  hunting  for  the  right  bin, 
the  bin  moves  right  to  the  paper.  Eureka! 
The  paper  travels  less  so  it  hardly  ever  jams. 
And  the  entire  sorter  adds  only  5-1/2  inches 
to  the  length  of  the  copier. 

Breakthrough  Two. 

This  new  technology  is  so  simple,  the 
Saxon  SX  20S  is  the  lowest-priced  plain  paper 
copier/sorter  in  the  world.  $3,000  less 
than  its  nearest  competitor. 

And  just  look  at  what  it  does:  sorts, 
collates,  groups,  starts  in  6  seconds,  chooses 
paper  size  by  push-button. 

Copies  20  sheets  per  minute, copies 
on  plain  paper,  on  colored  paper,  on 
transparencies,  on  labels,  remembers  copy 
count  if  interrupted,  remembers  bin 
sequence  if  interrupted. 

Copier/sorters  have  made  your  life 
simpler.  Now  Saxon  makes  copier/sorters 
simpler. 

ACT  NOW  -  GET  THE  SORTER  FREE 
WHEN  YOU  BUY  THE  COPIER* 

Mail  this  coupon  today  for  a 
free  demonstration  of  the  SX  20S. 
Or  call  toll-free  1-800-526-7843. 
In  New  Jersey  1-800-522-4503. 

Name   

Title   

Company   

Street   


City/State/Zip   

Phone  (  )  

'Offer  expires  December  31, 1981.  through  Saxon  Branches 
and  participating  dealers 

Mail  to:  Saxon  Business  Products 
13900  NW  57th  Court.  Miami  Lakes,  Florida  33014 

Save  At  Least  $3000. 

3FB081 


Saxon  SX  20S  Plain  Paper  Copier. 
World's  Lowest  Priced,  Most  Compact  Copier/Sorter. 

Saxon,  SX  20S  are  trademarks  ol  Saxon  Industries,  Inc.  ©  Saxon  Business  Products  1981 


Were  doing  what  has  to  be  dor 

Disaster 

Aid. 

When  catastrophe  strikes,  people  need  more  than  sympai 
That's  why  Property-Casualty  insurance  companies  respo 
quickly  with  effective  emergency  procedures. 


n  September  13. 1979'  Hurricane  Fred- 
arged  up  through  the  Gulf  of  Mexico 
ick  Dauphin  Island  in  Alabama.  It  con- 
sortia, ravaging  towns  from  Mississippi 
lessee.  By  the  time  it  was  over, 
k  caused  over  S670  million  in  insured 
i...and  244.615  claims... most  of 
//ere  settled  in  a  matter  of  weeks, 
brd  of  the  impending  disaster  activated 
1  emergency  procedures  under  which 
ce  companies  rush  supplies,  equipment, 
usters  from  across  the  country  into 
ary  field  offices  in  the  affected  area, 
tch  insurance  company  was  responsi- 
ts  own  claims  service.  But  the  overall 
dness  and  response  was  an  industry 
Dnducted  by  various  groups  according 
rranged  plans.  One  such  was  the 
il  Catastrophe  Plan  developed  by  the 
/  Claim  Services.  PCS.  an  indepen- 
^anization  currently  funded  by  over 
perty-Casualty  insurance  companies, 
ated  to  supplement  the  activities  of 
lal  insurers.  It  now  provides  a  broad 
{ services  to  communities  before, 
and  after  disaster  strikes. 
»r  example,  well  in  advance  of  Hurri- 
;derick  s  landfall.  PCS  officials  were  put 
ister  alert"  by  an  early  warning 
r  advisory  system.  A  catastrophe  team 
;ed  of  PCS-trained  professionals  was 
zd  quickly  and  began  planning  emer- 
ervices.  Then,  on  September  13,  the 
nber  PCS  team  was  dispersed  to  the 
ncy  field  office  in  Alabama  and  to  sev- 
er locations  in  Florida  and  Mississippi, 
hen  the  hurricane  struck,  PCS  became 
mation  conduit,  dispatching  essential 
ncy  procedure  information  to  the 
residents  and  business  owners.  Once 
m  subsided,  other  vital  PCS  functions 
lplemented. 


Most  important,  of  course,  was  to  help 
restore  normal  community  activity  as  soon  as 
possible.  PCS  personnel  worked  with  the 
Federal  Emergency  Management  Agency 
and  the  Red  Cross  to  provide  information  on 
the  insurance  industry's  "disaster  aid"  activities. 
They  supplemented  the  major  efforts  of  insur- 
ance company  claims  personnel  by  performing 
loss  surveys,  reviewing  claims;  and  providing 
guidelines  for  the  accurate  evaluation  of  claims. 
They  investigated  inquiries  and  complaints. 
And  they  kept  local  and  state  government 
officials  informed. 


Through  the  efforts  of  individual 
Property-Casualty  insurance  companies  sup- 
ported by  Property  Claim  Services,  the  impact 
of  Hurricane  Frederick— on  its  victims  and  on 
the  insurance  business— was  dramatically 
reduced.  Most  people  soon  returned  to  their 
homes  and  resumed  relatively  normal  lives. 

The  story  of  Hurricane  Frederick  demon- 
strates just  one  of  the  many  ways  in  which 
Property-Casualty  insurance  companies  are 
responding  to  public  needs. 


We  re  working  to  keep  insurance  affordable. 

cssage  presented  by  the  American  Insurance  Association,  85  John  Street.  NY,  NY  10038 


loe  employee-owned  Chicago  &  North 
Western  did  more  than  merely  survive  the 
Midwest  rail  wars.  It  prevailed. 


To  the  victor 
belong  the  spoils 


By  Lisa  Gross 


W'  hen  Iames  R.  Wolfe  took 
over  as  president  of  the  Chi- 
cago &  North  Western  Trans- 
portation Co.  in  1976,  he  knew  he  had 
to  make  ehanges — fast.  The  railroad 
had  lost  $8.3  million  the  previous  year 
and  revenues  were  plunging.  The 
CNW  suffered  the  midwestern  rail- 
roads' chrome  complaint:  too  many 
carriers  going  after  too  little  business. 
But  with  a  debt-to-capita]  ratio  of 
85%  that  year,  and  a  need  to  rehabili- 
tate its  dilapidated  track, 
the  CNW  couldn't  afford 
to  lose  any  more. 

Nor  could  Wolfe,  who 
had  mortgaged  himself  to 
the  hilt  to  come  up  with 
SI  00,000  to  buy  2,000 
shares  of  CNW  when  em- 
ployees bought  it  from 
Ben  Heineman's  North- 
west Industries  in  1972.  If 
CNW  didn't  survive  the 
Midwest  rail  wars,  neither 
would  Wolfe. 

While  the  CNW's  main 
competitors,  the  Rock  Is- 
land and  the  Milwaukee 
Road,  went  after  trans- 
continental business, 
Wolfe  did  the  opposite.  He 
ripped  up  over  2,000  miles 
of  his  railroad,  salvaged 
some  for  use  on^CNW's 
east-west  main  line  from 
Fremont,  Neb.  to  Chicago 
and  sold  some  for  scrap. 
He  sold  the  rights-of-way 
Wolfe  was  stopping  the 
bleeding — ridding  CNW  of 
40%  of  the  system  that 
had  contributed  only  4°A 


the  preeminent  east-west  and  north- 
south  routes  through  the  Midwest," 
he  says  today. 

That's  how  things  have  turned  out. 
The  Rock  Island  is  in  liquidation,  its 
long-pending  merger  with  Union  Pa- 
cific having  fallen  through  because  of 
CNW  opposition.  The  Milwaukee 
Road  lost  $389  million  in  1977,  de- 
clared bankruptcy  and  has  been  par- 
tially liquidated.  "They  abandoned 
two-thirds  of  the  Milwaukee  when  it 
went  into  bankruptcy,"  Wolfe  re- 
marks. "After  you're  bankrupt,  that's 


of   profits— and    looking  Chicago  &  North  Western  President  jifn  Wolfe 
ahead.  "We  planned  to  be    Scavenging  the  Rock  Island  and  Milwaukee. 

the  survivor,  and  to  have  


a  little  late."  By  contrast,  Wolfe's 
CNW  earned  $16.2  million  in  1977 
and  has  never  looked  back.  It  earned 
$39  million  on  $936  million  in  rev- 
enues last  year  and  is  picking  up 
some  of  its  competitors'  choice 
routes.  The  CNW  will  buy  three  seg- 
ments of  the  Milwaukee's  Iowa  grain 
line  for  about  $7.5  million.  It  is  nego- 
tiating to  buy,  while  operating,  the 
best  of  the  Rock  Island's  north-south 
main  line  between  Minneapolis  and 
Kansas  City,  plus  four  lucrative  grain 
feeder  lines. 

Wolfe,  a  51 -year-old  lawyer  who  left 
the  National  Railway  Labor  Confer- 
ence in  1968  to  join  CNW,  is  a  blunt- 
speaking,  precise  man,  but  not  with- 
out humor.  He  relishes  the  fact  that 
his  railroad,  still  often  described  as 
"marginal"  and  "financially  shaky," 
should  be  buying  up  the  remnants  of 
its  competitors.  "It  is,"  he  says,  "like 
a  jackal  attacking  a  carcass." 

In  fact,  based  on  1980's  45.9%  re- 
turn on  equity,  CNW  ranks  as  the 
U.S.'  most  profitable  major  railroad. 
Analysts  are  predicting  the  CNW  will 
earn  $75  million  this  year.  Clearly  the 
CNW  is  thriving,  not  just  surviving. 

The  key  is  the  east-west  line.  The 
UP  has  always  needed  CNW's  Fre- 
mont-to-Chicago  line  to  compete 
with  transcontinental  roads  like  the 
Burlington  Northern  and  the  Santa  Fe. 

Wolfe  and  his  predecessor, 

J the  late  Larry  Provo, 
maintained  good  relations 
with  the  UP  for  that  rea- 
son. CNW  recently  with- 
drew objections  to  UP's 
proposed  merger  with  the 
Missouri  Pacific  after  UP 
agreed  to  continue  using 
CNW's  east-west  route  to 
the  South  and  Southwest. 
But  in  1976  that  line  was 
in  disrepair  and  CNW  had 
to  forego  some  UP  traffic 
because  it  didn't  have  the 
money  to  upgrade  it. 

Then  luck  intervened. 
Congress  passed  the  Rail- 
road Revitahzation  & 
Regulatory  Reform  Act, 
which  meant  the  feds 
would  lend  cheap  money 
to  the  CNW.  "We  went 
for  $150  million,"  says 
Wolfe.  "The  other  rails 
chose  not  to  use  the  pro- 
gram because  they  didn't 
want  to  do  business  with 
the  government.  My  feel- 
ing is,  you  would  have  to 
be  an  idiot  not  to  take 
2'/2%  money  when  it's 
thrown  at  you."  The  up- 
shot:   The  government 
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iwns  11,269  preference  shares  in 
rNW — the  railroad  has  30  years  to 
my  them  back — and  the  govern- 
nent's  money  plus  $250  million  or  so 
hat  CNW  had  saved  through  aban- 
donments paid  for  modernizing  the 
ast-west  line. 

Results  have  been  dramatic.  The 
:NW  interchanged  almost  400,000 
arloads  with  the  UP  at  Fremont  last 
ear,  up  from  169,000  in  CNW's  inde- 
pendence year  of  1972.  With  the  con- 
inuously  welded,  top-grade  136- 
ound  rail  that  CNW  laid  on  the  line, 
be  freight  moves  from  Fremont  to 
Chicago  in  under  10  hours  compared 
/ith  15  hours  five  years  ago. 

Thanks  to  the  new  line — and  lack 
f  competition — CNW  has  tripled  its 
reight  revenue  from  grain  since  1977, 
3  $185.3  million;  nearly  doubled  its 
oal  and  coke  revenues,  to  $81.6  mil- 
ion,  and  increased  its  motor  vehicle 
hipping  from  $32.9  million  in  1977 
3  $53  million  last  year. 

The  railroad  that  looked  like  a  finan- 
ial  scheme  at  the  outset  (Forbes,  Mar. 

1973)  has  become  mighty  in  the 
lidwest  and  made  millionaires  of  its 
mployee-owners.  CNW  stock,  which 
rades  over-the-counter  and  will  split 
-for-1  this  month,  sold  recently  at 
105  a  share,  a  price  that  translates 
lto  $6,300  for  each  original  $50  share 
f  1972.  Northwest  Industries,  the  for- 
ler  parent  that  Heineman  retained, 
asn't  done  nearly  as  well. 

For  the  CNW  the  best  prospects  in 
oal  are  just  emerging.  Last  month 
le  ICC  approved  CNW's  part  owner- 
hip  in  the  Burlington  Northern's  Wy- 
ming  coal  line  from  Orin  Junction 
irough  the  Powder  River  Basin  to 
^oal  Creek  Junction.  The  line  is  a 
rucial  adjunct  to  CNW's  planned 
300-million  joint  venture  with  UP  in 
le  basin.  Wolfe  estimates  that,  by 
ne  1990s,  hauling  Powder  River  low- 
ulfur  coal  will  add  $150  million  to 
INW's  annual  pretax  income. 

The  coal,  of  course,  will  move  in 
nit  trains  over  that  136-pound  con- 
gruously welded  line  from  Fremont 
j  Chicago.  With  the  line  already  in 
lace,  and  prospering,  and  the  coal 
raff  ic  requiring  little  labor  or  maneu- 
ering  on  CNW's  part,  analyst  John 
.ichards  of  Chicago's  William  Blair  & 
]o.  estimates  that  fully  half  of  CNW's 
;venues  from  the  project  will  drop 
irough  to  pretax  income. 

It  may  be  that  Wolfe  and  the  CNW 
lanners  didn't  foresee  Powder  River 
nd  unit  coal  trains  when  they  laid 
iat  top-grade  trackage.  Then  again, 
laybe  they  did.  They  own  the  rail- 
Dad,  after  all,  and  it  wouldn't  be  the 
rst  time  that  "a  piece  of  the  action" 
ispired  people  in  business.  ■ 
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In  Manhattan,  a  breath  of 
fresh  air  on  Central  Park. 


More  than  two  thirds  of  the 
businessmen  and  women  who 
stay  at  the  Essex  House  have 
been  our  guests  before. 

They  come  back  for  our  loca- 
tion: near  Fifth  Avenue,  Lincoln 
Center,  Broadway,  and  the  fash- 
ion district.  Towering  42  stories 
over  the  Park. 

They  come  back  because  they 
don't  have  to  wait  for  breakfast 
in  our  parkside  restaurant.  They 
come  back  for  our  businesslike 
ambience  and  our  view. 


But  most  of  all,  they  return  for 
our  impeccable  service:  wake-up 
calls  that  come  on  time.  First- 
class  room  service. 

They  know  they  can  count  on 
Marriott  to  do  it  right. 

Write  for  a  brochure.  For  reser- 
vations, call  direct  (212)  247-0300, 
or  toll-free  800-228-9290.  Telex 
L2-5205. 

A\ttrriotts. 

ESSEX  HOUSE 

160  Central  Park  South,  New  York  10019 


Dictaphone  is  rewriting 
the  way  people  write. 


Introducing  the  new  Dictamite 
dictation  portable.  The  machine 
that  lets  you  write  six  times  fas- 
ter than  longhand. 

With  pocket-size  conven- 
ience. One-hand  operation.  Mini- 
cassettes to  capture  your  most 
fleeting  thought,  or  take  a  full 
half-hour's  dictation.  All  this, 
a  mere  8.2  oz. 

Fill  out  the  coupon  today.  It 
may  be  one  of  the  few  times  you'll 
ever  use  your  pen  again. 


Early  bird  Oak  Industries  caught  subscrib- 
ers while  others  speculated  about  cable  TV. 
Now  it  must  defend  its  turf. 

Race  to 
the  swift 


By  William  Harris 

Don't  look  back,"  quoth 
Satchel  Paige,  "something 
might  be  gaining  on  you." 
Everitt  Carter  knows  the  feeling.  He's 
chairman  of  southern  California's 
$386  million  (sales)  Oak  Industries, 
which  he  has  seen  leap  thirteenfold  in 
net  income  these  last  four  years.  Oak 
is  the  leading  manufacturer  of  channel 
selectors  for  cable  television  and  the 
largest  company  in  the  still-infant 
field  of  subscription  TV. 

It  has  come  very  far,  very  fast  on 
the  spread  of  cable  and  the  growing 
willingness  of  people  to  shell  out  cash 
tor  premium — or  at  least  less  boring — 


television  programming.  A  50-year- 
old  maker  of  electronic  components 
and  home  appliance  controls,  Oak 
earned  only  $1.5  million  on  S 1 5 1  mil- 
lion in  sales  as  recently  as  1977.  Last 
year  net  income  hit  $20  million. 

But  the  pay-TV  business  doesn't 
erect  monuments  to  pioneers.  It  at- 
tacks them  with  competition.  That's 
why  Oak's  earnings  per  share  have 
grown  slower  than  its  net  income — 
from  19  cents  in  1977  to  $1.74  last 
year,  to  $1.03  in  the  first  half  of  1981. 
Carter  has  three  times  sold  equity — 
and  four  times  sold  debt — to  support  a 
bold  capital  spending  program  de- 
signed to  get  as  much  as  possible  for 
Oak  as  quickly  as  possible.  In  the  four 


years  of  Oak's  success,  he  has  spent 
$134  million  against  cash  flow  of  only 
$78  million.  This  year  he's  spending 
$120  million  more  buying  properties 
and  developing  products  to  protect 
Oak  from  competitors  who  are  flock- 
ing in  on  every  side. 

Oak  now  has  500,000  subscribers  in 
five  cities  for  its  ON  TV  programming 
service — six  hours  a  night  of  movies, 
sports  and  entertainment  specials. 
That  may  not  sound  like  a  lot  but  it 
amounts  to  half  of  all  subscription  TV 
(STV)  customers  in  15  cities  nation- 
wide. In  the  race  for  subscribers  with 
cable  television,  which  offers  essen- 
tially the  same  programming  package- 
plus  other  services,  STV  enjoys  a 
short-run  advantage  because  it  can 
send  its  encoded  signal  immediately 
over  a  leased  UHF  channel,  while  ca- 
ble operators  battle  for  franchises  and 
spend  millions  to  lay  cables. 

"The  secret  is  getting  into  a  market 
first,"  says  Carter.  Because  Oak  intro- 
duced pay-TV  to  Los  Angeles,  he  was 
able  to  sign  exclusive  home-game 
broadcast  deals  for  a  $10,000  fee  with 
the  Los  Angeles  Dodgers  and  Califor- 
nia Angels.  Those  contracts — recently 
renewed  for  two  years  at  a  much  high- 
er, undisclosed  fee — helped  Oak  turn  a 
profit  within  16  months  and  gave  it  a 
commanding  lead  of  375,000  sub- 
scribers against  a  combined  160,000 
for  a  second  STV  company  and  ten 
cable  operators  who  have  started  up  in 
Los  Angeles. 

In  Chicago,  being  first  brought  Oak 
a  profit  only  eight  months  after  it 
entered  the  market  in  September 
1980.  It  is  still  the  only  pay-TV  sys- 
tem in  Chicago,  attracting  2,100  new 
subscribers  a  week,  according  to  Car- 
ter, a  dapper,  62-year-old  mechanical 
engineer  with  a  B.S.  from  Duke. 

But  when  Oak  went  into  Dallas  in 
February,  it  was  the  third  STV  opera- 
tor, and  Carter  foresees  a  long  wait 
before  he  starts  making  money  there. 

Subscribers  are  expensive  to  sign — 
Carter  reckons  $75  in  advertising  and 
soliciting  costs  per  customer — but 
easy  to  renew.  And  cash  flow  snow- 
balls after  an  STV  operator  wins 
enough  subscribers  to  break  even. 

Here's  a  brief  look  at  the  numbers: 
It  costs  Oak  $130  to  make  the  all- 
important  signal  decoder  that  attach- 
es to  a  subscriber's  TV  set;  air  time  on 
a  UHF  station  costs  about  $500  per 
hour  and  programming  costs  about 
$6.50  per  subscriber  per  month. 

Oak  bills  a  customer  $50  for  instal- 
lation of  the  leased  decoder  box  $25 
for  a  deposit  on  that  box  and  $22  a 
month  for  the  programming.  That 
amounts  to  $339  the  first  year,  with 
$25  of  it — the  deposit — being  in  effect 


Oak  Industries  Chairman  liivrirt  Carter 
After  a  fast  start,  expecUo-s  to  hold  15%  to  20%  of  any  market. 
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in  interest-free  loan  to  Oak. 

Oak's  deposits  from  Los  Angeles 
lone — $9.4  million — now  amount  to 
bout  as  much  as  Carter  invested  orig- 
nally  to  take  the  company  into  the 
tew  business  four  years  ago.  Carter, 
laving  run  Oak  since  1958  when  it 
vas  a  puny  $18  million  outfit,  knew 
lis  electronic-parts  business  was  flat- 
ening.  While  looking  for  possible 
;rowth  areas,  someone  outside  the 
ompany  suggested  subscription  TV. 
larter  jumped  on  the  idea,  knowing 
TV  would  open  up  a  market  for  com- 
lonents,  as  well  as  steer  Oak  away 
rom  manufacturing. 

But  now  he  faces  competition  from 
List  about  everybody.  First,  there  are 
ither  STV  operators.  Some  50  STV 
icensing  applications  are  pending 
cith  the  Federal  Communications 
lommission. 

Then  there  are  the  makers  and  sell- 
rs  of  pirate  decoding  devices  that 
ake  ON  TV's  signal  from  the  public 
irways  without  paying  Oak  Indus- 
ries  for  the  privilege. 

Oak's  dominance  in  the  cable  chan- 
lel  selector  business — which  contnb- 
ites  33%  of  the  company's  pretax  in- 
ome — is  also  being  challenged.  Ze- 
nth  is  entering  the  field  and  Sony's 
Tinitron  television  sets  now  include 
iuilt-in  tuning  capacity  to  receive  all 
hose  extra  cable  channels  without 


the  aid  of  an  Oak  channel  selector. 

There  is  competition  from  the 
growing  proficiency  of  cable  operators 
who  are  capable  of  bringing  dozens  of 
channels  into  a  home — offering  more 
varied  programming  than  STV,  for  the 
same  subscription  price,  and  better 
reception  to  boot. 

Finally,  there  is  in  the  long  run  the 
formidable  threat  of  competition 
from  direct  broadcast  satellite  (DBS) 
systems,  an  as  yet  embryonic  way  to 
deliver  pay  television. 

Against  these  competitors,  Carter 
is  doing  everything  he  can  think  of. 
He  is  pushing  to  expand  Oak's  STV 
operations  in  Dallas,  Miami  and 
Phoenix — the  latter  two  just  turning 
profitable — and  proceeding  with  plans 
to  start  ON  TV  in  Houston.  Also,  he 
has  spent  $13.5  million  for  shares  in 
three  UHF  television  stations  in  order 
to  protect  Oak  from  rival  bidders  for 
air  time. 

To  combat  the  pirates  he  is  spending 
much  of  Oak's  $19  million  R&D  bud- 
get this  year  to  improve  the  encoding- 
decoding  system.  The  research  also 
improves  Oak's  channel  selectors,  giv- 
ing its  260  cable-outfit  customers  a 
reason  to  stay  with  their  supplier. 

As  to  cable,  Carter  has  spent  some 
$30  million  this  year  for  two  cable 
franchises,  in  Oxnard  and  Castro  Val- 
ley, Calif.  Not  that  Carter  fears  STV 


being  swept  away  by  cable.  "No  cable 
company  will  ever  get  a  monopoly  of 
pay-TV  viewers,"  he  says.  "We  expect 
to  get  15%  to  20%  of  a  market." 

But  he  does  foresee  direct-broadcast 
satellite  TV  wiping  out  subscription 
and  cable  in  the  1990s.  Here  he  has 
Oak  already  preparing  an  encryption 
system,  called  Orion,  specifically  for 
satellite  transmissions.  He  is  also 
moving  into  program  production 
against  the  day  that  competition  for 
studio-produced  movies  gets  too  rich 
for  Oak. 

In  a  way,  all  of  pay  television  today 
recalls  the  early  days  of  commercial 
TV  30  years  ago:  There  is  not  enough 
programming  to  fill  even  prime-time 
schedules,  and  both  cable  and  STV 
operators  end  up  showing  the  same 
films  over  and  over  throughout  the 
month.  There  is  much  speculation 
and  debate  over  who  will  be  the  even- 
tual winners  in  play  for  pay:  providers 
of  cables,  or  satellites,  or  program- 
ming. It's  an  interesting  debate,  but 
Oak  Industries'  Everitt  Carter — a 
practical  man — hasn't  joined  it.  In- 
stead he  got  tiny  Oak  running  fast  in 
the  new  business,  garnered  early  prof- 
it from  it  and  now  is  reinvesting  that 
profit  to  give  his  suddenly  successful 
company  a  future.  Carter  doesn't 
watch  much  television,  but  he  does 
keep  his  eye  on  the  main  chance.  ■ 


SCUDDER 


HIGH  INTEREST 
WITH  NO  STRINGS 
ATTACHED. 


Scudder  Cash  Investment  Trust  is  a 
money  market  fund  providing  high 

  daily  interest 

without  tying 
up  your 

money.  $1,000 
minimum. 
Free  check 
writing. 

Telephone  Redemption.  No  penalty 
for  withdrawing  cash  whenever  you 
wish.  Stable  price.  No  commissions. 
Free  exchanges  within  the  Scudder 
Family  of  Funds.  Backed  by  Scudder, 
Stevens  &  Clark's  62  years  of 
investment  counsel  experience. 

The  prospectus  will  be  sent  to  you  by  Scudder  Fund 
Distributors,  Inc. 
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SCUDDER  CASH 
INVESTMENT  TRUST 

175  Federal  Street,  Boston,  MA  02110 

CALL  TOLL  FREE  or  WRLTE  for 

a  free  prospectus,  including  complete 
information  about  management  fees 
and  expenses.  Read  it  carefully 
before  you  invest  or  send  money. 

1-800-453-9500 
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When  it  comes  to  borrowing  and  lending, 
the  prime  rate  means  less  every  day. 


Cost-plus 
lending 


By  Ben  Weberman 

Iast  January,  when  the  prime 
_  lending  rate  was  20%,  some 
I  business  customers  of  Chemi- 
cal Bank  were  able  to  borrow  money 
at  17.75%  while  others,  equally  cred- 
itworthy, paid  as  much  as  21.5%.  At 
Morgan  Guaranty  Trust  Co.  some 
were  charged  17.4%  while  others  paid 
21%.  Major  banks  and  the  larger  re- 
gionals  had  the  same  record. 

Favoritism?  No.  The  result  of  new 
standards  for  credit  charges.  No  longer 
do  banks  insist  the  prime  is  the  low- 
est rate  charged  best  customers  for 
best-quality  loans.  The  short-term 
borrower  is  finding  that  whether  he 
wants  committed  or  noncommitted 
facilities  will  affect  his  rate.  So  will 
the  length  of  time  he  wants  to  borrow 
and  how  much  nuisance  he  will  be  for 
the  bank  to  lend  to. 

Start  with  the  businessman  who 
wants  to  be  certain  money  is  available 
when  needed.  He  takes  out  a  commit- 
ment, which  means  the  bank  must 
supply  the  cash  on  demand.  As  a  fee, 
he  pays  annually  about  0.5%  of  the 
size  of  the  commitment  and  then 
pays  prime-plus  when  the  loan  is  tak- 
en down. 

Now  take  the  corporate  treasurer 
who  can  get  by  without  a  commit- 
ment. A  subprime  loan  can  often  be 
arranged,  for  overnight  or  up  to  a 
week,  at  a  savings  compared  with  the 
prime  of  up  to  two  points  or  more  of 
interest.  But  he  gets  no  commitment 
that  such  money  will  be  available 
when  he  wants  it.  It's  like  flying 
standby:  He  trades  certainty  for  sig- 
nificant savings. 

This  is  a  good  deal  for  both  sides. 
For  the  bank,  it's  an  opportunity  to 
lend  out  occasional  excess  liquidity 
to  a  good  customer  at  one-half  or 
three-fourths  of  a  point  more  than 


the  federal  funds  rate — the  rate 
banks  charge  each  other  for  the  loan 
of  overnight  reserves — instead  of  to 
another  bank  at  the  federal  funds 
rate.  For  the  big  borrower,  it's  an- 
other string  to  his  bow.  If  this  new 
kind  of  money  isn't  available,  or  if 
the  federal  funds  rate  is  too  high,  he 


Wacboiia's John  G.  Medlinjr. 


All  loans  are  not  equal. 


can  still  fall  back  on  the  commercial 
paper  market  or  on  his  more  expen- 
sive committed  facilities. 

The  contrast  between  these  two 
loans  at  radically  different  rates  re- 
flects a  new  philosophy  in  banking. 
Loans  are  no  longer  considered  fungi- 
ble. Interest  charged  on  loans  reflects 
the  cost  to  the  bank  of  funding  and 
servicing  as  well  as  the  creditworthi- 
ness of  the  borrower.  The  business- 
man, with  the  commitment,  pays  for 
the  extra  cost  to  the  bank  of  servicing 
him.  The  corporate  treasurer,  without 
one,  basically  pays  for  the  cost  of 


bringing  in  liabilities  day  to  day. 

The  prime  rate  concept  did  assume 
a  kind  of  fungibility;  all  loans  were 
considered  equal.  John  G.  Medhn  Jr., 
president  of  Wachovia  Bank  and 
Trust  Co.  in  Winston-Salem,  consid- 
ers that  unsound  lending.  "An  auto 
dealer  who  pledges  his  inventory 
needs  much  more  attention  than  a 
giant  corporation  taking  a  large  chunk 
of  money,"  says  Medlin.  "In  the  for- 
mer case,  a  lending  officer  must  go 
frequently  to  where  autos  are  stored 
and  check  that  what  has  been  pledged 
is  really  there.  The  larger  business — 
and  larger  borrower — usually  has  on 
hand  all  the  evidence  required  for 
credit,  and  it  can  be  inspected  once  a 
quarter."  While  the  prime  rate  is  still 
a  benchmark  and  will  remain  so,  it  is 
a  benchmark  above  and  below  which 
loans  are  booked  in  what  is  increas- 
ingly becoming  a  cost-plus  operation. 

Such  new  attitudes  have  been  virtu- 
ally forced  on  the  banks.  A  dozen  years 
ago,  when  the  prime  changed  a  few 
times  a  year,  by  up  to  1  %  or  so,  lenders 
did  not  find  it  necessary  to  think  of 
variable  interest  rates.  As  the  rates 
rose,  first  through  6%  and  then  through 
9%,  pricing  became  much  more  cru- 
cial. That  was  when  the  floating-rate 
technique  was  developed.  Rateson  out- 
standingcredit  were  adjusted  quarterly 
to  conform  to  the  prime. 

But  now,  with  interest  rates  fluctu- 
ating dramatically  across  a  wide 
range — overnight  federal  funds  varied 
between  8%  and  20%  in  1980,  for 
example — banks  find  it  intolerable  to 
set  a  rate  on  credit  that  infrequently. 

Not  everyone  likes  the  change. 
Congressman  Fernand  J.  St.  Germain 
(D-R.I.J,  for  instance,  says  banks 
should  stop  using  "painfully  drawn 
qualifications"  like  overnight  rates 
and  "simply  announce  the  lowest  in- 
terest rate"  for  business  borrowers 
with  all  other  business  rates  scaled 
upward  from  it. 

That  makes  bankers  uncomfort- 
able, since  St.  Germain  is  chairman  of 
the  House  Committee  on  Banking, 
Finance  &  Urban  Affairs,  a  very  pow- 
erful post;  but  they  know  his  sugges- 
tion is  impractical.  The  raw-materials 
cost  of  an  overnight  loan  funded  with 
overnight  funds  is  just  too  radically 
different  from,  say,  a  one-year  loan 
funded  with  CDs. 

Does  all  this  sound  suspiciously  like 
a  way  for  your  friendly  banker  to 
squeeze  even  more  blood  out  of  you? 
In  a  way  it  is;  pricing  loans  to  cost  will 
mean  more  expensive  loans  in  many 
cases.  The  banks  didn't  create  this 
situation  of  wildly  fluctuating  interest 
rates,  yet  they  do  have  to  find  ways  to 
stay  solvent  in  this  scary  situation.  ■ 
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THIRTY  YEARS  AGO, 
WE  TOOK  A  CALCULATED  RISK. 

Today's  shipments  make  Wang  a  billion  dollar  company.  In  the  last 
four  years  alone,  sales  have  increased  430%. 

As  their  agent  bank,  Bank  of  Boston  has  helped  them  handle  this 
tremendous  growth. 

_  Credit  arrangements  have  enabled  Wang 

to  construct  modern  industrial  facil- 
ities, buy  additional  tracts  of 
land  and  build  on  others. 

We  put  together  a 
S170  million  combination 
revolving  credit  and  term 
loan  to  insure  Wang  had 
enough  working  capital 
to  increase  their  payroll 
Jr        almost  60%. 

We  provided  Wang  credit 
to  expand  business  to  78  coun- 
tries, and  set  up  an  aggressive  over- 
seas vendor  leasing  program. 

Now  we  help  them  manage 
their  cash  flow  worldwide  and 
provide  Wang  with  a  full  range  of 
corporate  services.  Including  payroll, 
shareholder  and  investment  services. 
In  1951,  we  believed  in  a  man 
who  said  he  could  revolutionize  the  small 
computer  industry. 

That's  what  we  did  for 


Dr.  Wang.  Now  what 
can  we  do  for  you? 

WE'VE  DONE  IT.  WE  CAN  DO  IT  FOR  YOU. 


!  HE  FIRST  NATIONAL  BANK  OF  BOSTON 

BANK  OF  BOSTON 


It's  the  best  multi-mission  fighter  in  the  world. 
And  Westinghouse  technology  helped  it  earn 

that  reputation. 

Westinghouse  computerized  controls  help 
build  it.  F-16  parts  demand  the  utmost 
precision.  That's  why  the  F-16  is  built  with  the 
help  of  a  Westinghouse  factory  control  system  • 
and  Westinghouse  software.  The  Westinghouse 
Distributed  Control  System  simultaneously 
operates  up  to  63  machine  tools  working 
independently  and  at  widely  varying  rates, 
while  monitoring  each  to  within  precise 
tolerances.  The  results:  a  fourfold  reduction  in 
reject  rate.  Inspection  costs  down  80  percent. 
Westinghouse  generators  help  it  fly. 
An  advanced  Westinghouse  generator  powers 
the  F-16's  electrical  system.  It  packs  twice  the 
power  per  pound,  and  is  five  times  more  reliabl 
than  systems  prior  to  spray  oil  cooled  technolo^ 
Westinghouse  radar  helps  it  fight. 
A  Westinghouse  fire-control  radar  system  finds 
and  tracks  enemy  targets  at  long  range  in  any 
weather.  Advanced  radar  technology  gives 
the  F-16  an  exceptional  combination  of 
performance  and  reliability.  Its  operational 
readiness  record  is  unprecedented. 
Westinghouse  ECM  keeps  it  safe. 
A  Westinghouse  Electronic  Countermeasures 
System  (AN/ALQ-131)  protects  both  plane  and 
pilot  against  smart  missiles  and  other  threats. 
It  can  simultaneously  confuse  multiple 
threats,  and  automatically  assign  priority 
countermeasures  to  the  most  dangerous.  The 
pilot  can  keep  his  mind  on  flying  and  fighting. 

Contributing  to  the  performance  of  the 
F-16  is  another  way  Westinghouse  technology 
is  helping  America  in  such  key  areas  as 
national  security,  productivity  and  energy. 

Westinghouse 

A  powerful  part  of  your  life 


West inghouse  technology  goes  with  it. 


Inflation  has  been  around  so  long  it  has  a 
built-in  constituency.  Who  will  be  hurt  if 
Reagan  really  gets  a  grip  on  the  economy? 


The  pain 
of  less  inflation 


By  Thomas  O'Donnell 
with  Jay  Gissen 


Everybody  loses  with  infla- 
tion. You  have  heard  it  a  thou- 
sand times,  and  it's  conven- 
tional wisdom.  It's  also  the  corner- 
stone of  the  Reagan  economic 
program.  But  is  it  true? 

Unfortunately,  the  answer  is 
no.  Over  the  past  decade,  many 
sectors  of  the  nation's  econo- 
my have  learned  to  stop  wor- 
rying and  like  inflation.  The 
big  danger  now  is  that  this 
fact  will  undermine  the  Ad- 
ministration's   program.  If 
that  happens,  hyperinflation 
then  becomes  a  real  possibility 

Borrowers,  of  course,  are  one  of 
the  staunchest  proinflation  lobb 
They  benefit  in  two  ways:  by  paying 
off  debts  in  ever-cheaper  dollars  and 
by  deducting  interest  on  that  debt 
from  their  taxes.  "Borrowers  did  ex- 
tremely well  during  the  1970s," 
points  out  economist  Allen  Sinai  of 
Data  Resources,  "but  if  inflation  falls, 
the  debtor  class  is  going  to  get  hurt." 

Today  the  biggest  member  of 
that  class  is  the  federal  govern- 
ment. The  reason  is  that  with 
less  inflation,  tax  receipts  fall,  as 
the  real  cost  of  meeting 
payments  on  federal 
debt  skyrockets.  Many 
economists  have  there- 
fore been  skeptical  of  the  Ad 
ministration's  resolve. 

Heavy  borrowers  also  include 
some  of  the  largest  U.S.  corpora- 
tions. American  Airlines,  for 
one,  is  so  highly  leveraged 
that  a  fall  in  inflation — com- 
bined   with    high  interest 
rates — could    lead    to  what 
Treasurer  Jack  Pope  calls  "a 
short-term  squeeze."  Overall, 


corporate  bonds  outstanding  have  a 
current  market  value  of  well  below 
face  value.  Low  interest  rates  would 
reduce  that  spread,  thereby  depriving 
many  corporations  of  what  up  to  now 


Surprise! 

A  declining  inflation  rate 
may  be  an  unexpected  blow 
for  some  sectors  of 

the  economy.  fffl 


has  been  a  happy  windfall. 

Even  companies  without  piles  of 
debt  are  learning  the  game.  Listen  to 
|ohn  Turbyfill,  financial  vice  presi- 
dent for  Norfolk  &  Western:  "High 
rates  are  an  advantage  of  inflation.  We 
are  cash  rich,  and  low  rates  simply 
won't  get  us  as  much  of  a  return." 

As  for  lenders,  many  would  not  get 
any  return  at  all  without  inflation. 
Consider  loans  to  less  developed 
countries,  which  now  exceed  $60  bil- 
lion. So  far,  defaults  have  been  mini- 
mal. Why?  Worldwide  inflation  has 
provided  so  much  liquidity  that  debt 
can  be  continually  rolled  over.  Bank- 
ers know  they  may  never  get  their 
principal  back,  but  they  also  know 
that  as  long  as  interest  is  paid  they 
will  not  have  to  write  off  loans. 

In  short,  all  businesses  benefit 
somewhat  from  inflation.  "It  allows 
companies  to  pass  along  costs  and 
raise  prices  without  losing  custom- 
ers," explains  Irwin  Kellner,  an  econo- 
mist at  Manufacturers  Hanover.  "It 
also  boosts  the  dollar  value  of  sales 
and  earnings,  making  many  a  man- 
ager look  good." 

During  the  1970s  the  value  of  tangi- 
ble investments— such  as  precious 
metals,  commodities,  art,  antiques  and 
houses — also  soared.  By  contrast,  the 
Dow  Jones  industrial  average  is  worth 
barely  half  of  its  1971  value  in  real 
terms.  The  figure  for  the  bond  market  is 
an  almost  equally  depressing  61%. 

In  1980,  however,  stocks  staged  a 
rally  and  the  market  for  tangibles  soft- 
ened. The  reason?  A  dramatic  drop  in 
inflation.  "Although  most  people 
still  cling  to  the  belief  we  have 
double-digit  inflation,  we  no 
longer  do,"  says  William  Gib- 
son,   chief    economist  for 
McGraw-Hill. 

Actually,  the  numbers  are 
falling  even  faster.  The  CPI 
exaggerates  inflation  be- 
cause it  includes  monthly 
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rioves  in  mortgage  rates.  That  helps 
organized  labor  because  so  many  of 
ts  members  get  cost-of-living  adjust- 
nents.  Beyond  that,  many  Ameri- 
:ans  who  receive  Social  Security 
:hecks,  federal  pensions,  food 
.tamps,  unemployment  benefits  and 
lisability  payments  have  incomes 
ied  to  the  CPI. 

Because  of  this  indexing,  even  so- 
phisticated investors  think  they're 
vinning  the  inflation  game.  Money 
narket  funds,  for  instance,  which 
low  total  over  $140  billion  in  assets, 
iffer  rates  that  move  up  and  down 
vith  a  variety  of  short-term  paper.  "If 
rou're  in  a  fund  getting  a  16%  return, 
vhile  inflation  is  10%  or  less,  you're 
n  a  hell  of  a  good  shape,"  says  Alan 
.erner,  economist  for  Bankers  Trust. 

But  short-term  winners  in  the  infla- 
ion  game  are  only  kidding  them- 
elves.  Lenders,  for  example,  get  paid 
>ack  in  cheap  dollars.  Today,  only 
.0%  of  all  American  families  can 
lualify  for  mortgages  to  buy  a  home. 
\nd  the  purchasing  power  of  the  aver- 
ige  paycheck  has  fallen  14%  in  real 
erms  over  the  last  decade. 

No  wonder  Reagan  has  targeted  in- 
lation  as  public  enemy  number  one. 


But  the  question  remains:  Can  he 
wring  inflation  out  of  the  economy 
without  a  severe  recession?  "We  can 
cut  back  inflation  to  4%  or  5%,"  says 
economist  William  Griggs  of  J.  Henry 
Schroder  Bank  &  Trust  Co.  "But  we 
have  to  accept  the  consequences — 
maybe  30%  unemployment  and  mi- 
nus-10%  real  growth." 

The  Administration  is  betting  that 
supply-side  economics  will  stimulate 
enough  investment  to  prevent  that 
from  happening.  But  meanwhile,  the 
Federal  Reserve  is  fighting  inflation 
virtually  alone.  And  the  Fed  now  faces 
a  terrible  dilemma:  If  it  continues  to 
rein  in  credit,  the  worst  recession  in 
50  years  may  result.  If  it  allows  debt  to 
expand,  the  economy  will  heat  up  and 
the  day  of  reckoning  will  merely  be 
postponed. 

That's  why  a  growing  number  of 
economists  think  the  Administration 
will  fight  the  good  inflation  fight. 
"Those  who  bet  on  high  inflation  will 
lose,  while  those  who  are  counting  on 
greater  price  stability  will  come  out 
ahead,"  says  Manufacturers  Han- 
over's Kellner.  "Investors  who  do  not 
lock  in  today's  high  rates  could  well 
be  missing  a  golden  opportunity."  ■ 


rrue  or  false:  Most  workers  will  enjoy  big 
:uts  in  marginal  tax  rates.  Answer:  False. 


Marginally 
worse  off 


By  William  Baldwin 


W'  ith  the  triumph  of  Presi- 
dent Ronald  Reagan's  three- 
year  tax  cut  early  this  month, 
ou  are  probably  hoping  to  keep  more 
>i  your  next  raise  than  the  tax  collec- 
or.  Don't  get  your  hopes  too  high. 
Utes  for  most  workers  will  remain 
'iscouragingly  steep.  If  inflation 
:eeps  up,  some  taxpayers  are  due  for 
icreased  marginal  rates. 
There's  more,  of  course,  to  Reagan- 
imics  than  cuts  in  personal  taxes.  Ac- 
elerated  depreciation  for  business, 
noderation  of  estate  taxes,  and  efforts 
o  restrain  the  federal  budget  may  also 


help  revive  the  economy.  But  the  re- 
duction in  personal  income  tax  rates 
is  a  key  part  of  the  plan,  accounting 
for  68%  of  the  $750  billion  in  tax  cuts 
over  the  next  five  years. 

And  it's  here  that  the  supply-side 
dogma  shows  most  clearly.  In  the 
past,  Congress  cut  taxes  by  handing 
out  rebates  or  increasing  the  standard 
deduction  in  an  attempt  to  stimulate 
the  economy  with  increased  spending 
power.  This  year  Congress  rejected, 
that  tradition  and  aimed  instead  at 
marginal  rates,  hoping  to  stimulate 
work  effort  and  saving. 

The  marginal  rate  is  what  a  taxpay- 
er pays  on  his  last  dollar  of  income.  If 


it  is  too  high,  supply-siders  argue,  doc- 
tors spend  Wednesday  afternoon  on 
the  golf  course,  auto  workers  are  more 
interested  in  a  short  workweek  than  a 
raise  and  ambitious  executives  turn 
down  transfers.  "The  margin  is  all- 
important,"  says  Jude  Wanniski,  a 
leading  supply-side  economist. 

Well  then,  what's  happening  to 
marginal  rates?  Surprisingly  little.  A 
high-salaried  Dallas  oil  executive, 
now  in  the  50%  bracket,  will  remain 
in  the  50%  bracket.  A  New  York  City 
plumber,  now  in  the  60%  bracket, 
will  go  down  only  to  57%.  A  Con- 
necticut doctor,  now  in  the  43% 
bracket,  will  be  down  to  38% .  But  a 
grocery  clerk  in  Washington,  D.C., 
now  in  the  40%  bracket,  will  be 
moved  up  to  43% . 

How  can  that  be?  First,  the  much- 
publicized  25%  tax  cut  is  only  a  23% 
cut,  which  is  what  5%  plus  10%  plus 
10%  adds  up  to  in  actual  reduction  of 
your  tax  bill.  Meanwhile  "bracket 
creep,"  the  force  of  inflation  shifting 
people  into  higher  tax  brackets,  will 
continue  until  January  1985,  when  the 
Reagan  indexing  formula  goes  into  ef- 
fect. Also,  many  workers  will  see  the 
remaining  gains  largely  offset  by  So- 
cial Security  taxes  and  state  taxes. 

Assume  the  Texas  oilman  made 
$150,000  in  1980  and  that  inflation 
averages  10%.  He  will  be  making 
$220,000  in  1984,  when  the  new  rates 
are  fully  in  place.  If  he  is  married  and 
has  deductions  and  exemptions  run- 
ning to  a  fifth  of  income,  he  was  in 
the  50%  bracket  last  year  and  he  will 
be  in  the  50%  bracket  in  1984. 

The  plumber  is  worse  off  because 
Social  Security  tax  rates  are  going  up, 
especially  for  self-employed  workers 
like  him.  If  the  plumber  made  $25,000 
last  year  and  is  married  to  a  $25,000- 
per-year  schoolteacher,  he  was  in  an 
aggregate  60%  tax  bracket.  In  1984  he 
will  be  in  a  57%  bracket.  The  new 
law's  marital  deduction,  designed  to 
ease  the  "marriage  penalty"  for  two- 
earner  couples,  will  lower  this  cou- 
ple's taxes,  yet  will  do  nothing  for 
their  marginal  rates. 

The  Connecticut  doctor  makes 
$50,000  and  files  a  joint  return  with 
$10,000  in  deductions.  The  D.C.  gro- 
cery clerk's  marginal  rate  goes  up  be- 
cause of  bracket  creep  and  stiff  local 
taxes,  assuming  he  doesn't  itemize  on 
his  low  $15,000-a-year  salary. 

Does  this  mean  the  cut  in  personal 
tax  rates  is  a  futile  gesture?  Not  at  all. 
Things  would  be  a  lot  worse  if  Con- 
gress hadn't  acted.  It  does  suggest, 
however,  that  politicians  expecting  a 
burst  of  work  effort — or  a  resurfacing 
of  underground-economy  plumbers — 
may  be  a  little  disappointed.  ■ 
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Operating, 
instructionsfcr 
^  the  most 
advanced  copier 

in  the  wood. 


l.Push  a  button. 


Introducing  the  incredible  Xerox  8200  copier. 
Just  drop  a  stack  of  originals  (even  different  weights)  into  the 
automatic  document  handler.  Then. . . 
Push  a  button. 

And  the  8200  will  give  you  up  to  70  copies  per  minute.  Not  just  any 
copies.  But  XL-10  quality  copies.  With  blacker  blacks,  whiter  whites  and 
sharper  details  than  you've  ever  seen  before. 

Push  a  button. 

And  it  will  reduce  your  copies  98%,  74%  or  65%. 
Push  a  button. 

And  it  will  automatically  change  from  letter  to  legal  size  paper. 
Want  to  make  2-sided  copies— even  from  2-sided  originals?  You 
guessed  it.  You  just  push  a  button,  and  the  machine  will  show  you  how. 
And  now  for  the  best  part. 
Push  a  button. 

And  the  8200  will  deliver  sets  exactly  the  way  you  want  them: 
Uncollated.  Collated.  Or  collated  and  stapled.  Because  it  completes  one 
set  at  a  time,  you  can  take  out  the  first  sets  without  waiting  for  the  rest. 

Once  you  have  all  your  2-sided  XL-10  quality  copies  reduced, 
collated  and  neatly  stapled,  how  do  you 
clear  the  8200  for  the  next  person 


v 


*       L     _           .          -  I 

You  don't  need  to  push  a  button. 
You  simply  walk  away.  And  in  30  seconds 
the  machine  will  be  ready  for  the  next  job. 

The  Xerox  8200.  It  does  just  about 
anything  you'd  ever  want  a  copier  to  do.      The  Xerox  8200  copier 

All  it  needs,  now  and  then,  is  a  little      VT  _  T  with  the 
sk  XL-10  Imaging  Process. 

To  get  more  information  about  this  very  versatile  machine,  push 
these  buttons  on  your  telephone:  1-800-648-5600.*  And  ask  for 
operator  656. 

XEROX 


i.  call  1-800-992-5710,  operator  656. 


XEROX®  and  8200  arc  trademarks  of  XEROX  CORPORATION. 


Canada  Development  Corp.  brought  Texas- 
gulf  to  the  altar,  but  the  real  object  of  its 
affection  was  elsewhere. 

The  takeover 
nobody  noticed 


By  Jeff  Blyskal 

WHILE  EVERYONE  WAS  Caught 
up  in  the  Conoco  ruckus,  two 
raiders  made  off  with  the  hig 
oil  company's  Stamford,  Conn,  next- 
door  neighbor,  Texasgulf  Inc.  The 
buyers  were  corporate  hybrids — most- 
ly owned  by  foreign  governments — 
and  their  motives  have  more  to  do 
with  politics  than  economics. 

The  $3  billion  deal  works  like  this: 
Socie'te  Nationale  Elf  Aquitaine,  an  oil 
company  owned  by  the  French  gov- 
ernment, tenders  $56  per  share  for  the 
publicly  held  two-thirds  of  Texasgulf. 
Canada  Development  Corp.,  a  50%- 
Canadian-government-owned  holding 
company,  gives  its  one-third  stake  in 
Texasgulf  and  about  $450  million  to 
Elf.  In  return,  CDC  gets  Connecticut- 
based  Texasgulf's  lucrative  Canadian 
assets — primarily  its  giant  Kidd  Creek 
zinc  mine. 

Texasgulf,  meanwhile,  is  burning 
mad.  Not  at  Elf,  but  at  former  partner 
CDC. '  Complains  one  executive: 
"They  did  us  in." 

The  low-profile  raider  operates  out 
of  downtown  Toronto's  ornate  old  Ea- 
ton Building.  A  $2.4  billion-a-year 
company,  CDC  was  launched  in  1972 
by  the  Canadian  government  with 
seed  capital  of  $312  million.  Its  objec- 
tive is  to  invest  in  and  build  Canadi- 
an-owned companies,  and  CDC  has 
gradually  sold  stock  to  broaden  its 
public  ownership.  "This  transaction 
gives  us  100%  of  Texasgulf's  Canadi- 
an holdings  and  cash  flow,  rather  than 
35%  of  its  dividend  income,"  says 
CDC's  5 1 -year-old  president,  H.  An- 
thony Hampson. 

Still,  how  much  did  Hampson,  a 
former  bureaucrat,  really  gain?  CDC's 
Texasgulf  stock  was  worth  about  $1.5 
billion.  With  the  extra  $450  million 
cash,  the  boys  in  Toronto  are  spend- 


ing $2  billion  for  assets  carried  on 
Texasgulf's  books  at  $832  million — 
only  $130  million  more  than  the  book 
value  of  CDC's  original  35%  stake  in 
the  U.S.  company. 

Hampson  can  now  call  the  shots. 
But  is  that  worth  taking  in  almost  half 
a  billion  dollars  in  floating-rate  debt!1 
Canadian  analysts  like  Midland  Do- 
herty's  Rick  Dolegowski  think  so, 
though  Dolegowski  admits  that  the 
mining  play,  shorn  from  the  rest  of 


Texasgulf,  exposes  CDC  far  more  to 
the  vagaries  of  a  cyclical  industry. 

The  real  sweetener  came  in  a  side 
deal.  CDC  also  purchased  Elf's  Aqui- 
taine Co.  of  Canada,  a  $268  million-a- 
year  subsidiary  with  strong  positions 
in  the  Canadian  frontier.  "We  wanted 
to  be  a  significant  player  in  all  the 
main  domestic  oil  and  gas  areas,"  ex- 
plains Hampson,  whose  office  is  deco- 
rated only  by  Canadian  artwork. 

With  Aquitaine,  CDC  is  now  Can- 
ada's 12th-largest  oil  company.  But 
here,  too,  Hampson  paid  handsomely. 
The  $74  per  share  he  exchanged  for 
Elf's  75%  interest  in  Aquitaine  was  25 
times  earnings  and  625%  above  book. 
A  100%  buyout  of  Aquitaine  would 
add  a  total  of  $1.6  billion  in  debt  to 
CDC's  balance  sheet. 

Canada's  new  energy  policies,  how- 
ever, may  make  that  a  shrewd  move. 
Aquitaine  of  Canada  is  more  valuable 
to  CDC  than  to  its  former  French 
parent.  Only  17%  >of  Aquitaine's 
shares  were  held  by  Canadian  citi- 
zens. Under  CDC,  Aquitaine  will  be 
at  least  92%  Canadian-owned.  The 
prize?  Ottawa  will  reimburse  80%  of 
CDC's  frontier  exploration  expendi- 
tures for  oil  and  gas.  Buying  Aquitaine 
"was  a  good  business  decision,"  says 
Bernard  Isautier,  the  Calgary-based 


"We  were  misled" 


F I  lags  of  the  U.S.,  Canada,  Texas  and  Connecticut  once  stood  on  the 
third-floor  balcony  of  Texasgulf's  lushly  planted  lobby.  Shortly  after  Elf 
Aquitaine  and  Canada  Development  Corp.  dismembered  the  company, 
an  employee  approached  Chairman  Richard  Mollison  and  asked  if  the 
Canadian  flag  should  be  taken  down.  "Do  what  you  think  is  best,"  said  a 
beaten  Mollison.  Ten  minutes  later,  it  was  gone. 

The  Maple  Leaf,  of  course,  made  a  bit  of  a  forced  entry  at  Texasgulf 
back  in  1973.  That  was  when  CDC  won  a  court  battle  to  tender  for  32% 
of  the  Connecticut-based  company's  stock — since  raised  to  35%.  This 
block  kept  the  white  knights  away  in  1981.  Explains  Mollison:  "With  one 
candidate  having  to  get  51%  of  the  stock  and  the  other  only  16%,  the 
odds  weren't  very  good." 

But  Mollison,  elected  after  predecessor  Charles  F.  Fogarty  and  seven 
others  were  killed  in  a  private-plane  crash  last  February,  claims  not  to  be 
so  much  rankled  by  the  acquisition  itself.  "You  have  to  live  in  the  real 
world  and  take  the  choices  available  to  you,"  he  philosophizes.  Rather,  he 
is  ticked  off  about  the  shabby  way  in  which  CDC  President  H.  Anthony 
Hampson  treated  his  U.S.  affiliate.  Mollison  says  he  first  learned  of  Elf's 
original  offer  from  a  stockbroker  on  June  26,  just  as  he  was  beginning  a 
telephone  conversation  with  Hampson  himself.  Moments  later  Hamp- 
son, tense  but  unapologetic,  confirmed  the  report.  "We  were  misled," 
Mollison  says. 

By  contrast,  top  Elf  Aquitaine  officials  visited  Mollison  and  expressed 
their  goodwill.  "I  told  them  we  would  respond  with  the  same  goodwill," 
he  recalls.  Mollison  believes  CDC  started  the  ball  rolling  some  15  months 
ago,  working  behind  Texasgulf's  back.  Up  in  Toronto,  meanwhile,  Hamp- 
son is  characteristically  businesslike.  CDC's  disposal  of  its  shares  "didn't 
involve  Texasgulf."  Still,  Mollison  is  hardly  mollified.  "I  would  never 
have  done  what  Hampson  did,"  he  concludes.  After  several  deliberate 
puffs  on  his  cigar,  Mollison  looks  straight  ahead  and  asks,  "Would  you  sell 
one  of  your  kids?" — J.B. 
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cuiada  Derelopment  Corp.  's  Hampson 
7a Uc  softly — with  a  big  credit  line. 

ompany's  chief  executive. 

Hampson  now  has  to  move  quickly 
o  step  up  CDC's  exploration.  The 
ompany  is  late  getting  into  frontier 
reas,  and  planning  for  work  there 
akes  time.  "The  Aquitaine  purchase 
5  only  worth  it  to  CDC  if  they  adopt 

rather  aggressive  style  of  operation," 
ays  Andy  Gustajtis  of  Toronto's 
Vood  Gundy.  "The  name  of  the  game 
5  to  move  quicker  than  the  regula- 
ors."  The  threat  is  that  Ottawa,  once 
t  Canadianizes  its  oil  industry,  will 
ighten  up  as  it  did  previously  on  re- 
loving  a  superdepletion  allowance. 

CDC's  stock  price,  surprisingly, 
idn't  budge  as  a  result  of  its  Aqui- 
aine  deal.  Only  Canadians  can  own 
IDC  shares,  which  have  a  $20  book 
alue  and  trade  at  $15.  Investors  are 
/orried  that  the  Canadian  govern- 
lent  will  use  its  49%  stock  for  politi- 
al  reasons.  Ottawa's  unsuccessful  at- 
smpt  to  install  a  new  chairman  in 
4ay  didn't  help.  Neither  did  the  gov- 
rnment's  "suggestion"  that  CDC 
ail  out  ailing  Massey-Ferguson. 

As  CDC's  record  demonstrates,  pri- 
ate  enterprise  can  survive  in  the 
hadow  of  public  ownership.  Its  re- 
urn  on  equity  averages  25% — better, 
jr  example,  than  Brascan,  a  much 
mailer  Toronto  holding  company, 
ut  with  CDC's  low  price,  the  bene- 
.ts  of  its  success  certainly  don't  flow 
3  public  shareholders.  If  Ottawa  sold 
ut  its  interest,  in  fact,  the  company's 
aarket  value  would  jump.  Eliminat- 
ig  the  foreign-ownership  ban  too 
/ould  provide  another  boost,  perhaps 
?>  $30  per  share.  Without  those 
loves,  however,  CDC's  performance 
an  be  either  stellar  or  dismal.  Few 
"lvestors  will  stop  to  notice.  ■ 
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How  top  decision  makers 
cope  with  stress. 

8.  "'  "* 
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We  teach  executives  the  fine  art  of  stress 
management.  It  starts  with  a  thorough 
medical  examination,  including  stress 
test,  blood  test,  urinalysis,  strength  and 
flexibility  test  and  body  fat  evaluation. 
Your  Risk  Factor  and  Physical  Fitness 
Profiles  will  be  determined.  You  will  leave 
here  ready  to  conquer  the  world  with  a 
personal  exercise  prescription  designed 
to  keep  you  looking  and  feeling  better 
than  ever.  Ask  about  our  7-day  program. 

The  Executive  Fitness  Center 
could  add  years  to  your  life. 


THE 

EXECUTIVE 

FITNESS 

CENTER 

AT  PALM- AIRE 

Write  Jack  Healey.  VP.  Marketing 
2501  Palm-Aire  Drive  N.  Dept.  B 
Pompano  Beach.  Florida  33060 

(800)  327-4960  toll  free. 
In  Florida  (305)  972-3300 
TWX  510/956/9609 


To  find  the  spectrum,  you 
need  the  prism. 

A  universal  bank,  such  as  Deutsche 
Bank,  acts  as  a  prism.  It  takes  in  the 
widely  varied  problems  of  a  multitude  of 
clients  and  carefully  breaks  each  one 
into  its  various  components  in  order  to 
find  the  most  efficient  solution. 

Deutsche  Bank  offers  the  full  range  of 
services  in  all  their  diverse  facets,  be  it  in 
the  field  of  foreign  exchange,  merger 
and  acquisition,  trade  financing,  port- 
folio management  or  in  any  other  finan- 
cial area. 

Come  to  Deutsche  Bank  when  you 
want  the  full  spectrum  of  banking 
services  focused  on  your  problem  or  call: 
New  York  (212)  940-8000 
Toronto  (416)  865-0630 


Deutsche  Bank 


A  century  of  universal  banking 

Central  Office:  Frankfurt  am  Mam/Dusseldorf.  Branches  Antwerp,  Asuncion,  Brussels. 
Buenos  Aires.  Hong  Kong,  London,  Madrid,  Milan,  New  York,  Paris.  Sao  Paulo.  Tokyo. 
Representative  Offices  Beirut,  Bogota.  Cairo.  Caracas,  Istanbul.  Johannesburg,  Lagos. 
Mexico.  Moscow,  Nairobi,  Osaka,  Rio  de  Janeiro.  San  Jose.  Santiago,  Sydney,  Tehran, 
Tokyo.  Toronto;  Subsidiaries:  Hong  Kong,  London.  Luxembourg,  Singapore. 


$81  Annual  Mutual  Fund  Survey 


Mutual  funds  are  a  growth  industry  once  again.  Just  look  at  the 
earnings  performance  of  the  companies  that  manage  them. 


They  have  your 
money— but  can 
they  keep  it? 


By  Richard  Phalon 

J Randolph  Updyke,  who 
turned  investment  adviser  im- 
•  mediately  after  being  graduat- 
ed "next  to  last"  in  his  class  at  Dick- 
inson School  of  Law,  thinks  of  him- 
self as  a  money  manager  with  a 
difference.  "I  would  have  been  a  lousy- 
lawyer,"  says  the  37-year-old  Updyke, 
who  runs  a  $15  million  portfolio  for  a 
limited  partnership  in  Philadelphia. 
"It  takes  a  linear,  sequential  mind, 
and  mine  is  basically  intuitive." 

It's  clear  that  Updyke  doesn't  like 
to  run  with  the  crowd.  His  partner- 
ship is  the  only  major  buyer  in  a  seg- 
ment of  the  mutual  fund  industry  that 
most  other  money  men  seem  to  have 
forgotten — the  management  compa- 
nies way  up  at  the  top  of  the  pyramid. 
Over  the  last  three  years,  Updyke  has 
accumulated  a  5%  stake  in  Pioneer 
Group,  Inc.,  15%  of  Eaton  Vance 
Corp.  and  12%  of  National  Securities 
&  Research  Corp. — in  all,  some  $5 
million  worth  of  stock.  "I  think  I've 
been  virtually  the  only  big  buyer.  I  sat 
there  with  the  bid  and  took  every- 
thing that  came  along,"  he  says. 

Intuition  may  have  led  Updyke  to 
the  fund  managers  in  the  first  place, 
but  the  basic  numbers  are  exhilarating 
enough  to  please  the  most  demanding 
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of  linear,  sequential  minds.  Eaton 
Vance,  for  example,  which  manages 
21  investment  companies  and  better 
than  $  1 .2  billion  in  assets,  reported  an 
earnings  gain  of  65%  for  fiscal  year 
1980.  That  was  no  flash  in  the  pan.  In 
the  six  months  ending  in  April,  prof- 
its doubled  while  total  income  was  up 
barely  23%. 

National  Securities  &  Research  is 
doing  spectacularly,  too.  It  turned  in 
record  $1.49  per-share  earnings  last 
year — a  whacking  35%  on  equity. 
And  earnings  per  share  for  the  first 
half  of  1981  were  up  23%,  to  81  cents. 
Dreyfus  Corp.,  perhaps  the  best- 
known  name  in  the  business,  has  also 
been  knocking  them  dead.  Its  1980 
profits  were  nearly  double  those  of 
1979,  and  the  firm  put  still  more  frost- 
ing on  the  cake  with  a  64%  gain  for 
the  first  half  of  this  year. 

What's  going  on  here?  The  rampa- 
geous growth  of  the  money  market 
funds,  for  one  thing.  The  more  money 
the  managers  have  to  manage,  the 
more  money  they  make.  An  increas- 
ingly yield-conscious  public,  mesmer- 
ized by  returns  that  have  been  hover- 
ing around  1 7%  for  months  now,  have 
been  pulling  their  cash  out  of  the 
banking  system  and  tucking  it  into 
130  or  so  new-style  repositories  like 
Dreyfus  Liquid  Assets  or  the  Fidelity 


Cash  Reserves  Fund  in  an  ever-swell- 
ing flow.  At  the  end  of  1979,  money 
market  fund  assets  were  at  the  $45.2 
billion  mark.  By  the  end  of  last  year, 
they  had  mushroomed  to  $74.4  billion 
and  by  the  end  of  July,  money  fund 
assets  were  $137.8  billion — up  85%  in 
1981  alone. 

Such  growth  has  tagged  managers 
with  somewhat  higher  advertising, 
mailing  and  processing  bills,  but  it 
doesn't  cost  twice  as  much  to  run  a 
$1.2  billion  fund  as  it  does  a  $600 
million  fund.  Management  fees,  of 
course,  scale  downward  from  the  top 
of  the  line,  0.59%  of  assets  to  0.24% 
of  assets  as  the  size  of  the  pie  ex- 
pands, but  in  the  linear  sequential 
lexicon  of  Randolph  Updyke,  the  in- 
dustry's cost  profit  structure  spells 
leverage  with  a  capital  L.  When  the 
total  net  assets  entrusted  to  Federated 
Investors  last  year  climbed  by  62%, 
for  example,  net  income  expanded  by 
134%.  "Once  you  get  above  the 
breakeven  point,"  says  Updyke,  "the 
earnings  really  start  dropping  down  to 
the  bottom  line." 

Money  funds  aren't  the  whole 
show,  of  course.  Equity  fund  perfor- 
mance has  been  quite  good — a  great 
solvent  for  the  disillusion  that  still 
rankles  investors  who  got  burned  in 
the  early  Seventies.  As  a  result,  there 
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has  been  a  modest  tapering  off  of 
share  cash-ins  and  a  modest  rise  in 
new  sales.  In  the  first  half  of  this  year, 
sales  exceeded  redemptions  for  the 
first  time  since  the  first  half  of  1971. 
Today's  stars  are  aggressive  growth 
funds  such  as  Eaton  &.  Howard  Special 
Fund  and  Fidelity  Assets  Investment 
Trust,  which  have  benefited  from  the 
stampede  to  high-tech  and  over-the- 
counter  stocks. 

The  current  good  fortunes  of  man- 
agement companies  have  given  intu- 
itive contrarians  like  Randolph  Up- 
dyke some  handsome  gains.  Shares  in 
Dreyfus  Corp.,  for  example,  have 
more  than  tripled  in  price  since  last 
year's  low.  Eaton  Vance  has  done 
nearly  as  weil  and  National  Securities 
ias  doubled.  Multiples,  however,  are 
still  modest — an  average  of  7  times 
earnings  for  the  three  companies. 
'That  means  only  modest  downside 
risk — I  hope,"  says  Updyke,  figura- 
:ively  knocking  wood. 

He  sees  the  management  stocks  as 
i  leveraged  play  on  a  rise  in  the  mar- 
ket as  a  whole.  "You  have  to  believe, 
'ike  John  Templeton  and  a  lot  of  other 
smart  people,  that  there  is  going  to  be 
i  bull  market,"  says  Updyke. 

Fund  managers,  he  argues,  in  effect 
3\vn  IBM  and  other  large  capitaliza- 
:ion  stocks.  "Why  buy  the  market 


directly,  when  I  can  buy  it  indirectly 
through  the  managers  at  10  cents  on 
the  dollar?"  he  asks. 

Updyke  sounds  almost  plaintive  as 
he  confesses  "amazement"  at  Wall 
Street's  lack  of  interest  in  fund  man- 
agement companies.  "With  Dreyfus 
selling  at  hardly  6  times  earnings, 
these  stocks  are  very  cheap,"  says  Ed- 
ward C.  Johnson,  chairman  of  FMR 
Corp.  "But  the  market  seems  to  be 
saying  that  today's  profits  aren't  go- 
ing to  last;  or  if  they  do  last,  they're 
not  going  to  last  very  long." 

Howard  Stein,  the  man  who  runs 
Dreyfus  Corp.,  makes  much  the  same 
pomt.  "Nothing  in  history  says  all  our 
assets  are  going  to  stay  with  us,  so  the 
share  price  may  be  right,"  he  says. 
"On  the  other  hand,  there  are  people 
who  see  new  products  unfolding,  so 
it's  unreasonable  to  think  we're  going 
to  lose  everything  we  have." 

How  secure  are  today's  gains?  High 
short-term  rates  have  kept  money 
funds  growing  so  fast  that  they  now 
account  for  62%  of  Dreyfus'  assets 
under  management.  When  rates  will 
peak  is  anybody's  guess.  But  when 
that  happens,  fund  managers  are  al- 
most certain  to  face  an  asset  drain, 
just  as  they  did  in  the  mid-Seventies 
when  Treasury  bill  and  CD  rates 
dropped  from  a  high  of  8.7%  to  below 


Fund  managers'  index 


This  graph,  a  composite  of  the 
results  of  three  leading  mutual 
fund  management  companies, 
shows  the  strength  of  their 
recent  earnings  gains.  Stock 
prices,  however,  have  not  kept 
pace.  Is  this  a  time  to  buy? 
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st  in  a  specialized  portfolio. 


DEFENSE 
AIRLINES 
TECHNOLOGY 

The  only  one  of  its  kind. 

We  invite  you  to  find  out  more  about 
this  remarkable  no-load  mutual  fund  by 
sending  in  this  ad  or  calling  collect  at 
(617)  482-3999.  Read  the  prospectus  care- 
fully before  you  invest  or  send  money. 


Name 


Vidros 


Gry 


State 


Zip 


Business  telephone 


Home  telephone 


FO  8-31-81 


National  Aviation  & 
Technology  Corporation 

Scudder  Fund  Distributors,  Inc. 
175  Federal  Street 
Boston,  Mass.  02110 


Acorn 
Fund 


NO-LOAD 


Write  for  free  prospectus  for 
more  complete  information,  in- 
cluding management  charges  and 
expenses.  Read  it  carefully  before 

you  invest  or  send  money. 


Zip 


E  ACORN  FUND,  INC. 

120  S.  LaSalle  St. 
Chicago,  iL  60603 
(312)  621-0630        f  ^ 
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the  passbook  rate  of  5lA%.  "We  had 
three  funds  that  had  reached  )ust 
short  of  $1  billion  and  we  went  down 
to  $600  million,"  recalls  Stein. 

Exactly  how  much  attrition  the 
funds  will  see  next  time  around  de- 
pends on  their  ability  to  compete  with 
bank  savings  accounts.  Interest  rate 
ceilings  on  conventional  deposits  are 
already  scheduled  to  beeliminated  over 
the  next  five  years.  On  top  of  that  the 
new  tax  package  has  created  special 
tax-exempt  savings  certificates  that 
may  well  pull  money  back  into  hard- 
pressed  thrift  institutions.  Still,  no  one 
in  the  industry  seems  to  be  losing  much 
sleep  over  these  threats.  "Suppose  the 
funds  lose  half  of  what  they've  got,  a 
worst-case  hypothesis,"  says  Ran- 
dolph Updyke.  "That  means  they'll 
only  hang  on  to  $70  billion."  Money 
funds  will  continue  to  survive,  insists 
industry  expert  A.  Michael  Lipper, 
"even  if  rates  go  to  2%." 

Lipper's  thesis  is  that  the  funds 
have  been  so  successful  in  selling  the 
mystique  of  "cash  management"  that 
they  are  reaching  a  broader  customer 


base  than  ever — people  who  have  nev- 
er invested  in  mutual  funds  or  indeed 
any  kind  of  securities  before.  Statis- 
tics seem  to  bear  him  out.  The  aver- 
age money  fund  account  has  been  de- 
clining in  size  for  the  last  three  years, 
a  sign  that  investors  are  no  longer 
only  well-heeled  sophisticates.  Anec- 
dotal evidence  seems  to  reinforce 
this.  "There  are  so  many  walk-in  cus- 
tomers in  my  lobby,  I  can't  get  out  to 
lunch,"  complains  one  fund  man. 

Howard  Stein  feels  that  the  real 
challenge  is  to  develop  products  that 
can  keep  the  new  class  of  customers 
in  the  fund  fold.  For  example,  there  is 
a  no-load  variable  annuity  called  the 
Dreyfus  Rainbow — developed  last 
year  in  conjunction  with  another 
highly  skilled  mass  marketer,  Nation- 
al Benefit  Insurance  Co.  Geoffrey  Bo- 
broff,  vice  president  of  law  and  regula- 
tion for  likW  Seligman  &  Co.,  talks 
about  a  proliferation  of  intermediate 
government  bond  funds  designed  to 
offer  conservative  savers-investors  a 
soothing  blend  of  selling  points.  "You 
want  a  savings  feature,  a  yield  advan- 


1981  Honor  Roll 


Funds  for  all  seasons 


As  long-term  investments,  these  16 
industry  leaders  have  rewarded  share- 
holders handsomely.  To  make  the 
honor  roll,  each  fund  achieved  an  aver- 
age return  of  10%  or  better  from  De- 
cember 1968  through  November  1980. 


Performance  was  also  in  the  top  25% 
during  either  up  or  down  markets 
and  no  worse  than  the  top  50%  for 
both.  Funds  not  marketed  during  the 
entire  period  or  with  less  than  $2 
million  in  assets  were  excluded. 


—Market  ratings — 

Annual 

Assets 

Name 

Type 

UP  DOWN 

return 

(millions) 

Diversified  stock  funds 

AMCAP  (3) 

load 

A 

B 

10.0% 

$254.1 

American  General  Comstock  (1) 

load 

B 

B 

10.0 

179.5 

Charter  (4) 

load 

A+ 

A 

13.5 

40.6 

Founders  Special  (4) 

no-load 

A 

A 

12.9 

32.8 

General  American  Investors  (4) 

closed-end 

A+ 

C 

10.8 

220.0 

Madison  (3) 

closed-end 

B 

B 

10.9 

612.6 

Mathers  (4) 

no-load 

A 

C 

10.7 

223.8 

Mutual  Shares  (6) 

no-load 

B 

A 

13.2 

133.2 

Petroleum  &  Resources  (5) 

closed-end 

A+ 

B 

12.8 

257.3 

Twentieth  Century  Select  (4) 

no-load 

A 

A 

13.9 

29.4 

Vance,  Sanders  Special  (2) 

load 

A 

C 

10.1 

100.7 

Weingarten  Equity  (2) 

no-load 

A+ 

C 

10.7 

46.7 

Balanced  fund 

Kemper  Total  Return  (7) 

load 

A+ 

C 

11.0 

100.3 

Funds  for  investing  abroad 

ASA  Limited  13) 

closed-end 

B 

A+ 

19.2 

487.0 

International  Investors  (2) 

load 

A 

A+ 

18.7 

266.6 

Templeton  Growth  (8) 

load 

B 

A+ 

19.2 

646.8 

Note:  Number  in  parentheses  is  number 

of  times  on 

honor  roll. 

60 


FORBES,  AUGUST  31,  1981 


age  and  perhaps  a  vehicle  that  pre- 
ents  some  risk  to  principal,"  he  says. 

The  industry's  real  glory  days,  of 
ourse,  will  come  if  the  thousands  of 
noney  fund  customers  gradually 
riove  their  assets  to  its  equity  pred- 
icts. Ned  Johnson  thinks  a  small  per- 
entage  of  Fidelity's  fund  customers 
vill  make  the  switch — an  assessment 
hared  by  other  industry  profession- 
Is.  "These  people  are  not  investors," 
ays  Bobroff.  "They  look  on  the  funds 
s  savings  accounts.  If  you  told  them 
hey  owned  securities,  they  wouldn't 
ielieve  you." 

Much  of  the  sales  gains  the  equity 
unds  are  showing,  in  fact,  seems  to 
ie  coming  from  institutional  rather 
han  individual  investors.  Some  pro- 
sssional  money  men  have  begun  to 
ealize  that  many  funds  sport  very 
reditable  long-term  performance  rec- 
rds.  The  discovery  has  done  almost 
s  much  to  reshape  the  management 
iusiness  as  the  electrifying  success  of 
he  money  funds.  The  Pioneer  Group, 
tie,  for  example,  has  opted  to  stay 
ut  of  the  money  fund  trade  entirely, 
oncentrating  instead  on  private  and 
nstitutional  cash  in  equity  funds, 
ince  the  end  of  1979,  the  amount  of 
noney  it  runs  has  climbed  from  a 
ittle  over  $1.5  billion  to  better  than 
2.4  billion — a  convincing  demon- 
tration  that  there  is  plenty  of  action 
eyond  the  world  of  serve-by-mail 
onsumer  accounts. 

By  comparison  with  mass  market- 
rs  like  Dreyfus  and  Fidelity,  of 
ourse,  the  Pioneer  operation  is  a  bou- 
ique.  In  an  industry  that  is  almost 
ertain  to  become  free-form,  banks 
nd  the  big  management  companies 
re  going  to  look  a  lot  more  alike, 
idelity,  for  example,  is  already  in  the 
rust  business,  and  Ned  Johnson  talks 
bout  the  possibility  of  running  a  se- 
ies  of  pooled  trusts  for  small  banks 
nd  pension  funds.  Dreyfus  adminis- 
ers  a  brace  of  money  funds  for  Equita- 
ble Life  Assurance  Society  and  West- 
m  Bancorporation.  Federated  Inves- 
ors  runs  a  cluster  of  money  funds  for 

chain  of  regional  brokers.  So  does. 
)ppenheimer  &  Co. 

Randolph  Updyke  sees  anopportuni- 
y  in  all  this.  The  much  heralded 
inancial  supermarket,  he  reasons,  just 
night  be  a  mail-order  business — some- 
hing  that  looks  more  like  the  big  fund 
tianagers  than  Citicorp  or  Merrill 
,ynch.  Other  investors,  of  course, 
night  see  the  future  that  way,  too,  if 
inly  they  were  a  little  more  intuitive,  a 
ittle  less  linear  and  sequential.  ■ 
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Enough  is  enough. 


Our  special  money  market  fund  will 
help  get  the  IRS  out  of  your  pocket.  It 
offers  tax-free  income*  with  solid 
stability. 

□  Income  free  of  Federal  income  taxes. 

□  $1.00  a  share  value.! 

□  Minimum  investment  just  $1,000. 

□  Prompt  liquidity.  A  toll-free  phone 
call  gets  your  money  back. 

□  Free  checkwri ting  over  $500. 

□  No  interest  penalty  for  early  with- 
drawal. No  sales  commission. 

□  Easy  to  change  investment  strategy. 
Switch  to  other  T.  Rowe  Price  Funds 
by  phone  without  charge. 

Call  toll-free  1-800-638-5660. 
In  Maryland  1-800-492-1976. 
In  Baltimore  547-2308. 


X  Rowe  PriceTax-Exempt  Money  Fund,  Inc. 


A  No-Load  Fund.  T.  Rowe  Price  Marketing,  Inc.  Dept.  A6.  100  E.  Pratt  St.,  Baltimore,  MD  21202 


Name- 


Address - 


City. 


.  State  . 


-Zip. 


For  more  complete  information,  including  management  fee  and  other  charges  and  expenses,  obtain  a 

prospectus.  Read  it  carefully  before  you  invest  or  send  money. 

*  Income  may  be  subject  to  state  and  local  taxes.   t  Rounded  to  the  nearest  cent. 


FOR  22  YEARS, 
WINDSOR  FUND  HAS  BEEN 
BUYING  "UNPOPULAR"  STOCKS. 
WHY?  CALL  800-523-7025 

FREE  INFORMATION  KIT  INCLUDES: 

FACTS  ON  "CONTRARIAN"  INVESTING,     outpaced  inflation  over  the  Fund's  lifetime. 


How  owning  "unpopular"  stocks  can  be 
a  wise  investment  strategy. 
HOW  TO  BEAT  INFLATION. 
Dramatic  facts  and  figures  show  how 
Windsor  Fund's  dividend  income  has 


COMPLETE  WINDSOR  FUND  FACTS 
...including  a  Shareholder  Report  updating 
Windsor  Fund's  22-year  history  of  perfor- 
mance, and  an  informative  Prospectus  with  Ac- 
count Registration  Form  and  complete  details. 


By  the  time  a  stock  is  a  market  fa- 
vorite, the  chances  are  it  is  close  to 
peaking.  That's  why  Windsor  Fund 
specializes  in  "unpopular"  stocks: 
those  undervalued,  overlooked,  out  of 
favor.  The  goal:  to  seek  increasing 
current  income  ...  plus  an  excellent 
chance  for  capital  appreciation  as  the 
stocks  are  "discovered." 

There's  never  a  sales  commission  or 
redemption  fee.  And  there's  no  obliga- 
tion or  bother  when  you  call  or  write 
for  your  free  information  kit, 

IN  PENNSYLVANIA, 
CALL  800-362-0530. 


FREE  INFORMATION  KIT:  "-FB-E1-2« 
CALL  OR  MAIL  THIS  TODAY. 

Windsor  Fund,  Drummer's  Lane,  Valley  Forge,  PA  19482 
YES,  please  send  me  your  exclusive  Information  Kit, 
including  a  Prospectus,  so  I  may  read  it  carefully  before  I 
invest  or  send  money.  I  understand  that  it  includes  more 
complete  information  about  advisory  fees,  distribution 
charges  and  other  expenses. 

Also  send  information  on:  □  IRA  □  IRA  SEP  □HR10  O403B 


ADDRESS- 
CITY  


Z1P_ 


A  MtMBER  OF  THE 


GROUP  OF  ^^^F  INVESTMENT  COMPANIES 
(  OVER  50  YEARS  OF  SERVICE  TO  INVESTORS  •  OVER  $3.5  BILLION  IN  ASSETS 
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The  Ups...the  Downs 


RiniiiK  market* 


Declining  rotrketi 
I'm  nit  change 


l/U/TJ 

■ 

1  1 1  "'J  Hi 

How  Forbes  rates  the  funds 


w  h.u  the  ratings  mean 

Iokims  rates  mutual  funds  on  the  basis  ol  then  pertoi 
in.un  e  in  each  ol  three  i  Ising  mai  kets  and  three  declining 
markets  lb  gel  .>  high  score,  .i  hind  must  perform  consis 
tent  I  v  u I'll  m  all  three  up  oi  dow  n  pel  iods 

Adjustments  m  the  calculations  prevent  .<n  exceptional 
performance  [good  oi  bad)  in  .mv  one  period  from  having 
an  undue  influence  on  .1  fund's  average  performance — 
calculated  separately  foi  tip  markets  and  down  markets, 
lot  up  markets  die  19  >%  ol  all  tuiuls  with  the  highest 
adjusted  averages  ait  Initially  awarded  an  M  rating  the 

next  I }  n%  get  an  A  the  next  .V\<  \\  the  following  15% 

and  t lowest  quartile  D  i«m  down  markets,  the  ratings 
range  from  A  to  I  with  an  occasional  A  +  awarded  tot 
outstanding  performance  in  both  up-market  and  down 
market  ratings,  downward  adjustments  are  made  to  the 
initial  grades  where  performance  in  tin-  most  recent  ol  the 
three  periods  has  been  substantially  below  tlu-  average  ol 
all  three  rhus  tlu-  breakdown  ol  final  grades  is  skewed 
somewhat  from  the  distribution  described 
t  xplanation  ol  column  headings 

The  pcitotmancc  tatings  ate  based  on  the  following  up 
markets  and  down  markets 


\t 


v  Ian  U.  19?3 
Sept  it.  fo> 
-  Nov  IS  loso 


Down  markets 

Nov       l*vStoMav:cv  WO 
Ian.  II,  PW  to  Oct.  J.  to-4 
Sept  :i  W'MoMai  6.  WS 


ment  Results  section  the  average  annual 
cts  the  period  from  Nov.  2\>.  IvVvS  to  lune 
'est  \i  months  is  the  period  from  lune  30 

'  98  I 

pet!v  nance  ratings  and  the  latest  12 


months'  return  from  capital  growth,  capital  gains  distribn 

tions  liavc  been  reinvested  but  income  dividends  have  not. 
The  average  annual  total  return  tot  1°68-81  reflects  rein- 
vestment ol.///  distributions;  it  is  expressed  as  &  compound 
avctagc  annual  late  All  results  aie  based  on  initial  invest- 
ments at  net  asset  value  and  do  not  allow  toi  sales  charges. 
Returns  reported  tot  closed  end  investment  companies 
may  disci  from  those  actually  experienced  bv  investors 
because  such  funds  are  not  purchased  ior  sold'  at  net  asset 
value  but  at  a  market  puce  that  may  represent  a  premium 
OVei  01  discount  from  net  asset  value  The  premium  or 
discount  .is  ol  lune  .>0  198)  is  tepotted  separately. 

Return  ttotn  income  dividends  is  based  on  the  lune  30 
1981  net  asset  value  and  the  income  payout  tor  the  pieced 
ijng  1-  months.  Tor  closed  end  investment  companies, 
market  pttcc  is  used  instead  of  net  asset  value. 

tanual  expenses  include  management  tecs  and  operat- 
ing expenses  a>  a  percentage  ot  average  net  assets. 
I  orris,  fund  composites 

l"hc  KoRi'fs  stock  Kind  composite  balanced  fund  com 
posite  and  bond  and  preferred  stock  fund  composite  are 
new  tins  veat  replacing  the  Forbes  stock  tund  average 
and  balanced  tund  average.  The  lattei  two  represented 
the  performance  of  a  select  group  ol  the  largest  Kinds  m 
each  categOT)  and  wete  not  always  representative  of  the 
hinds  in  then  respective  groups  The  new  composites  m 
contrast!  are  the  [unweighted]  averages  of  til!  stock 
funds  balanced  funds  and  bond  and  preferred  stock 
funds  respectively 

W  ithin  the  bodv  ot  the  table,  the  composites  are  further 
broken  down  so  that  the  rcadct  can  compare  not  onlv  the 
majoi  categories  ot  funds  but  alsv>  the  smaller  groups  Joad. 
no-load,  closed-end)  that  make  up  those  categories. 


rempleton 
Growth  Fund's 


Total  value 
of  investment 
April  30.  1981 


Illustration  of  an  assumed 
investment  of  $10,000 

with  income  dividends  reinvested  and  capital  gains  distributions 
accepted  in  shares  (Stated  in  United  States  dollars.) 


jmpleton  Growth  Fund.  Ltd.  was  incor- 
Drated  in  Canada  on  September  1.  1954 
id  commenced  operations  November  29. 
)54.  Dividends  from  investment  income 
ere  paid  commencing  in  1964  and  distribu- 
>ns  of  capital  gains  were  paid  commencing 
1972.  Prior  to  that  time  net  income  and 
lalized  capital  gains  were  retained  by  the 
jnd.  Income  dividends  and  capital  gains 
stributions  are  shown  in  the  chart  as  rein- 
jsted  at  net  asset  value  in  accordance  with 
e  reinvestment  policy  described  in  the  cur- 
fit  prospectus. 

Initial  net  asset  value  is  the  amount 
ceived  by  the  Fund  after  deducting  the 
aximum  sales  commission  of  8V'2%.  No 
jjustment  has  been  made  for  any  income 
xes  payable  by  shareholders.  The  total 
mount  of  capital  gains  distributions 
;cepted  in  shares  was  $44,608.  the  total 
nount  of  dividends  reinvested  was  $22,481. 


|  Value  ot  shares  acquired  through  reinvestment  of 
dividends  Irom  income  ($63,066) 

I  Value  of  shares  initially  acquired  ($220,698)  plus  shares 
^accepted  as  capital  gains  distributions  ($90,293) 

Annual  cost  of  living. 


OSt  Of 

ivestment 
dvember  29. 
554 


litial  net 
sset  value 

9,150 


\ 


Assuming 
annua!  cost  of 
ving 

(November, 
1954)  to  be 


$10,000- 


P.O  Bo*  ^  • 


Years  ended  4/30/1955 


1960 


10^ 


1970 


1975 


1980  1981 


Id  not  be  considered  as  a  representation  ol  the  dividend  income  or  capital 
i  me  chart  represents  the  annual  change  in  the  Consumer  Price  Index  applied 
Labor  Statistics  based  on  prevailing  economic  lectors  )  This  presentation  has 
ihe  increase  in  the  cost  ol  living  over  the  same  lime  period 


1981  Fund  Ratings 


Investment  results 

Average  Latest  12  months 
annual         return  return 

total  from  trom   Total  assets   Maximum  Annua 

return         capital        income  613018}      %  change        sales  expense 

1968-81       growth      dividends  (millions!    '81  vs. '80      charge       per  $10 


Standard  &  Poor's  500  stock  average 

5.7% 

14.9% 

4.9% 

Forbes  stock  fund  composite 

5.8% 

25.2% 

3.4% 

Forbes  balanced  fund  composite 

4.7% 

3.0% 

8.3% 

FoRBEsbond  and  preferred  stock  fund  composite 

3.6% 

-13.4% 

12.5% 

Group  averages 
5.6%       24.6%  3.7% 
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Decatur  Income  Fund 
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6.3 
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Delaware  Fund 

6.0 

25.5 
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Delta  Trend  Fund 
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46.9 

2.7 

10.3 

27.2 
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Diversified  Fund  of  State  Bond  and  Mtge  Co 

6.1 

12.7 

4.9 

7.4 

17.5 
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1.0C 

D 

C 

Dividend  Shares 

5.1 

11.0 

5.4 

251.8 

1.7 

8.50 

0.8C 

C 

C 

The  Dreyfus  Fund 

6.4 

26.8 

3.9 

1,752.2 

15.9 

8.50 

0.74 

B 

•C 

The  Dreyfus  Leverage  Fund 
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4.4 

322.4 

1.9 

8.50 
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Eaton  &  Howard  Funds 
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Growth 

4.2 

41.3 

1.0 

36.5 

21.7 

7.25 

0.95 
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Stock 

i.i 

7.2 

4.7 

73.2 

-5.6 

7.25 

0.67 

A+ 

F 

Fairfield  Fund 

3.2 

48.3 

0.6 

32.8 

36.7 

8.50 

1.13 

•B 

•B 

Fidelity  Destiny  Fund 

• 

33.4 

2.9 

233.1 

48.0 

% 

0.75 

A+ 

D 

Fidelity  Magellan  Fund1 

13.0 

67.9 

2.7 

104.4 

161. 7 

2.00 

1.23 
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•F 

First  Investors  Discovery  Fund 
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0.3 

6.0 

42.9 
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First  Investors  Fund  for  Growth 

3.7 

31.3 

2.2 

69.9 

16.3 

8.50 

1.01 

D 

C 

First  Investors  Natural  Resources  Fund4 

2.5 

-4.8 

10.0 

11.1 

-9.0 

8.50 

1.30 

D 

B 

First  Investors  Option  Fund 

3.4 

14.3 

4.7 

81.8 

97.1 

7.25 

1.10 

C 

C 

Founders  Mutual  Fund 

4.5 

16.3 

4.5 

132.8 

5.1 

4.00 

0.52 

•  Fund  rated  for  r*-<>|  nods  only;  maximum  allowable  rating  A.  'Fund  not  in  operation  for  full  period  tFund  not  currently  selling  new  shares,  existing  shares  traded  over-the 
cou        %  Available  o«l  'hrough  contractual  plan.  'Formerly  Comstock  Fund,  formerly  Pace  Fund.  'Formerly  Magellan  Fund.  4Formerly  First  Investors  Fund 


Performance 

in  in 
UP  DOWN 
markets  markets 


Stock  funds  (load) 


FORBES,  AUGUST  31, 


Investment  results 

Average  Latest  12  months 
annual         return  return 

total  from  from   Total  assets   Maximum  Annual 

return         capital        inconu  6/30/81       %  change        sales  expenses 

1968-81       growth      dividends  (millions)    '81  vs. '80      charge       per  $100 


Standard  &  Poor's  500  stock  average 

5.7% 

14.9% 

4.9% 

Forbes  stock  fund  composite 

5.8% 

25.2% 

3.4% 

Forbes  balanced  fund  composite 

4.7% 

3.0% 

8.3% 

Forbes  bond  and  preferred  stock  fund  composite 

3.6% 

-13.4% 

12.5% 

Stock  funds  (load) 

5.6% 

Group  averages 
24.6% 

3.7% 

Franklin  Custodian  Funds 
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Dynatech  Series" 

1.8% 
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ind  rated  for  two  periods  only;  maximum  allowable  rating  A.  "Fund  not  in  operation  for  full  period.  'Formerly  Brown  Fund.  hFoniierly  MIF  Fund,  formerly  MIFGrowth 
id. 
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Investment  results 

Average         Latest  1 2  months 

annual  return  return 

total  from  from 

return  capital  .income 

1968-81  growth  dividends 


Total  assets 


6/30/81 
(millions) 


%  change 
'81  vs.  '80 


Maximum 
sales 
charge 


Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 
Forbes  balanced  fund  composite 
Forbes  bond  and  preferred  stock  fund  composi 


ite 


5.7% 
5.8% 
4.7% 
3.6% 


14.9% 
25.2% 
3.0% 
-13.4% 


4.9% 
3.4% 
8.3% 
12.5% 


Group  averages 
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jU.o 

141  O 

i   i  .y 

7 

/  .JLJ 

1  ^fl 

C 

B 

Pioneer  Fund 

9.7 

17.6 

3.8 

1,059.9 

32.5 

8.50 

0.66 

B 

•A 

Pioneer  11 

 » 

33.0 

3.2 

422.5 

72.0 

8.50 

0.81 

C 

D 

Pligrowth  Fund 

4.8 

15.9 

3.2 

20.9 

6.6 

8.50 

1.21 

B 

B 

Plitrend  Fund 

9.7 

36.4 

2.2 

23.7 

35.4 

8.50 

1.20 

B 

•F 

Progress  Fund 

 • 

38.6 

0.9 

5.4 

20.0 

8.50 

1.25 

Putnam  Funds 

c 

c 

Growth 

6.5 

14.7 

5.0 

679.0 

8.3 

8.50 

0.57 

B 

D 

Investors 

8.4 

31.3 

2.6 

668.0 

49.5 

8.50 

0.57 

A 

F 

Vista 

5.1 

37.1 

3.3 

760 

28.6 

8.50 

1.04 

A 

•C 

Voyager 

33.2 

2.5 

y/.u 

0  CI  o 

3y.o 

o  en 
0.5U 

1    1  "7 
1.1/ 

A 

•A 

Research  Capital  Fund 

* 

-12.8 

12.5 

52.1 

-6.3 

7.25 

0.80 

C 

F 

Research  Equity  Fund 

-0.5 

13.0 

2.9 

69.1 

13.1 

7.25 

1.10 

B 

D 

St  Paul  Capital  Fund 

7.9 

39.6 

3.3 

48.8 

9.7 

6.00 

0.95 

A 

C 

St  Paul  Growth  Fund 

9.2 

53.3 

1.1 

36.3 

55.8 

6.00 

0.99 

Security  Funds 

A 

F 

Equity 

5.4 

25.4 

2.3 

159.9 

22.9 

8.50 

0.70 

D 

A 

Investment 

9.0 

13.8 

6.3 

105.7 

17.6 

8.50 

0.69 

A+ 

•F 

Ultra 

 * 

43.0 

0.5 

47.9 

76.1 

8.50 

1.18 

D 

C 

Sentinel  Common  Stock  Fund 

7.3 

12.2 

6.4 

284.4 

5.9 

8.50 

U.yl 

C 

•c 

Sentinel  Growth  Fund 

* 

33.9 

2.3 

27.4 

69.1 

8.50 

0.93 

B 

•D 

Sentry  Fund 

 * 

36.9 

2.8 

27.1 

44.2 

8.00 

0.84 

B 

•F 

The  Shearson  Appreciation  Fund 

 » 

23.9 

2.7 

13.3 

19.8 

6.50 

1.20 

•C 

•D 

Shearson  New  Directions  Fund" 

16.2 

3.4 

5.3 

0.0 

6.50 

1.31 

A 

F 

Sigma  Capital  Shares 

4.6 

36.9 

2.2 

25.0 

27.6 

8.50 

1.33 

C 

D 

Sigma  Investment  Shares 

6.2 

18.9 

4.6 

509 

13.1 

8.50 

1.17 

•B 

•D 

Sigma  Special  Fund 

 * 

26.2 

2.4 

9.6 

24.7 

8.50 

1.44 

A+ 

•C 

Sigma  Venture  Shares 

 * 

47.3 

1.2 

23.8 

107.0 

8.50 

1.17 

B 

D 

Smith,  Barney  Equity  Fund 

6.6 

28.8 

2.8 

58.1 

18.8 

5.00 

1.04 

D 

B 

Smith,  Barney  Income  &  Growth  Fund 

7.2 

31.3 

4.9 

4.0 

29.0 

5.00 

1.92 

C 

D 

Southwestern  Investors 

6.6 

35.0 

3.5 

19.1 

14.4 

7.50 

1.00 

D 

C 

Sovereign  Investors 

6.0 

10.3 

5.6 

8.6 

6.2 

5.00 

1.10 

B 

D 

State  Street  Investment  Corp 

7.5 

23.3 

2.8 

486.4 

20.0 

t 

0.53 

B 

D 

Surveyor  Fund 

4.4 

26.7 

1.6 

103.0 

18.7. 

8.50 

1.01 

A 

C 

Technology  Fund 

8.1 

24.8 

2.5 

518.2 

19.0 

8.50 

0.53 

D 

D 

Transamerica  Capital  Fund 

2.6 

20.7 

3.4 

41.8 

10.3 

8.00 

0.87 

A 

C 

Travelers  Equities  Fund 

7.4 

21.0 

6.0 

42.1 

24.2 

8.50 

0.84 

A+ 

•F 

Union  Capital  Fund 

 * 

32.2 

1.4 

50.8 

37.7 

7.25 

0.75 

F 

United  Accumulative  Fund 

4.1 

18.7 

4.5 

400.2 

6.6 

8.50 

0.60 

•Fund  rated  lor  tv.  of  >dsonl\ .  maximum  allowable  rating  A.  'Fund  not  in  operation  tor  Kill  period.  tFund  not  currently  selling  new  shares:  existing  shares  traded  over-the- 
counter.  "Formerly  Sh  'arsdfi  Investors  Fund. 
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Why  just  ten 
of  us  can  do  the 
work  of  eleven. 


According  to  the  U.  S. 
)epartment  or Commerce, 
forth  Carolina  workers 
re  10%  more  productive 
ban  workers  in  the  nation 
s  a  whole. 

They  lead  the  South  in 
>roductivity  in  industries 
ike  petroleum  refining 
nd  glass  products. 

They  rank  third  in  the 
lation  in  productivity  in 
>rimary  metals.  Fourth  in 
ion-electric  machinery. 

And  well  above  the 
lational  average  in  paper, 
ubber,  fabricated  metals, 
nd  plastics. 

Those  may  seem  like 
urprising  statistics. 


Until  you  learn  a  bit 
more  about  the  caliber  of 
the  men  and  women  who 
make  up  North  Carolina's 
industrial  work  force. 

They  are  people  with 
the  skill  to  work.  Skill 
gained  in  vocational  and 
technical  schools  all  over 
North  Carolina. 

Butmore  importantly 
they  are  also  people  with 
the  will  to  work 

People  whose  fathers 
and  grandfathers  worked 
hardon  the  land. Right 
alongside  their  mothers 
and  grandmothers. 

Absenteeism  is  low 
So  is  job  turnover. 


The  work  stoppage 
rate  is  one  of  the  lowest  on 
record  anywhere. 

If  you'd  like  to  know 
more  about  this  place 
where  the  American  work 
ethic  is  still  alive  and  well 
send  us  the  coupon. 

Our  productivity  just 
could  improve  yours, 
i  1 

Please  send  rne  more  information  about 
productivity  in  North  Carolina. 


NAME 


TITLE 


COMPANY 


ADDRESS 


CITY 


STATE 


NORTH  CAROLINA 

Ninth  Carolina  Department  of  Commerce 
Industrial  Development  Division,  Suite  hl°  1710 
430  N.  Salisbury  Street,  Meigh,  NC  27611 


1981  Fund  Ratings 


Standard  &  Poor's  500  stock  average 

5.7% 

14.9% 

4.9% 

Forbes  stock  fund  composite 

5.8% 

25.2% 

3.4% 

Forbes  balanced  fund  composite 

4.7% 

3.0% 

8.3% 

FoRBEsbond  and  preferred  stock  fund  composite 

3.6% 

-13.4% 

12.5% 

Investment  results 


Performance 


in 
UP 
markets 


DOWN 
markets 


Average 
ann  ual 
total 
return 
1968-81 


Latest  12  months 


return 
from 
capital 
growth 


return 
from 
income 
dividends 


Total  assets 


6/30/81 
(millions] 


%  change 
'81  vs.  '80 


Maximum 

sales 
charge 


Stock  funds  (load) 


Group  averages 
5.6%  24.6% 


3.7% 


•D 

•F 

United  Continental  Growth  Fund 

30.3% 

4.2% 

$  57.4 

24.8 

8.50% 

$0.86 

D 

D 

United  Income  Fund 

3.7% 

8.6 

7.0 

502.6 

-3.4 

8.50 

0.64 

B 

F 

United  Science  &  Energy  Fund 

2.5 

17.5 

3.4 

170.1 

8.1 

8.50 

0.67 

B 

•F 

United  Vanguard  Fund 

 • 

45.3 

3.6 

62.9 

95.3 

8.50 

1.02 

B 

D 

The  Value  Line  Fund 

6.8 

42.0 

1.9 

74.4 

38.3 

2.50 

0.67 

D 

B 

The  Value  Line  Income  Fund 

8.6 

27.6 

5.0 

74.8 

16.7 

2.50 

0.81 

•B 

•C 

Value  Line  Leveraged  Growth  Investors 

 » 

36.6 

1.6 

23.8 

39.2 

2.50 

0.86 

A+ 

D 

The  Value  Line  Special  Situations  Fund 

1.8 

51.1 

0.9 

153.8 

17.0 

2.50 

1.0C 

B 

B 

Vance,  Sanders  Common  Stock  Fund 

9.3 

31.3 

2.2 

58.9 

20.9 

8.50 

0.81 

A 

C 

Vance,  Sanders  Special  Fund 

10.1 

35.5 

3.8 

100.7 

54.5 

8.50 

0.75 

D 

D 

Wall  Street  Fund 

3.5 

13.5 

3.0 

7.5 

0.0 

8.50 

2.1S 

D 

C 

Washington  Mutual  Investors  Fund 

7.9 

24.2 

5.3 

387.6 

20.8 

8.50 

0.5S 

Stock  funds  (no  load) 


Group  averages 
5.3%  27.3% 


2.8% 


•A 

•D 

Able  Associates  Fund 

1  n  no/ 
29. U% 

none 

C  7/1 

1UU.U 

none 

t2  ir 
Jo.oL 

•A 

•B 

Acorn  Fund 

 • 

26.6 

3.1% 

115.4 

30.0 

none 

0.93 

A 

F 

ADV  Fund 

-2.3% 

14.5 

3.1 

16.1 

18.4 

none 

1.87 

A+ 

F 

Afuture  Fund 

6.4 

31.1 

2.7 

30.9 

19.8 

none 

1.6C 

B 

F 

Alpha  Fund 

4.5 

25.0 

3.0 

14.6 

12.3 

none 

1.5C 

A 

F 

American  Investors  Fund 

2.8 

37.3 

0.2 

212.3 

32.9 

none 

1.0S 

A 

D 

Armstrong  Associates 

8.6 

34.9 

2.5 

8.3 

43.1 

none 

1.6C 

C 

C 

David  L  Babson  Investment  Fund 

5.0 

13.3 

3.2 

281.9 

20.3 

none 

0.61 

D 

C 

Beacon  Hill  Mutual  Fund 

3.1 

24.1 

0.5 

2.2 

10.0 

none 

3.5C 

B 

D 

Boston  Company  Capital  Appreciation  Fund9 

5.8 

22.4 

3.7 

225.8 

15.1 

none 

0.7C 

D 

F 

Boston  Mutual  Fund 

1.8 

17.7 

3.6 

3.7 

-7.5 

none 

1.03 

D 

A 

Capamerica  Fund 

7.4 

15.6 

3.6 

3.4 

25.9 

none 

2.0C 

A 

D 

Capital  Shares 

5.2 

33.1 

1.1 

48.1 

41.1 

none 

1.52 

A 

C 

Columbia  Growth  Fund 

8.6 

35.3 

2.3 

35.2 

36.4 

none 

1.17 

D 

D 

Concord  Fund 

3.4 

20.6 

2.7 

1.8 

12.5 

t 

2.06 

A 

F 

The  Constellation  Growth  Fund 

4.8 

48.6 

none 

43.3 

65.3 

none 

1.4C 

C 

D 

de  Vegh  Mutual  Fund 

5.0 

19.9 

2.7 

68.5 

16.5 

none 

0.98 

C 

•F 

Directors  Capital 

• 

9.7 

none 

1.2 

-7.7 

none 

9.43 

c 

D 

Dodge  &  Cox  Stock  Fund 

5.5 

20.8 

4.4 

19.7 

23.9 

none 

0.75 

D 

F 

The  Drexel  Burnham  Fund 

1.0 

18.9 

4.3 

43.9 

14.0 

none 

1.2C 

•A 

•B 

The  Dreyfus  Third  Century  Fund 

 ♦ 

23.6 

1.8 

114.2 

82.4 

none 

1.06 

B 

C 

Energy  Fund 

8.3 

11.6 

4.0 

369.1 

16.0 

none 

0.81 

•A 

•B 

The  Evergreen  Fund 

* 

36.1 

0.8 

100.2 

114.6 

none 

1.34 

B 

B 

Explorer  Fund 

7.8 

66.4 

0.9 

43.3 

148.9 

none 

1.09 

B 

C 

Fidelity  Contrafund10 

9.0 

36.9 

4.0 

72.4 

44.8 

none 

1.10 

D 

B 

Fidelity  Equity-Income  Fund 

8.3 

21.6 

6.9 

190.4 

61.4 

none 

0.90 

c 

D 

Fidelity  Fund 

6.6 

20.7 

4.1 

538.1 

9.9 

none 

0.73 

D 

B 

Fidelity  Puritan  Fund1 ' 

7.7 

13.9 

6.7 

695.8 

5.5 

none 

0.67 

B 

F 

Fidelity  Trend  Fund 

3.0 

20.9 

2.4 

585.1 

4.8 

none 

0.85 

c 

D 

Financial  Dynamics  Fund 

2.6 

16.9 

6.1 

58.4 

9.6 

none 

0.70 

C 

Financial  Industrial  Fund 

6.1 

0.1 

7.1 

298.6 

-1.7 

none 

0.67 

D 

B 

Financial  Industrial  Income  Fund 

7.9 

0.9 

7.9 

164.6 

-3.9 

none 

0.66 

A+ 

•C 

The  44  Wall  Street  Fund 

 * 

43.2 

none 

135.3 

9.5 

none 

0.78 

•Fund  rated  for  two  periods  only;  maximum  allowable  rating  A.  "Fund  not  in  operation  lor  full  period  tFund  not  currendy  selling  new  shares;  existing  shares  traded  over-the 

coun  er.  *FormerlyJ.    iston  Capital  Appreciation  Fund.  '"Formerly  Contrafund.  1 'Formerly  Puritan  Fund. 
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New  business  is  a 
whole  new  business. 

••There's  a  dramatic  new  way  to  get  new  business. 

You  do  it  through  the  Bell  network,  the  world's  largest  and  most-advanced 
information  management  system. 

Using  the  network  to  implement  a  Bell  Telemarketing  program  enables  you  to 
decrease  the  time,  travel,  and  cost  involved  in  opening  new  accounts. 

Through  the  network,  you  have  instant  access  to  any  prospect.  Your  call,  your 
personal  interaction,  will  determine  if  the  prospect  warrants  further  attention. 

Several  contacts  can  convince  your  prospect  that  you're  serious  and  can  be 
depended  on.  You  can  suggest  a  small  order  to  demonstrate  the  value  of  your  product  or 
service.  Or  plan  an  on-premise  visit. 

From  that  point  on,  your  sales  build. 

A  Bell  Telemarketing  program  will  put  in  your  hands  powerful,  proven 
techniques  to  accomplish  all  this. 

All  you  have  to  do  is  call  now  800-821-2121,  r\r\r\  OOI  OIOI 
toll  free.  In  Missouri,  call  800-892-2121.  oUU'OZ  l"Z  Iz  1 

See  how  easy  it  is  to  put  our  knowledge  to  work  for  you. 


The  knowledge  business 


1981  Fund  Ratings 


Investment  results 


Performance 


UP 
markets 


DOWN 
markets 


Average 
annual 
total 
return 

1968  81 


Latest  12  months 


return 
from 
capital 
growth 


return 
from 
.  income 
dividends 


Total  assets 


6/30/81 
(millions) 


%  change 
'81  vs.  '80 


Maximum 

sales 
charge 


Standard  &  Poor's  500  stock  average  5.7%  14.9%  4.9% 

Forbes  stock  fund  composite  5.8%  25.2%  3.4% 

Forbes  balanced  fund  composite  4.7%  3.0%  8.3% 

FORBEsbondandpreferredstockfundcomposite  3.6%  -13.4%  12.5% 


Stock  funds  (no  load) 


Group  averages 
5.3%  27.3% 


2.8% 


B 

F 

Founders  Growth  Fund 

4.3% 

37.0% 

3.1% 

$39.2 

26.1 

none 

$1.40 

D 

B 

Founders  Income  Fund 

6.8 

23.3 

5.4 

6.1 

22.0 

none 

1.50 

A 

A 

r\ 

Founders  Special  Fund 

12.9 

40.2 

1.8 

32.8 

75.4 

1  44 

D 

D 

Foursquare  Fund 

2.8 

12.7 

3.8 

6.4 

-1.5 

none 

2.20 

C 

F 

Fundex 

-3.5 

14.8 

none 

0.4 

0.0 

t 

9.69 

C 

C 

General  Securities 

4.3 

13.6 

4.4 

10.9 

7.9 

none 

1.50 

A 

D 

Growth  Industry  Shares 

7.2 

35.2 

1.5 

45.0 

36.8 

none 

0.92 

D 

Q 

Guardian  Mutual  Fund 

9.4 

15.8 

3.9 

182.7 

2 1 .0 

n  Q7 

•c 

•B 

Hamilton  Income  Fund 

 • 

16.8 

5.8 

52.5 

5.0 

none 

1.04 

A  + 

F 

Hartwell  Growth  Fund 

4.7 

53.7 

none 

8.7 

77.6 

none 

2.70 

A  + 

C 

Hartwell  Leverage  Fund 

9.0 

67.0 

none 

22.3 

237.9 

none 

2.50 

C 

D 

Herold  Fund 

2.0 

18.0 

none 

2.1 

10.5 

t 

2.49 

3 

Q 

Istel  Fund 

7  n 

1  1  7 

ii./ 

A  1 

1        .  1 

none 

B 

F 

Ivest  Fund 

3.1 

30.4 

2.6 

161.4 

18.0 

none 

1.00 

C 

F 

Ivy  Fund 

1.5 

21.4 

3.5 

55.5 

32.5 

none 

1.26 

A 

•A 

Janus  Fund 

— * 

63.8 

0.9 

38.4 

69.9 

none 

1.59 

A 

•C 

Lexington  Growth  Fund 

 * 

30.2 

2.9 

19.0 

18.8 

none 

1.39 

Q 

rj 

Lexington  Research  Fund 

D.O 

1  0 
z.y 

i  n  o 

none 

l.Ul 

B 

F 

Loomis-Sayles  Capital  Development  Fund 

7.1 

51.0 

1.9 

70.7 

41.7 

none 

0.76 

C 

D 

Mairs  &  Power  Growth  Fund 

5.0 

11.7 

3.6 

14.3 

10.9 

none 

0.94 

C 

F 

Manhattan  Fund 

-4.6 

20.5 

2.4 

62.4 

17.7 

none 

1.70 

C 

D 

Horace  Mann  Fund 

5.9 

29.3 

1.8 

70.1 

9.7 

none 

0.81 

A 

C 

Mathers  Fund 

10.7 

20.8 

4.4 

223.8 

40.1 

none 

0.65 

g 

W  L  Morgan  Growth  Fund 

 * 

Z.  j 

Zj  1 .0 

1  1  ft 

Z  l  .0 

none 

u.oo 

B 

A 

Mutual  Shares 

13.2 

20.5 

4.9 

133.2 

22.5 

none 

0.80 

B 

A 

Naess  &  Thomas  Special  Fund 

9.4 

56.5 

0.8 

16.2 

31.7 

none 

1.45 

C 

B 

National  Aviation  &  Technology 

8.5 

36.1 

2.6 

102.6 

31.4 

none 

1.18 

B 

F 

National  Industries  Fund 

4.1 

14.3 

2.7 

31.2 

9.5 

none 

0.83 

C 

F 

Neuwirth  Fund 

1.7 

34.7 

1.7 

15.5 

21.1 

none 

1.50 

B 

rj 

Newton  Growth  Fund 

Al  1 

1  1 

1  7  7 

If./ 

JJ.  1 

none 

1  11 

A 

•C 

Nicholas  Fund 

* 

43.4 

2.7 

63.4 

32.9 

none 

1.06 

•  D 

•  D 

North  Star  Stock  Fund 

23.6 

4.4 

16.4 

59.2 

none 

0.80 

A 

C 

Omega  Fund 

7.8 

33.4 

0.9 

36.5 

22.1 

none 

1.50 

D 

D 

The  One  Hundred  Fund 

0.6 

36.7 

1.1 

13.2 

17.9 

none 

1.68 

D 

B 

The  One  Hundred  &  One  Fund 

4.4 

13.4 

5.4 

1.1 

0.0 

none 

2.00 

B 

D 

The  One  William  Street  Fund 

6.5 

21.0 

4.1 

302.9 

13.1 

none 

0.57 

D 

D 

Penn  Square  Mutual  Fund 

7.1 

20.7 

5.1 

160.6 

9.2 

none 

0.65 

B 

D 

Pennsylvania  Mutual  Fund 

-1.2 

49.1 

2.0 

37.2 

10.4 

none 

1.84 

age? 

C 

Pilot  Fund 

5.0 

35.1 

2.3 

63.9 

261.0 

none 

1.31 

D 

c  r 

Pine  Street  Fund 

7.2 

13.1 

4.7 

43.2 

6.7 

none 

1.00 

B 

F 

T  Rowe  Price  Growth  Stock  Fund 

3.6 

15.1 

3.6 

1,028.4 

11.9 

none 

0.49 

A 

•C 

T  Rowe  Price  New  Era  Fund12 

 * 

20.2 

3.4 

492.1 

20.2 

none 

0.63 

A+ 

D 

T  Rowe  Price  New  Horizons  Fund" 

7.5 

45.6 

2.5 

983.6 

52.5 

none 

0.54 

D 

D 

PRO  Fund 

1.3 

17.2 

3.9 

43.1 

8.8 

none 

1.27 

D 

F 

Revere  Fund 

-3.4 

18.7 

2.3 

4.7 

-4.1 

none 

2.50 

C 

.  G? 

SAFECO  Equity  Fund 

8.1 

22.0 

4.8 

37.1 

15.6 

none 

0.61 

B 

D 

SAFECO  Growth  Fund 

6.3 

32.8 

3.2 

46.5 

33.2 

none 

0.60 

•Fund  rated  for  rsvo  periods  only;  maximum  allowable  rating  A.  'Fund  not  in  operation  for  full  period  tFund  not  currently  selling  new  shares;  existing  shares  traded  over-the- 

counier.  "Formerly  Rowe  Price  New  Era  Fund.  "'Formerly  Rowe  Price  New  Horizons. 
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»rformance 

in  in 
UP  DOWN 
irkets  markets 


Investment  results 

Average  Latest  12  months 
annual  return  return 
total  from  from 

return  capital  income 

1968-81  growth  dividends 


Total  assets 


6/30/81 
(millions! 


%  change 
'81  vs.  '80 


Maximum 

sales 
charge 


Annual 

expenses 
per $100 


Standard  &  Poor's  500  stock  average  5.7%  14.9%  4.9% 

Forbes  stock  fund  composite  5.8%  25.2%  3.4% 

Forbes  balanced  fund  composite  4.7%  3.0%  8.3% 

FoRBEsbondandpreferredstockfundcomposite  3.6%  -13.4%  12.5% 


Stock  funds  (no  load) 


Group  averages 
5.3%  27.3% 


2.8% 


D 

•B 

SAFECO  Income  Fund 

 * 

15.7% 

6.9% 

$  17.1 

200.0 

none 

$0.81 

C 

D 

Schuster  Fund 

4.2% 

28.4 

1.5 

13.5 

9.8 

none 

1.52 

C 

D 

Scudder  Common  Stock  Fund 

4.9 

19.7 

3.6 

157.3 

17.6 

none 

0.75 

»A 

•C 

Scudder  Development  Fund 

* 

54.1 

1.0 

80.0 

77.0 

none 

1.20 

B 

F 

Scudder  Special  Fund 

3.9 

28.2 

2.2 

121.1 

22.2 

none 

0.81 

D 

D 

Selected  American  Shares 

1.6 

4.8 

6.3 

77.3 

-8.4 

none 

0.89 

D 

D 

Selected  Special  Shares 

1.6 

12.1 

3.8 

34.2 

-2.8 

none 

1.03 

.C 

•A 

Sequoia  Fund 

* 

26.5 

3.8 

113.1 

38.4 

none 

1.20 

B 

A 

Sherman,  Dean  Fund 

6.0 

3.4 

none 

8.0 

6.7 

none 

1.61 

D 

F 

Steadman  American  Industry  Fund  Trust 

-4.5 

19.6 

none 

15.3 

4.8 

none 

3.30 

D 

C 

Steadman  Investment  Fund 

1.9 

157 

1.8 

16.9 

-0.6 

none 

2.20 

C 

c 

Steadman  Oceanographic  Tech  &  Growth  Fund 

1.6 

16.2 

3.4 

10.1 

4.1 

none 

3.16 

A+ 

D 

Stein  Roe  &  Farnham  Capital  Opportunities  Fund 

9.5 

30.6 

0.9 

126.1 

111.9 

none 

0.84 

A 

F 

Stein  Roe  &  Farnham  Stock  Fund 

5.5 

27.8 

1.9 

201.7 

27.7 

none 

0.59 

B 

•C 

Tudor  Fund 

* 

49.3 

0.8 

19.9 

54.3 

none 

1.80 

A+ 

D 

Twentieth  Century  Growth  Investors 

14.2 

63.2 

none 

255.9 

223.1 

none 

1.24 

A 

A 

Twentieth  Century  Select  Investors 

13.9 

53.1 

0.6 

29.4 

286.8 

none 

1.24 

C 

C 

Variable  Stock  Fund 

5.4 

25.1 

3.2 

5.8 

18.4 

none 

1.14 

A+ 

C 

Weingarten  Equity  Fund 

10.7 

36.6 

0.7 

46.7 

53.6 

none 

1.40 

C 

B 

Windsor  Fund 

9.8 

27.6 

5.3 

976.8 

29.1 

none 

0.64 

Stock  funds  (closed  end) 


Group  averages 
7.9%  23.6% 


4.4% 


%  prem(  +  ) 
or  disci-] 


C 

B 

The  Adams  Express  Company 

9.2% 

20.4% 

6.2% 

$307.7 

18.4 

-19.3 

$0.48 

B 

A  + 

ASA  Limited 

19.2 

-25.0 

16.2 

487.0 

-25.0 

-15.0 

0.19 

C 

•B 

Baker,  Fentress  &  Co 

* 

24.2 

3.6 

278.0 

23.3 

-26.2 

0.50 

D 

C 

Carriers  &  General  Corp 

6.5 

11.8 

5.5 

21.4 

7.0 

-6.5 

1.24 

B 

F 

Central  Securities 

5.8 

32.2 

6.4 

71.8 

17.5 

-28.4 

0.80 

B 

A 

Claremont  Capital 

4.9 

40.0 

3.1 

35.6 

39.6 

-25.3 

1.18 

C 

F 

Consolidated  Investment  Trust 

4.3 

10.6 

5.2 

45.6 

2.9 

-2.7 

0.38 

D 

•C 

Energy  &  Utility  Shares 

-5.6 

10.1 

10.5 

-5.4 

-8.0 

1.55 

A+ 

C 

General  American  Investors 

10.8 

45.1 

2.3 

220.0 

35.4 

-5.9 

1.32 

D 

•C 

Highland  Capital  Corp 

 * 

57.4 

none 

20.1 

57.0 

-38.7 

3.25 

C 

A+ 

The  Japan  Fund 

20.2 

45.3 

1.4 

246.1 

39.8 

-25.1 

0.72 

B 

D 

The  Lehman  Corp 

8.0 

23.0 

4.5 

611.3 

13.9 

-9.5 

0.43 

B 

B 

Madison  Fund 

10.8 

24.5 

4.3 

604.9 

10.6 

-22.0 

0.89 

A+ 

C 

Niagara  Share  Corp 

9.9 

25.1 

2.5 

175.1 

16.8 

-5.3 

0.85 

D 

F 

OTF  Equities 

-7.5 

-8.0 

none 

0.8 

-11.1 

-15.5 

16.10 

A+ 

B 

Petroleum  &  Resources  Corp 

12.8 

6.6 

4.2 

257.3 

5.1 

-11.5 

0.40 

C 

•A 

Source  Capital 

24.3 

6.3 

222.5 

10.7 

-15.6 

1.04 

A+ 

•F 

Spectra  Fund 

56.9 

none 

3.7 

54.2 

-56.6 

4.19 

D 

C 

Sterling  Capital  Corp'4 

-4.3 

45.4 

1.3 

17.4 

45.0 

-35.3 

2.47 

B 

D 

Tri-Continental  Corp 

7.8 

22.7 

5.1 

845.0 

18.5 

-22.9 

0.40 

B 

C 

U  S  &  Foreign  Securities 

7.3 

19.4 

4.7 

167.4 

16.5 

-23.4 

1.00 

Funds  for  investing  abroad 

9.5% 

Group  averages 
11.9% 

3.9% 

Maximum 

sales 
charge 

c 

C 

Canadian  Fund 

7.6% 

8.4% 

3.3% 

$  28.4 

4.8 

8.50% 

$  1.18 

A 

A+ 

International  Investors 

18.7 

-11.6 

8.5 

266.6 

8.0 

8.50 

0.88 

C 

F 

Keystone  International  Fund 

-0.5 

17.4 

4.6 

37.9 

3.3 

8.50 

0.78 

;und  rated  for  two  periods  only;  maximum  allowable  rating  A.  'Fund  not  in  operation  for  lull  period   '"Formerly  The  Value  Line  Development  Capital  Corp 
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1981  Fund  Ratings 


A 

TV? 

Investment  results 

Average         Latest  12  months 

PerforoillllCe  annual        return  return 

in  in  total  from  from   Total  assets   Maximum  Annua 

UP         DOWN                                                                       return  capital     •  income  6/30/81      %  change       sales  expense 

markets      markets                                                                          1968-81  growth      dividends  (millions)    '81  vs. '80      charge       per  $101 


Standard  &  Poor's  500  stock  average 

5.7% 

14.9% 

4.9% 

Forbes  stock  fund  composite 

5.8% 

25.2% 

3.4% 

Forbes  balanced  fund  composite 

4.7% 

3.0% 

8.3% 

Forbes  bond  and  preferred  stock  fund  composite 

3.6% 

-13.4% 

12.5% 

Funds  for  investing  abroad 

Group  averages 

9.5% 

11.9% 

3.9% 

B  F  Putnam  International  Equities                                  2.8%  17.9%  3.9%  $  42.0  7.7          8.50%  $1.57 

D  B  Scudder  International  Fund                                    7.0  4.5  3.1  56.3  66.1  none  1.15 

B  A+  Templeton  Growth  Fund  19.2  20.7  1.9  646.8  55.9          8.50  0.75 

C  A  Transatlantic  Fund  12.0  26.3  2.1  40.6  43.0  none  1.12 


Group  averages 

Balanced  funds  (load)  5.0%     2.1%  8.4% 


c 

D 

American  Balanced  Fund 

4.y% 

o.l/o 

/  .2/0 

(t    OiC  7 

3>  yo./ 

1  1 
— l.d 

0  crw/ 
0.3U7o 

A 

c 

American  General  Harbor  Fund'5 

7.2 

17.1 

5.6 

129.4 

20.9 

8.50 

0.75 

c 

c 

Axe-Houghton  Fund  B 

4.8 

7.6 

5.5 

159.9 

-5.1 

8.00 

0.7C 

c 

F 

Boston  Foundation  Fund 

3.8 

1.6 

8.4 

25.4 

-2.7 

8.50 

1.51 

D 

B 

CG  Income  Fund 

2.7 

-13.8 

12.4 

168.1 

-14.0 

7.50 

0.70 

B 

F 

The  Colonial  Fund 

3.6 

8.8 

5.3 

64.4 

—4.3 

8.50 

0.87 

c 

c 

Composite  Bond  &  Stock  Fund 

5.8 

7.8 

6.8 

20.0 

8.1 

7.00 

0.92 

B 

D 

Eaton  &  Howard  Balanced  Fund 

4.3 

3.4 

6.2 

71.7 

-9.6 

7.25 

0.67 

D 

B 

Eaton  &  Howard  Income  Fund 

3.7 

-15.5 

12.2 

19.0 

-20.2 

7.25 

0.88 

c 

A 

Franklin  Custodian  Funds  Income  Series  Shares 

7.4 

-7.7 

10.8 

36.0 

-4.8 

7.25 

0.96 

B 

•F 

|ohn  Hancock  Balanced  Fund 

-0.7 

6.7 

11.1 

-0.9 

8.00 

1.15 

•C 

•C 

Income  Fund  of  America 

 * 

8.1 

7.5 

236.0 

-0.5 

8.50 

0.67 

B 

D 

Invpttnr*.  Miiin.il 

4.3 

2.4 

7.1 

1  209.8 

-14.2 

8.00 

0.58 

A+ 

c 

Kemper  Total  Return  Fund 

1 1.0 

29.5 

4.7 

100.3 

80.4 

8.50 

0.64 

D 

C 

Keystone  Custodian  Funds — K-l 

5.1 

2.3 

8.4 

65.8 

16.7 

8.50 

0.64 

D 

B 

Lord  Abbett  Income  Fund 

5.2 

-7.8 

11.0 

30.8 

-8.9 

7.25 

1.22 

D 

A 

Magna  Income  Trust 

4.2 

-12.4 

12.8 

6.8 

-8.1 

7.25 

1.36 

A  + 

D 

Massachusetts  Fund 

5.4 

5.0 

5.9 

194.6 

-1.8 

8.50 

0.57 

•C 

•D 

Mass  Income  Development  Fund 

 * 

6.0 

7.7 

188.7 

-3.9 

7.25 

0.73 

D 

C 

Mutual  of  Omaha  Income  Fund 

4.5 

-7.3 

11.2 

26.8 

15.0 

8.00 

1.01 

B 

D 

Nation- Wide  Securities 

5.9 

2.5 

6.6 

37.5 

-8.5 

8.50 

1.02 

National  Securities 

C 

F 

Balanced  Fund 

3.5 

4.3 

6.3 

2.0 

-4.8 

7.25 

0.75 

A 

C 

Dividend  Fund 

7.5 

17.5 

5.9 

94.3 

7.9 

7.25 

0.73 

C 

B 

Income  Fund 

7.2 

8.3 

7.7 

55.6 

-0.7 

7.25 

0.74 

•D 

•C 

Oppenheimer  Income  Fund  of  Boston 

-3.7 

9.0 

36.6 

-14.7 

8.50 

1.33 

n 

D 

Provident  Fund  for  Income 

4.9 

7.6 

7.5 

102.6 

-9.5 

7.25 

0.87 

•A 

•D 

Putnam  Convertible  Fund 

* 

22.5 

6.2 

19.0 

11.1 

8.50 

1.19 

A 

F 

The  George  Putnam  Fund  of  Boston 

5.8 

6.6 

7.3 

251.0 

-1.4 

8.50 

0.58 

D 

B 

Putnam  Income  Fund 

3.0 

-15.7 

11.9 

127.0 

-21.5 

6.75 

0.79 

D 

B 

Sentinel  Balanced  Fund 

5.9 

-1.4 

8.2 

11.4 

-12.3 

8.50 

0.95 

•D 

•A 

Shearson  Income  Fund 

* 

-9.6 

9.8 

5.0 

-16.7 

6.50 

1.30 

C 

C 

Sigma  Trust  Shares 

5.0 

0.7 

7.6 

23.6 

-2.5 

8.50 

1.02 

A 

•F 

SoGen  International  Fund 

5.8 

18.2 

25.4 

31.6 

4.50 

1.40 

C 

F 

Southwestern  Investors  Income  Fund 

-4.1 

-12.9 

10.4 

3.4 

13.3 

7.50 

1.39 

D 

•B 

Transamerica  Investors  Fund 

 * 

-12.5 

10.0 

4.0 

-18.4 

8.00 

1.50 

B 

B 

Union  Income  Fund 

6.6 

0.8 

9.1 

60.7 

-7.6 

7.25 

0.64 

•B 

•F 

United  Continental  Income  Fund 

* 

8.2 

6.6 

45.8 

-5.0 

8.50 

0.89 

A 

D 

Vance,  Sanders  Investors  Fund 

6.2 

8.8 

6.2 

138.0 

0.9 

8.50 

0.70 

oFund  rated  for  two  periods  onlv;  maximum  allowable  rating  A  'Fund  not  in  operation  for  full  period  lsFormerlv  Harbor  Fund 
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INFLATION 


Inflation  and  changing  social  values  can  create  perplexing 
problems  for  both  insurers  and  reinsurers. 

Old  methods  may  not  work.  Changing  times  require 
flexibility,  agility  and  anticipation. 

The  underwriting  and  reserving  practices  of  General  Re  are 
designed  to  anticipate  change  so  we  can  respond  and  fulfill 
the  reinsurance  needs  of  our  clients. 


General  Re 

America's  Largest  Reinsurer 


©1981  General  Reinsurance  Corporation.  600  Steamboat  Road.  Greenwich.  Connecticut  06830  (203)  622-4000 


ITS  8500  PEOPLE  ACROSS  THE 
COUNTRY  WHO  THINK  "NO" 

IS  A  NEGATIVE  WORD. 


It's  so  easy  to  say  no. 

Especially  when  someone  wants  to  borrow  millions  of 
dollars  to  back  an  idea  that  seems  a  bit  unconventional. 

But  no  leads  nowhere.  Nothing  gets  done. 

At  General  Electric  Credit  Corporation,  we've  learned 
how  much  more  enterprise  it  takes  not  to  say  no. 

It  takes  understanding  an  industry's  every  facet.  So 
that  we  can  structure  even  the  most  complex  lease  or  loan 
with  a  real  grasp  of  the  subtleties. 

It  takes  having  the  imagination  and  perseverance  to 
try  to  find  a  way  when  there  seems  to  be  no  way. 

No  is  a  word  we  struggle  not  to  say.  But  it's  a  struggle 
that  gets  things  done. 

And  that's  exactly  what  we've  helped  thousands  of 
aggressive  companies  (including  many  of  the  FORTUNE 
500)  do  over  the  last  50  years. 

This  kind  of  positive  thinking  has  helped  make  us  a 
leader  in  commercial  and  industrial  leasing,  as  well  as  real- 
estate  and  consumer  financing. 

This  year,  well  have  over  9  billion  dollars  in  earning 
assets  backed  by  over  8500  enterprising  people. 

People  who  know  just  how  much  is  possible  if  you 
can  get  rid  of  the  word  no. 

For  more  information  call  us  at  203-357-6666. 


General 
Electric 
Credit 


CORPORATION 


WE  BRING  GOOD  THINGS  TO  LIFE. 


Ill 


West 


9 


your  crane  plant  is  ready. 


In  record  time  and  15%  under 
budget! 

John  West,  President  of  The 
Manitowoc  Company,  is  an  engineer 
by  training,  a  hands-on  manager 
by  inclination.  That's  why  the  crane 
plant  we  turnkeyed  for  his  company 
came  in  in  record  time,  15%  under 
budget. 

We're  The  H.  K.  Ferguson  Com- 
pany, a  subsidiary  of  Morrison- 
Knudsen,  and  we  specialize  in 
complex  projects  for  industrial  com- 
panies, projects  that  place  a  premium 
on  engineering,  management  and 
teamwork,  like  Manitowoc's  crane 
plant. 

Three  engineers  led  the  way  — 
John  West;  Manitowoc's  Project 
Supervisor,  Clem  Reinhardt;  and 
HKF's  Project  Manager,  Larry 
Connolly.  Clem  and  Larry  worked 
up  value  engineering  options, 
agreed  on  a  recommendation  and 
reviewed  with  John  West. 

Together,  the  trio  turned  a  hundred 


acre  field  into  a  beautifully  synchro- 
nized plant  whose  five  giant  buildings 
(assembly,  boom  fabrication,  paint 
and  block,  boiler  and  warehouse) 
feed  each  other  like  a  championship 
basketball  team. 

The  five  buildings  consumed  2.500 
tons  of  structural  steel,  350,000 
square  feet  of  floor  space  and  3.5 
miles  of  pipe— from  three  to  1 2  inches 
in  diameter.  It's  a  sophisticated  set-up. 

Demand  for  Manitowoc's  cranes 
created  enormous  time  pressures, 
which  meant  designing  and  building 
simultaneously,  procuring  early  and 
carefully,  and  staying  flexible  enough 


to  handle  the  inevitable  surprises 
We  expedited,'  says  Clem 

"You  understate,  replies  Larry 
who  adds  with  parental  pride,  "I've 
spent  25  years  in  this  business,  and 
I've  never  seen  a  smoother  project 
No  false  starts.  No  overtime.  It  was 
textbook,  because  John  and  Clem 
knew  exactly  what  they  wanted:' 

And  Larry  Connolly  knew  exactly 
how  to  deliver  it. 

If  you  re  planning  a  project,  and 
you'd  like  it  delivered  in  record  time 
and  under  budget,  call  Morrison- 
Knudsen's  CEO  Bill  McMurren, 
(208)  386-6700,  and  he'll  get  the 
right  people  to  your  office  PDQ 

They'll  take  no  more  than  a  half 
hour,  and  they'll  tell  you  how  M-K 
can  shave  dollars  and  days  off  your 
project. 

Just  as  they  did  for  Mr  West's. 

R  S.  If  you  have  a  yen  for  a  really 
challenging  job,  mail  your  resume  to 
Tom  Snediker.  M-K  Personnel 
Director. 


MORRISON-KNUDSEN  COMPANY,  INC. 

Boise.  Idaho  83729 


Engineers.  Builders  Developers.  Managers.  Equal  Opportunity  Employers 
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Investment  results 

Average  Latest  12  months 
annual         return  return 

total           from           from  Total  assets           Maximum  Annual 

return         capital        income  6/30/81       %  change        sales  expenses 

1968-81        growth      dividends  (millions)    '81  vs. '80      charge       per  $100 


Standard  &  Poor's  500  stock  average 

5.7% 

14.9% 

4.9% 

FftDRFC  ctnrlf  riitnH  rnrrinMtito 
M  URDtJ  5lU\.r\  lulIU  L  U  111  l)y)Sl  I C 

5  R°/ 

ilj.i  /o 

1  AO/ 
5. 4  /o 

Forbes  balanced  fund  composite 

4.7% 

3.0% 

8.3% 

Forbes  bond  and  preferred  stock  fund  composite 

3.6% 

-13.4% 

12.5% 

Balanced  funds  (no  load) 

Group  averages 

3.4% 

-1.0% 

8.6% 

A 

F 

Commerce  income  Shares 

3.2% 

5.7% 

8.8% 

$  50.4 

-0.2 

$1 .06 

B 

D 

Dodge  &  Cox  Balanced  Fund 

5.2 

5.4 

6.4 

16.6 

-0.6 

none 

0.76 

•A 

The  Dreyfus  Special  Income  Fund 

1 .3 

8.8 

72.2 

-9.3 

none 

0.86 

B 

F 

Loomis-Sayles  Mutual  Fund 

4.0 

3.2 

6.6 

76.4 

— fi,  3 

—  Ll.O 

none 

>D 

•F 

Newton  Income  Fund 

* 

-1 1.0 

9.7 

5.3 

none 

1  .47 

c 

D 

Scudder  Income  Fund 

2.1 

-16.2 

13.1 

52.7 

—  1 1  n 

none 

U.OJ 

A+ 

F 

Stein  Roe  &  Farnham  Balanced  Fund 

3.9 

8.3 

3.6 

87.6 

-4.4 

none 

0.64 

B 

r 

Unified  Mutual  Shares 

i  5 

o.o 

y.u 

c  c 
D.D 

Q  1 

O.l 

none 

i  n 
1 .62. 

D 

•B 

Welleslev  Income  Fund 

-3.1 

10.4 

95.5 

-1 1.7 

0.63 

B 

D 

Wellington  Fund 

4.9 

4.4 

7.8 

572.3 

-6.0 

none 

0.54 

C 

F 

Wisconsin  Income  Fund 

0.2 

-18.4 

13.4 

10.6 

-19.1 

none 

0.99 

Balanced  funds  (closed  end) 

Group  averages 

%  prem(  +  ) 

22.8% 

6.4% 

nr  ni *ip(  1 

»A 

•D 

American  General  Convertible  Securities 

* 

29.1% 

5.4% 

$  99.9 

23.2 

-9.8 

$0.83 

,A 

•C 

Bancroft  Convertible  Fund 

 * 

25.6 

5.6 

72.0 

23.9 

-14.8 

1.20 

»B 

•C 

Castle  Convertible  Fund 

16.8 

7.9 

28.8 

12.9 

-15.9 

1.47 

,B 

•D 

Chase  Convertible  Fund  of  Boston 

 * 

19.7 

6.6 

85.7 

18.2 

-9.9 

0.92 

Bond  and  preferred  stock 

Maximum 

Group  averages 

sales 

Jot  rated 

funds  (load) 

4.3% 

-13.0% 

12.4% 

charge 

American  General  Capital  Bond  Fund 

* 

—  i  j.y  io 

1  1  10/ 

1  Z.o  /o 

o  oo.o 

—  L  D.U 

O.oU  /o 

tn  on 
3>u.yu 

Axe-Houghton  Income  Fund 

1.1% 

-9.1 

10.0 

32.4 

-15.6 

8.00 

0.99 

Colonial  High  Yield  Securities 

-13.7 

14.0 

39.6 

20.4 

8.50 

1.12 

Colonial  Income  Fund 

 *  - 

-17.4 

13.4 

160.1 

-23.4 

8.50 

0.73 

Delchester  Bond  Fund 

* 

-20.1 

13.4 

24.3 

-15.9 

8.50 

0.83 

First  Investors  Fund  for  Income 

 . 

-8.6 

12.8 

569.2 

-2.3 

8.50 

0.91 

Franklin  Custodian — U.S.  Govt  Series 

• 

in  i 

—  ZU.  1 

1 1  i 

Q  7 
o.  f 

AA  Q 
— 44. y 

7  0  5 

n  o/i 

Investors  Selective  Fund 

5.2 

-17.6 

13.1 

517.8 

-10.3 

7.00 

0.54 

Keystone  Custodian  Funds 

B-l 

4.8 

-14.8 

12.3 

46.4 

-22.8 

4.25 

0.30 

B-2 

6.0 

-6.6 

12.0 

73.4 

37.7 

8.50 

0.64 

B-4 

6.4 

-4.8 

12.5 

383.2 

-8.3 

8.50 

0.62 

Lord  Abbett  Bond  Debenture  Fund 

— 

-2.7 

9.9 

174.5 

-9.2 

8.50 

0.72 

National  Securities 

Bond  Fund 

2.9 

-15.7 

13.6 

1 12.1 

-15.8 

7.25 

0.73 

Preferred  Fund 

4.4 

-6.0 

10.4 

3.0 

-9.1 

7.25 

0.80 

Sentinel  Bond  Fund 

-16.4 

12.9 

8.7 

-9.4 

8.50 

0.93 

United  Bond  Fund 

3.9 

-18.6 

13.7 

218.4 

-17.1 

8.50 

0.52 

Bond  and  preferred  stock 

Group  averages 

lot  rated 

funds  (no  load) 

2.2% 

-14.1% 

11.5% 

Alpha  Income  Fund 

 * 

-17.2% 

1 1 .6% 

$  4.3 

-10.4 

none 

$1.50 

Babson  (D  L)  Income  Trust 

1.3% 

-15.6 

11.9 

27.1 

-13.4 

none 

0.75 

Fidelity  Corporate  Bond  Fund 

 * 

-17.2 

13.5 

93.5 

-11.3 

none 

0.71 

Fund  for  U  S  Govt  Securities 

* 

-19.8 

10.5 

52.9 

-25.6 

none 

1.45 

Liberty  Fund 

-0.6 

-13.1 

12.7 

8.4 

-15.2 

none 

1.50 

Northeast  Investors  Trust 

4.5 

-17.2 

13.3 

127.0 

-19.1 

none 

0.66 

Steadman  Associated  Fund 

3.6 

1.1 

7.3 

34.7 

-8.9 

none 

1.80 

irformance 

in  in 
UP  DOWN 
irkets  markets 


;und  rated  tor  two  periods  only;  maximum  allowable  rating  A  "Fund  not  in  operation  for  full  period 
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1981  Fund  Ratings 


Investment  results 


Average 
annual 
total 
return 

1968-81 


Latest  12  months 


return 
from 
capital 
growth 


return 
from 
>  income 
dividends 


Total  assets 


6/30/81 
Imillions) 


%  changt- 
'S  1  vs.  '80 


%prem(  +  ] 
or  disc(-) 


Standard  &  Poor's  500  stock  average  5.7%  14.9%  4.9% 

Forbes  stock  fund  composite  5.8%  25.2%  3.4% 

Forbes  balanced  fund  composite  4.7%  3.0%  8.3% 

FoRBEsbond  and  preferred  stock  fund  composite  3.6%  -13.4%  12.5% 


Not  rated 


Bond  and  preferred  stock 
funds  (closed  end) 


Group  averages 

-13.6%  13.1% 


American  General  Bond  Fund 
Drexel  Bond-Debenture  Trading  Fund 
Federated  Income  &  Private  Placement  Fund 
Fort  Dearborn  Income  Securities 
John  Hancock  Investors 

 * 

• 

 * 

* 

 * 

-16.2% 

-19.7 

-12.7 

-21.9 

-14.3 

12.3% 

12.7 

13.6 

13.1 

13.3 

$160.3 
35.8 
36.8 
69.4 
102.6 

-15.9 
-19.4 
-12.6 
-21.9 
-12.9 

+  1.1 
+  5.6 
-5.6 
-8.0 
-8.9 

$0.86 
1.99 
1.53 
0.79 
0.74 

Independence  Square  Income  Securities 
Lincoln  National  Direct  Placement  Fund 
MassMutual  Corporate  Investors 
MassMutual  Income  Investors 
Mutual  of  Omaha  Interest  Shares 

* 

 * 

* 

 * 

-19.0 
2.1 
7.8 
-15.8 
-15.1 

13.2 
12.2 
12.2 
13.4 
13.1 

24.2 
50.8 
94.8 
101.6 
69.5 

-18.2 
2.0 
5.9 
-15.8 
-13.7 

-1.1 
-21.6 
-35.0 
-6.2 
-3.4 

1.10 
0.97 
1.11 
1. 10 
0.82 

Paul  Revere  Investors 
St  Paul  Securities 
Transamerica  Income  Shares 
USLIFE  Income  Fund 
Vestaur  Securities 

* 

 * 

* 

 * 

—  O.O 

-16.8 
-19.3 
-17.5 
-17.0 

11  7 

\L.f 

12.5 
13.0 
14.4 
15.1 

J  /l  r 
,5(3.3 

86.8 
85.3 
41.2 
60.5 

— y.u 
-16.8 
-19.2 
-17.4 
-16.9 

— zu.z 
-3.0 
-1.2 
-7.7 
-3.6 

1    1  A. 
1  .  IO 

0.90 
0.70 
1.28 
1.00 

Not  rated 

Exchange  funds 

6.0% 

Group  averages 
22.8% 

3.4% 

Maximum 

sales 
charge 

Capital  Exchange  Fund 
Depositors  Fund  of  Boston 
Diversification  Fund 
Exchange  Fund  of  Boston 

6.3% 
5.0 
5.8 
6.1 

21.9% 
21.0 
19.9 
21.8 

3.3% 
3.3 
3.5 
3.4 

$63.3 
55.7 
59.4 
50.3 

16.2 
11.0 
10.6 
11.0 

none 
none 
none 
none 

$0.64 
0.65 
0.64 
0.65 

Federal  Street  Fund 
Fidelity  Congress  Street  Fund"- 
Fiduciary  Exchange  Fund 
Second  Fiduciary  Exchange  Fund 

6.4 

5.7 
6.5 
6.0 

24.2 
20.8 
28.4 
24.4 

3.1 
3.8 
3.0 

3.6 

249.4 
48.5 
47.7 
64.9 

18.2 
10.7 
17.2 
15.3 

none 
none 
none 
none 

0.55 
0.69 
0.67 
0.64 

Kind  of 
shares 

Dug]  nnranGa  fiin/lc 

1.0% 

Group  averages 
34.0% 

13.2% 

%  prem|  +  | 
or  disc|-| 

Capital 
Income 
Capital 
Income- 

Gemini  Fund 
Gemini  Fund 
Hemisphere  Fund 
Hemisphere  Fund 

8.9% 
-11.6 

41.5% 
68.9 

none 

21.0% 
none 

10.1 

$89.5 
21.3 

28.2 
9.2 

-15.8 
+  29.6 
+  27.5 
-31.1 

$0.71 
1.13 

Capital 
Income 
Capital 
Income 

Income  &  Capital  Shares 
Income  &  Capital  Shares 
Leverage  Fund  of  Boston 
Leverage  Fund  of  Boston 

-2.9 
5.9 

22.2 

36.5 

none 
14.9 

none 
12.5 

34.8 
89.9 

10.5 
21.5 

-11.0 
-6.2 
-8.0 

-5.5 

0.75 
0.59 

Capital 
Income 
Capital 
Income- 
Capital 
Income 

Putnam  Duofund 

Putnam  Duofund 

Scudder  Duo- Vest 

Scudder  Duo- Vest 

Scudder  Duo-Vest  Exchange  Fund 

Scudder  Duo-Vest  Exchange  Fund 

3.0 

2.5 
1.4 

24.1 
24.3 
20.2 

none 
11.7 

none 
12.2 

none 
10.0 

40.7 
137.1 
23.4 

9.7 
14.4 

5.9 

-13.3 
-7.5 
-8.2 
-7.7 
-20.0 
+  10.3 

0.82 
0.67 
0.86 

Type  of 
fund 

New  funds** 

Date 
started 

Maximum 

sales 
charge 

Bond 

Aetna  Income  Shares 

5/73 

-14.6% 

12.6% 

$38.5 

-2.8 

none 

$0.25 

Bond 
Bond 


Age  High  Income  Fund 
Alliance  Bond  Fund 


5/79 
973 


-12.7 
-17.6 


13.9 
13.3 


8.1 
14.3 


17.4 
-19.7 


7.25% 
none 


•Fund  not  in  operation  for  full  period  "Funds  which  were  not  offered  to  the  public  or  whose  assets  did  not  exceed  $2  million  before  January  11, 1973.  1  formerly  Congress 
Street  Fund 
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Investment  results 

Latest  12  months 

return 

return 

Type  of 

from 

from 

Total  assets 

fVa  'ivi m  1 1 m 
.'1,1.1111 mil 

A  n  n  1 1  1 
•  \  i  1  1 1  Udl 

Date 

capital 

income 

6/30/81 

%  change 

sales 

expenses 

fund 

started 

growth 

dividends 

(millions) 

'81  vs.  '80 

charge 

per $100 

Standard  &  Poor's  500  stock  average 

14.9% 

4.9% 

Forbes  stock  fund  composite 

25.2% 

3.4% 

Forbes  balanced  fund  composite 

3.0% 

8.3% 

FoRBEsbond  and  preferred  stock  fund  composite 

-13.4% 

12.5% 

New  funds** 

xhange 

American  General  Exchange  Fund 

9/76 

14.7% 

2.4% 

$  57.1 

9.6 

none 

$0.78 

Bond 

American  General  High  Yield  Investments 

1 1/78 

-13.7 

14.0 

234.6 

-6.6 

6.75% 

0.90 

Bond 

American  Investors  Income  Fund 

1/76 

-1.9 

12.3 

16.0 

18.5 

none 

1.09 

Bond 

American  National  Bond  Fund 

8/78 

-11.5 

11.4 

3.3 

-35.3 

5.00 

1.00 

jtOCK 

American  National  Income  Fund 

5/70 

19.2 

6.2 

15.8 

43.6 

8.50 

0.90 

Stock 

Analytic  Optioned  Equity  Fund 

7/78 

9.1 

7.1 

6.4 

255.6 

none 

1.50 

Bond 

Bond  Fund  of  America 

5/74 

-14.4 

13.1 

164.7 

-8.7 

8.50 

0.72 

Bond 

Boston  Company  Income  Fund17 

8/79 

-8.9 

8.0 

2.6 

-16.1 

none 

1.24 

ond(C) 

Bunker  Hill  Income  Securities 

10/73 

-18.6 

13.6 

40.5 

-18.5 

none 

0.90 

nonu 

i_auiomia  rund  tor  inv  In  I  s  t>ovt  Sees 

DUO 

—  1  Z.U 

in/ 
11)6 

5.5 

—39.6 

none 

1 .84 

Bond 

Capital  Preservation  Treasury  Note  Trust 

6/80 

-7.0 

9.3 

6.3 

200.0 

none 

1.00 

Bond 

Chancellor  High  Yield  Fund 

5/79 

-13.1 

14.0 

61.8 

3.9 

6.75 

0.85 

Stock 

Chancellor  New  Decade  Growth  Fund 

9/80 

# 

# 

24.8 

6.75 

1.58 

change 

Chestnut  Street  Exchange  Fund 

9/76 

22.1 

3.4 

111.8 

17.7 

none 

0.68 

ona(v.,] 

Circle  Income  Shares 

6/  / 6 

—  1 8.2 

YL.I 

24.0 

- 1 7.8 

none 

0.75 

ock(C) 

CL  Assets 

1/73 

NM 

none 

14.6 

6.6 

none 

3.60 

ond(C) 

CNA  Income  Shares 

5/73 

-17.6 

14.2 

45.4 

-17.6 

none 

0.86 

Stock 

Colonial  Option  Income  Fund 

4/77 

9.5 

4.5 

212.9 

8.5 

8.50 

0.89 

Stock 

Colonial  Tax-Managed  Trust 

11/78 

12.1 

none 

100.7 

34.6 

8.50 

1.01 

Bond 

Composite  Income  Fund 

1  /7/ 

1//6 

— 2U.4 

1 1.8 

3.3 

-29.8 

7.00 

1 .08 

ilanced 

Convertible  Yield  Securities 

3/78 

25.1 

4.9 

25.3 

7.2 

6.50 

1.25 

ilanced 

Country  Capital  Income  Fund 

12/78 

-12.9 

10.4 

3.2 

-3.0 

5.00 

1.50 

ond(C) 

Current  Income  Shares 

4/73 

-19.7 

12.9 

31.2 

-19.8 

none 

1.00 

inced(C) 

Cyprus  Corp 

6/73 

-87.4 

none 

51.0 

261.7 

none 

2.68 

Bond 

Dreyfus  A  Bonds  Plus 

6/  ib 

o  o 

-y.8 

12.2 

16.6 

36. 1 

none 

1.00 

stock 

Dreyfus  Number  Nine 

2/72 

26.1 

1.2 

136.5 

142.0 

none 

1.10 

stock 

Eagle  Growth  Shares 

10/71 

24.1 

3.8 

5.0 

31.6 

8.50 

1.58 

stock 

Eberstadt  Energy-Resources  Fund 

7/80 

# 

# 

55.5 

8.50 

1.35 

stock 

Equitec  Fund 

5/77 

1.5 

9.5 

1.7 

-29.2 

t 

2.00 

stock 

The  Evergreen  Total  Return  Fund 

Q/7Q 

1  o  s 

C  1 
D.O 

lo.o 

or .L 

none 

1 .26 

Dnd|C) 

Excelsior  Income  Shares 

5/73 

-19.5 

12.8 

33.0 

-19.3 

none 

0.89 

stock 

Farm  Bureau  Growth  Fund 

7/71 

17.3 

5.1 

39.1 

20.7 

8.50 

0.85 

change 

Federated  Exchange  Fund 

1/77 

28.0 

2.6 

103.6 

18.1 

none 

0.95 

Bond 

Federated  High  Income  Securities 

12/77 

-15.0 

13.9 

57.9 

-6.0 

6.50 

1.14 

stock 

Federated  Option  Income  Fund 

6/77 

-5.0 

1 1.0 

15.7 

-17.8 

6.50 

1.61 

stock 

Fidelity  Asset  Investment  Trust 

10/78 

33.8 

0.6 

23.9 

102.5 

none 

1.50 

change 

Fidelity  Exchange  Fund 

12/76 

18.9 

3.4 

117.6 

13.2 

none 

0.64 

Bond 

Fidelity  Government  Securities  Fund  Ltd 

4/79 

-11.7 

13.2 

62.1 

31.3 

none 

0.92 

Bond 

Fidelity  High  Income  Fund18 

11/77 

-11.7 

14.7 

110.6 

10.1 

none 

0.90 

Bond 

Fidelity  Thrift  Trust 

5/75 

-8.7 

13.6 

51.9 

1 1.6 

none 

0.76 

Bond 

Financial  Bond  Shares 

1/77 

-9.6 

12.4 

3.4 

-2.9 

none 

0.00 

stock 

Finomic  Investment  Fund 

6/72 

59.5 

0.5 

3.2 

255.6 

none 

1.50 

Bond 

First  Investors  Bond  Appreciation  Fund 

5/78 

8.4 

9.3 

39.5 

24.6 

7.25 

1.14 

stock 

The  44  Wall  Street  Equity  Fund 

10/80 

# 

# 

28.0 

8.50 

NA 

Abroad 

G  T  Pacific  Fund 

1/77 

49.2 

0.2 

14.7 

59.8 

t 

1.50 

stock 

Gateway  Option  Income  Fund 

12/77 

11.3 

3.9 

20.2 

36.5 

none 

1.50 

stock 

Gintel  Fund 

6/81 

# 

# 

13.1 

none 

NA 

stock 

Golconda  Investors 

9/58 

-0.9 

none 

7.7 

51.0 

none 

2.00 

stock 

Edson  Gould  Fund 

12/76 

41.6 

none 

4.3 

22.9 

6.50 

2.47 

lanced 

GPM  Fund 

2/46 

16.3 

4.9 

2.4 

-7.7 

8.00 

1.50 

unds  which  were  not  offered  tothepublicorwho.se  assets  did  not  exceed  $2  million  before  January  1 1 , 1973  *Fund  not  in  operation  for  full  period  t  Fund  not  currently  selling 

v  shares,  existing  shares  traded  over-the-counter.  "Formerly  Johnston  IncomeFund.  1 

"Formerly  Fidelity  Aggressive  Fund  ( C )  Closed-end  investment  company.  NA  Not 

liable.  NM  Not  meaningful 
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In 1980,  the  worlds 
leading  importers  purchased 
20  billion  dollars  worth 
of  Brazilian  products. 
And,  for  good  reasons. 


Wouldn't  you  have  confidence  in  the  products 
of  a  country  which  boasts  an  annual  average  growth 
rate  of  6.6  %,  a  gross  national  product  amounting 
to  208. 1  billion  dollars,  a  population  comprised 
mainly  of  young  people,  and  an  active  work  force 
of  3 5  million? 

The  world's  leading  international  importers 
certainly  do.  And  that's  why  they  purchase  products 
manufactured  in  Brazil,  one  of  the  world's 
ten  major  exporters. 

Last  year  alone,  Brazil  exported  20  billion 
dollars  worth  of  products  and  services.  All  of  this, 
thanks  to  the  high  level  of  technological  development 
attained  by  a  country  which  manufactures  motors, 
sporting  goods,  ships,  footwear,  toys,  airplanes, 
household  appliances,  canned  desserts,  and  many 
other  quality  goods.  And,  of  equal  importance, 
displays  a  totally  professional  degree  of  competence 
in  the  areas  of  finance,  project  engineering,  steel 
production,  and  industrial  assembly. 

Throughout  the  world,  there  are 
many  countries  using  100  °7o 
Brazilian  technology  in  the 
planning  and  construction 
of  hydroelectric  projects, 


subways,  railroads,  superhighways, 
and  residential  complexes. 

To  these  countries,  it's  purely  a  question 
of  quality  and  ability. 

If  you  are  interested  in  Brazil,  its  products,  and  its 
expanding  markets,  why  not  talk  things  over  with  the 
manager  at  Banco  do  Brasil?  He  knows  all  about 
these  things. 

OVER  1  300  BRANCHES  IN  BRAZIL  •  BRANCHES  AND  OFFICES  IN  ABIDJAN  « 
AMSTERDAM  •  ANTOFAGASTA  •  ASUNCION  •  ATLANTA  •  BARCELONA  - 
BOGOTA  •  BRUSSELS  •  BUENOS  AIRES  •  CARACAS  -  CHICAGO  • 
COCHABAMBA  •  COLON  •  CONCEPCION  •  DALLAS  •  FRANKFURT  • 
GENEVA  •  GRAND  CAYMAN  •  HAMBURG  •  HOUSTON  •  LAGOS  ■  LA  PAZ  • 
LIMA  •  LISBON  •  LONDON  •  LOS  ANGELES  •  MACAO  •  MAORID  •  MANAMA  . 
MENDOZA  •  MEXICO  CITY  .  MIAMI  •  MILAN  •  MONTEVIDEO  • 
MONTEVIDEO  lOLD  CITYI  •  NEW  YORK  •  OPORTO  •  PANAMA  .  PARIS  • 
PARIS  IOPERA]  .  PAYSANOU  •  PUERTO  PRESIDENTE  STROESSNER  ■  QUITO  • 
RIVERA  •  ROME  •  ROTTERDAM  •  SAN  FRANCISCO  •  SANTA  CRUZ  DE  LA 
SIERRA  •  SANTIAGO  •  SINGAPORE  •  STOCKHOLM  •  SYDNEY  .  TEHRAN  • 
TOKYO  •  TORONTO  «  VALPARAISO  •  VIENNA  •  WASHINGTON  •  ZURICH 


BANCO  DO  BRASIL 

Your  gateway  to  business  in  Brazil 


1981  Fund  Ratings 


Investment  results 

Latest  12  months 

return 

return 

Type  of 

from 

from 

Total  assets 

Maximum 

Annual 

Date 

capital 

income 

6/30/81 

%  change 

sales 

expenses 

fund 

started 

growth 

dividends 

(millions) 

'81  vs.  '80 

charge 

per  $100 

Standard  &  Poor's  500  stock  average 

14.9% 

4.9% 

Forbes  stock  fund  composite 

25.2% 

3.4% 

Forbes  balanced  fund  composite 

3.0% 

8.3% 

FORBEsbond  and  preferred  stock  fund  composite 

-13.4% 

12.5% 

New  funds** 

MOCK 

The  Guardian  Park  Avenue  Fund 

6/72 

1 7.8% 

5.2% 

$  40.7 

54.2 

8.50% 

$0.72 

Bond 

John  Hancock  Bond  Fund 

1 1/73 

-17.7 

12.6 

286.6 

9.2 

8.00 

0.83 

ond(C) 

John  Hancock  income  Securities 

2/73 

-17.6 

13.3 

111.1 

-17.6 

none 

0.75 

ond(C) 

Hatteras  Income  Securities 

4/73 

-15.8 

13.4 

38.7 

-15.9 

none 

0.96 

Bond 

High  Income  Shares 

5/80 

-11.5 

14.3 

18.0 

414.3 

7.25 

1.16 

Bond 

High  Yield  Securities 

9/77 

-1 1.9 

13.4 

96.7 

-15.4 

6.50 

0.98 

Bond 

IDs  Bond  Fund 

10/74 

-16.6 

14. 1 

533.2 

11.1 

3.50 

0.61 

Bond 

INA  High  Yield  Fund 

9/78 

-14.2 

14.8 

45.6 

-16.2 

6.75 

0.95 

ond(C) 

INA  Investment  Securities 

1/73 

-19.0 

13.1 

62.3 

-19.0 

none 

1.05 

:cialized 

Income  Price  &  Index  Fund 

6/80 

-24.5 

13.6 

19.0 

-32.1 

7.50 

1.52 

Stock 

InterCapital  Dividend  Growth  Securities 

3/81 

# 

# 

14.2 

— 

5.50 

2.25 

Bond 

InterCapital  High  Yield  Securities 

9/79 

—  14.0 

13.5 

167.5 

-16.4 

5.50 

0.78 

ond(C) 

InterCapital  Income  Securities 

4/73 

-17.6 

13.6 

137.7 

-17.6 

none 

0.74 

Stock 

InterCapital  Industry- Valued  Securities 

3/80 

16.2 

3.5 

16.3 

61.4 

5.50 

1.46 

Stock 

InterCapital  Natural  Resource  Development  Sec 

3/81 

# 

# 

39.1 

— 

5.50 

1.36 

Bond 

Investment  Quality  Interest 

8/80 

# 

# 

21.5 

4.50 

1.10 

Bond 

JP  Income  Fund 

8/78 

-19.0 

12.4 

26.6 

5.6 

8.00 

0.72 

Bond 

Kemper  Fund  for  Govt  Guaranteed  Securities 

6/77 

-21.1 

12.8 

9.5 

2.2 

4.00 

0.85 

Bond 

Kemper  High  Yield  Fund 

1/78 

-13.1 

14.6 

113.2 

-0.7 

6.75 

0.81 

Bond 

Kemper  Income  &  Capital  Preservation  Fund 

4/74 

-19.0 

13.2 

81.7 

-20.2 

6.00 

0.60 

■_ 

stock 

Kemper  Option  Income  Fund 

6/77 

16.4 

2.8 

69.5 

4.2 

8.50 

0.88 

Bona 

Lexington  GNMA  Income  Fund" 

10/73 

-18.3 

4.8 

-18.6 

none 

1.59 

Stock 

Lindner  Fund 

5/73 

55.4 

1.9 

21.5 

141.6 

none 

1.29 

Stock 

Lord  Abbett  Developing  Growth  Fund 

10/73 

48.1 

1.0 

83.6 

82.9 

8.50 

1.00 

Stock 

The  Lowry  Fund 

12/76 

1.5 

12.8 

2.2 

-8.3 

t 

1.50 

stock 

Mairs  &  Power  Income  Fund 

1/61 

9.4 

6.6 

2.1 

16.7 

none 

1.22 

Bond 

Massachusetts  Financial  Bond  Fund 

5/74 

-15.9 

13.0 

172.3 

-6.0 

7.25 

0.94 

Bond 

Massachusetts  Financial  High  Income  Trust 

2/78 

-13.6 

14.7 

120.8 

36.5 

7.25 

1.07 

Stock 

Medical  Technology  Fund 

8/79 

45.6 

none 

15.1 

287.2 

none 

1.88 

Stock 

Merrill  Lynch  Basic  Value  Fund 

7/77 

22.8 

4.8 

112.8 

26.3 

6.50 

0.92 

stock 

Merrill  Lynch  Capital  Fund 

10/73 

23.8 

6.8 

120.8 

22.9 

6.50 

0.78 

Bond 

Merrill  Lynch  Corp  Bond  Fund  High  Income20 

11/78 

-13.8 

14.3 

232.7 

-13.6 

4.00 

NA 

Bond 

Merrill  Lynch  Corp  Bond  Fund  High  Quality 

11/80 

# 

# 

12.5 

4.00 

NA 

Bond 

Merrill  Lynch  Corp  Bond  Fund  Intermediate  Term 

11/80 

# 

# 

0.4 

2.00 

NA 

lanced 

Merrill  Lynch  Equi-Bond  I  Fund 

1/78 

-4.8 

5.9 

11.7 

-15.8 

4.00 

1.50 

Abroad 

Merrill  Lynch  Pacific  Fund 

11/76 

50.2 

1.8 

20.1 

76.3 

6.50 

1.72 

stock 

Merrill  Lynch  Special  Value  Fund 

5/78 

36.5 

2.2 

55.8 

25.4 

6.50 

1.26 

Bond 

Midwest  Income  Trust  Intermediate  Term  Govt  Fund 

2/81 

# 

# 

3.3 

none 

0.90 

cialized 

Money  Market/Options  Investment 

3/76 

8.1 

10.6 

2.4 

-11.1 

none 

1.59 

3nd(C) 

Montgomery  Street  Income  Securities 

2/73 

-20.0 

12.9 

121.2 

-20.0 

none 

0.79 

Bond 

Monthly  Income  Shares 

3/74 

-16.3 

12.2 

34.2 

-22.8 

8.50 

0.99 

stock 

Mutual  Benefit  Fund 

1/71 

13.3 

4.5 

22.6 

11.3 

8.50 

0.85 

Bond 

Mutual  of  Omaha  America  Fund 

10/73 

-7.5 

12.3 

8.9 

32.8 

none 

1.36 

stock 

Mutual  Qualified  Income  Fund 

9/80 

# 

# 

4.6 

none 

NA 

ock(C) 

Nautilus  Fund 

2/79 

145.1 

2.5 

17.7 

38.3 

none 

1.51 

Bond 

NEL  Income  Fund 

11/73 

-14.8 

12.7 

27.5 

-21.7 

8.00 

0.99 

stock 

New  Perspective  Fund 

'  5/73 

19.8 

3.5 

474.6 

22.5 

8.50 

0.76 

Bond 

North  Star  Bond  Fund 

8/77 

-14.5 

10.8 

6.9 

9.5 

none 

1.00 

stock 

North  Star  Regional  Fund 

5/80 

34.0 

1.9 

13.1 

773.3 

none 

1.00 

unds  which  were  not  offered  to  the  public  or  whose  assets  did  not  exceed  %i  million  before  January  11,  19?3 

•  Fund  not  in 

operation  tor  lull  period  tFund  not 

rently  selling  new  shares,  existing  shares  traded  over-the-counter   "Formerly  Lexington  Income 

;und  Dividend  yield  omitted  because  ol 

diange  in 

investment 

ectives.  20Fo 

merly  Merrill  Lynch  High  Income  (C)  Closed-end  investment  company 

NA  Not  available 
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Investment  results 

Latest  12  months 
return  return 

from  from   Total  assets   Maximum  Annu; 

Date          capital    '    income  6/30/81       %  change        sales  expens 

started        growth      dividends  (millions)    'HI  vs.  '80      charge  perJIK 


Standard  &  Poor's  500  stock  average 

14.9% 

4.9% 

Forbes  stock  fund  composite 

25.2% 

3.4% 

Forbes  balanced  fund  composite 

3.0% 

8.3% 

FoRBEsbond  and  preferred  stock  fund  composite 

-13.4% 

12.5% 

New  funds** 


Stock 

Nova  Fund 

6/80 

46.1% 

0.2% 

$  9.2 

1,433.3 

none 

$2.0( 

Stock 

Oppenheimer  Directors  Fund 

12/78 

39.3 

1.2 

43.4 

141.1 

7.50% 

1.44 

Bond 

Oppenheimer  High  Yield  Fund 

8/78 

-14.0 

14.0 

117.5 

2.9 

6.75 

1.0< 

Stock 

Oppenheimer  Option  Income  Fund 

10/77 

17.9 

4.5 

57.5 

-5.6 

8.50 

1.7 

Stock 

Oppenheimer  Special  Fund 

1/73 

28.5 

1.9 

232.5 

158.9 

8.50 

1.0 

Bond(C) 

Pacific  American  Income  Shares 

3/73 

-16.7 

13.1 

66.4 

-16.7 

none 

0.8 

Stock 

Partners  Fund 

7/68 

20.6 

4.1 

61.1 

39.8 

none 

1.3. 

Stock 

Pax  World  Fund 

8/71 

3.7 

5.2 

4.2 

40.0 

none 

1.6( 

Balanced 

Phoenix-Chase  Balanced  Fund  Series 

1/81 

# 

# 

52.8 

— 

8.50 

0.8< 

Stock 

Phoenix-Chase  Growth  Fund  Series 

7/80 

# 

# 

39.4 

— 

8.50 

1.0 

Bond 

Phoenix-Chase  High  Yield  Fund 

7/80 

# 

# 

10.1 

7.00 

0.8' 

Stock 

Phoenix-Chase  Stock  Fund  Series 

2/81 

# 

# 

27.3 

8.50 

1.4' 

Bond 

Pioneer  Bond  Fund 

10/78 

-16.3 

12.6 

7.5 

1 1.9 

8.50 

0.4( 

Bond 

Pliyield  Fund 

9/75 

-15.7 

13.0 

3.3 

-19.5 

8.50 

1.9. 

Stock(C) 

Precious  Metals  Holdings 

2/74 

-22.0 

13.5 

66.7 

-22.8 

none 

1.21 

Inv.  Abroad 

T  Rowe  Price  International  Fund 

5/80 

13.5 

4.3 

63.0 

425.0 

none 

l.K 

Bond 

T  Rowe  Price  New  Income  Fund21 

10/73 

-14.8 

13.3 

352.1 

-10.3 

none 

0.6 

Bond 

PRO  Income  Fund 

7/74 

-16.8 

11.9 

20.6 

-12.0 

none 

1.1. 

Bond 

Putnam  High  Yield  Trust 

1/78 

-12.0 

13.6 

275.0 

2.5 

6.75 

0.7' 

Stock 

Putnam  Option  Income  Trust 

6/77 

16.0 

4.3 

92.0 

10.7 

8.50 

0.9( 

Stock 

Qualified  Dividend  Portfolio  I 

12/75 

12.1 

7.6 

20.9 

10.0 

none 

0.8( 

Bond 

Qualified  Dividend  Portfolio  II 

12/75 

-13.5 

12.2 

16.6 

-19.4 

none 

0.8( 

Stock 

Quasar  Associates 

8/68 

59.5 

none 

18.7 

259.6 

none 

1.2' 

Stock 

The  Rainbow  Fund 

8/67 

24.0 

none 

2.1 

10.5 

none 

2.8; 

Bond 

St  Paul  Income  Fund 

3/73 

-5.3 

1 1.0 

8.8 

31.3 

6.00 

1.1) 

Bond 

Security  Bond  Fund 

12/70 

-12.3 

12.8 

26.0 

-1.9 

2.75 

o.8; 

Stock 

Sierra  Growth  Fund 

2/57 

15.4 

1.9 

4.1 

5.1 

none 

2.0: 

Bond 

Sigma  Income  Shares 

11/74 

-19.3 

12.1 

15.2 

-30.3 

8.50 

07 

Bond(C) 

State  Mutual  Securities 

2/73 

-16.0 

13.7 

75.7 

-16.0 

none 

l.K 

Exchange 

State  Street  Exchange  Fund 

12/76 

19.6 

3.0 

118.3 

16.6 

none 

0.8" 

Bond 

SteinRoe  Bond  Fund 

12/78 

-14.8 

12.6 

15.4 

32.8 

none 

0.8( 

Stock 

SteinRoe  Special  Fund 

7/67 

43.2 

1.5 

65.6 

68.6 

none 

0.9; 

Stock 

SteinRoe  Universe  Fund 

10/80 

# 

# 

121.7 

none 

l.K 

Stock 

Strategic  Investments  Fund 

2/75 

-32.0 

19.5 

22.2 

18.1 

8.50 

l.K 

Stock 

Stratton  Growth  Fund 

10/72 

24.8 

2.6 

7.3 

25.9 

none 

1.7< 

Stock 

Sun  Growth  Fund 

8/71 

12.6 

3.9 

11.3 

11.9 

8.50 

1.05 

Stock 

Tax-Managed  Fund  for  Utility  Shares 

4/78 

-4.4 

none 

150.3 

-8.3 

8.50 

1.2A 

Stock 

Templeton  World  Fund 

1/78 

22.7 

2.2 

559.4 

88.6 

8.50 

0.8< 

Bond 

Triangle  Income  Fund 

7/80 

# 

# 

68.8 

6.50 

0.9: 

Stock 

Trustees'  Commingled  Equity  Fund 

1/80 

21.0 

5.2 

84.1 

141.0 

none 

0.7< 

Stock 

Unified  Accumulation  Fund 

4/78 

12.9 

none 

2.0 

0.0 

none 

3.7- 

Stock 

Unified  Growth  Fund 

9/70 

27.2 

3.4 

4.8 

84.6 

none 

1.3< 

Bond 

United  High  Income  Fund 

7/79 

-15.1 

14.9 

160.8 

55.2 

8.50 

0.9: 

Stock 

United  Services  Fund 

670 

-27.2 

18.1 

77.9 

1.3 

none 

0.8( 

Exchange 

Vance,  Sanders  Exchange  Fund 

6/76 

22.1 

2.4 

139.7 

15.0 

none 

0.81 

Bond 

Vance,  Sanders  Income  Fund 

6/73 

-12.7 

11.1 

10.6 

-16.5 

8.50 

0.9* 

Bond 

Vanguard  Fixed  Income  Secs-GNMA 

6/80 

-17.5 

12.4 

25.3 

NM 

none 

o.6; 

Bond 

Vanguard  Fixed  Income  Secs-High  Yield 

12/78 

-11.9 

14.2 

14.1 

151.8 

none 

0.7( 

Bond 

Vanguard  Fixed  Income  Secs-Invest  Grade 

7/73 

-14.2 

12.1 

36.2 

-20.4 

none 

0.7( 

Stock 

Vanguard  Index  Trust21 

8/76 

14.4 

5.0 

102.5 

19.5 

none 

0.3; 

Balanced 

Venture  Income  (+)  Plus 

5/80 

-10.6 

12.7 

9.3 

389.5 

8.50 

I. Si 

"Funds  which  were  not  offered  to  the  public  or  whose  assets  did  not  exceed  $2  million  before  January  11. 1973.  *  Fund  not  in  operation  for  full  period.  21Formerly  Row 
Price  New  Income  Fund.  "Formerly  hirst  Index  Investment  Trust.  (C)  Closed-end  investment  company.  NM  Not  meaningful. 


Type  of 
fund 


FORBES,  AUGUST  31, 


YOU  CANT  CONTROL 
LABOR  COSTS. 

YOU  CANT  CONTROL 
MATERIAL  COSTS. 

YOU  CANT  CONTROL 
FUEL  COSTS. 

BUT  YOU  CAN  CONTROL 
YOUR  BOTTOM  LINE. 


THE  DATA  GENERAL  ECLIPSE"  SYSTEM: 

IT  DELIVERS  WHAT  OTHER 
COMPUTER  SYSTEMS  MERELY  PROMISE. 

These  days,  one  doesn't  have  to  sit  through  many 
oard  meeting  postmortems  to  know  that  Alka-Seltzer™  and  not 
lampagne  is  the  order  of  the  day. 

Just  a  casual  perusal  of  the  morning  papers,  or  the  nightly 
ews  reveals  the  toll  budget  cuts,  inflation,  deregulation,  increased 
repetition,  decreased  productivity,  taxes  and  a  whole  host 
f  other  factors  are  taking  on  today's  senior  executives'  psyches. 

But,  if  you're  looking  for  the  leverage  to  positively 
ffect  your  bottom  line  in  this  fiscal  year,  all  is  certainly  not  lost. 

We're  Data  General— a  global,  700-million- 
ollar  corporation  and  vital  supplier  of  computers 
>  77  of  FORTUNE'S  top  100  companies.  Our 
redo  is  more  performance  for  less  money  without 
Dmpromising  any  of  the  elements  we're  famous 
>r:  compatibility,  reliability  and  support  second  to 
one.  And  an  obsessive  dedication  to  providing 
Icer-f  ree  service.  But  don't  just  take  our  word  for  it. 

E.E  Hutton  said,  "Our  Data 
ieneral  distributed 


information  system  quietly  revolutionizes  the  way  our  account 
executives  do  business.  Not  only  is  access  by  them  to  online 
information  faster... more  sales  support  information  is  available  at 
their  fingertips  than  ever  before." 

Warner  Communications  said,  "Our  savings  since  the  in- 
stallation of  the  Data  General  system  is  well  over  $2,500,000." 

Stanley  Hardware— A  Division  of  The  Stanley 
Works:  "Data  General  has  vastly  improved  our  order  processing 
efficiency  and  control." 

Saab-Scania  of  America:  "The  system  uptime  is  virtually 
100%.  Instantaneously  we  can  search,  find  and  allocate  emer- 
gency parts  orders  from  any  Saab  location  in  the  U.S.,  making 
our  Data  General  system  the  key  compo- 
nent of  our  customer 
service  network."  And 
the  accolades  continue. 

If  you  want  the 
competitive  edge  to  not 
just  survive  the  eighties 
but  flourish,  be  sure  to 
have  your  Data  Process- 
ing Personnel  contact 
our  local  office  or  write 
to  Data  General, 
j  4400  Computer  Drive, 
M  Westboro,Mass.0l580. 
We  believe  we  have  an 
ECLIPSE  Distributed 
Data  Processing  System  per- 
ectly  suited  for  your  <ieecis. 


I')8I  [  )ata  General  Cor  porat  ion  LC  I  .IPSKis  a  registered  trademark  of  Data  ( 


tr  Data  General 


Warn 
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1981  Fund  Ratings 

Investment  results 

Latest  12 

months 

return 

return 

Portfolio 

from 

from 

Total  assets 

Minimum 

Annual 

avg.  maturity 

Date- 

capital  . 

income- 

6/30/81 

%  change- 

initial 

expense 

(days) 

started 

growth 

dividends 

(millions] 

's  1  vs.  '80 

investment 

per  $10C 

Standard  &  Poor's  500  stock  average 

14.9% 

4.9% 

Forbes  stock  fund  composite 

25.2% 

3.4% 

Forbes  balanced  fund  composite 

3.0% 

8.3% 

FoRBEsbond  and  preferred  stock  fund  composite 

-13.4% 

12.5% 

Money  market  funds 

26 

Alliance  Capital  Reserves 

7/78 

13.4% 

$1,269.4 

98.3 

none 

$0.78 

26 

Alliance  Government  Reserves 

7/79 

12.5 

72.6 

23.9 

none 

0.96 

22 

American  General  Reserve  Fund 

7/74 

— 

14.0 

213.9 

254.1 

$1,000 

0.84 

28 

American  Liquid  Trust 

7/75 

— 

13.5 

291.6 

31.1 

1,000 

0.75 

1  Q 

28 

D  L  Babson  Money  Market  Fund 

6 1  ell 

40).  U 

1 2.1 .4 

1  AAA 
1  ,UUU 

A  7C 

U.  ft) 

16 

Birr  Wilson  Money  Fund 

3/81 

# 

82.8 

3,000 

0.80 

19 

Boston  Company  Cash  Management  Fund2-1 

8/79 

13.0 

150.4 

90.9 

2,500 

0.72 

91 

Calvert  Tax-Free  Reserves-Money  Market  Portfolio24 

4/81 

# 

12.3 

2,000 

NA 

13 

Capital  Preservation  Fund 

10/72 



12.4 

1,100.8 

49.8 

1,000 

1.04 

CI 

y 

Carnegie  Government  Securities  Fund 

,1/QA 

4'oU 

i  i  i 

1  o.Z 

A  1  A 

4  1  O 

—o.f 

i  nnn 
1,UUU 

i  nn 
1  UU 

32 

Cash  Equivalent  Fund 

3/79 

13.8 

2,531.6 

171.2 

1,000 

0.60 

15 

Cash  Management  Trust  of  America 

11/76 

13.2 

492.0 

64.8 

5,000 

0.54 

26 

Cash  Reserve  Management 

1/77 

— 

13.8 

5,340.2 

95.7 

10,000 

0.54 

20 

Centennial  Capital  Cash  Management  Trust 

7/74 



13.4 

55.4 

-39.9 

1,000 

0.95 

A  f~ 

40 

Centennial  lax  Exempt  Fund24 

1  in  1 

1  a  1 

# 

LA 

5,UUU 

A  7c 

U.75 

21 

CG  Money  Market  Fund 

1/75 

14.0 

162.3 

111.1 

300 

0.52 

70 

Chancellor  Tax-Exempt  Daily  Income  Fund24 

8/79 

5.4 

58.1 

-32.6 

2,500 

0.98 

30 

CMA  Money  Trust 

9/77 

— 

13.1 

7,460.6 

261.9 

none 

0.51 

24 

Columbia  Daily  Income  Company 

11/74 



13.2 

659.9 

90.0 

1,000 

0.87 

Composite  Cash  Management 

1  1//9 

lo.o 

213. U 

16/. o 

1,UUU 

A  AC 

U.95 

24 

Current  Interest 

6/74 

13.2 

1,083.7 

123.7 

1,000 

0.69 

29 

Daily  Cash  Accumulation 

7/78 

13.6 

4,132.2 

86.2 

2,500 

0.52 

32 

Daily  Income  Fund 

7/74 



13.9 

'707.2 

32.0 

5^000 

0.69 

30 

Delaware  Cash  Reserve 

6/78 



13.7 

1,327.3 

144.4 

1,000 

0.84 

1  7 

Dollar  Reserves 

/ion 

14.  L 

A~T  1 

4/.  1 

1 ,6  f  5.U 

i  r\A/-» 
1,UUU 

U.  ID 

26 

Dreyfus  Liquid  Assets 

1/74 

13.3 

5,926.9 

77.7 

2,500 

0.69 

5 

Dreyfus  Money  Market  Instru  Govt  Sec  Series 

5/79 

12.6 

168.0 

5.7 

soiooo 

0.45 

26 

Dreyfus  Money  Mkt  Instru  Money  Mkt  Series 

4/75 



13.4 

1,876.3 

25.7 

50!000 

0.50 

84 

Dreyfus  Tax  Exempt  Money  Market  Fund24 

8/81 

# 

146.4 

— 

2,500 

0.50 

Zo 

Eaton  &  Howard  Cash  Management  Fund 

1/75 



13.6 

196.0 

81.2 

1,000 

0.65 

19 

EGT  Money  Market  Trust 

4/81 

# 

58.7 

5,000 

NA 

24 

Equitable  Money  Market  Account 

10/80 



# 

176.1 

— 

2'500 

0.74 

73 

Federated  Tax-Free  Trust24 

3/79 



5.3 

1,367.1 

111.2 

25,000 

0.45 

■52. 

Fidelity  Cash  Reserves 

5/79 



13.3 

2, 103.7 

163.7 

1,000 

0.98 

■3D 

Fidelity  Daily  Income  Trust 

5/74 



13.3 

3,295.4 

—  1.5 

10,000 

0.41 

31 

Fidelity  Money  Market  Trust  Domestic  Portfolio 

5-79 



13.2 

482.3 

68.7 

250,000 

0.42 

8 

Fidelity  Money  Market  Trust  U  S  Govt  Portfolio 

5/79 

13.3 

530.2 

112.4 

250,000 

0.42 

1 

Fidelity  Money  Market  Trust  U  S  Treasury  Portfolio 

4/81 

# 

31.9 

250,000 

0.42 

65 

Fidelity  Tax-Exempt  Money  Market  Trust24 

1/80 

5.3 

785.5 

96.4 

20,000 

0.43 

15 

Financial  Daily  Income  Shares 

3/76 

14.4 

225.3 

144.1 

1,000 

0.56 

24 

First  Investors  Cash  Management  Fund 

10/78 

13.8 

434.2 

136.1 

1,000 

0.80 

36 

First  Variable  Rate  Fund  for  Govt  Income 

12/76 

13.2 

809.2 

88.6 

2,000 

0.97 

5 

Franklin  Federal  Money  Fund 

5/80 

12.8 

43.8 

188.2 

500 

0.50 

16 

Franklin  Money  Fund 

1/76 

13.5 

^07.2 

224.4 

500 

0.77 

6 

Fund  for  Government  Investors 

3/75 

12.8 

717.3 

62.1 

2,500 

0.70 

13 

Government  Investors  Trust 

-  -9 

13.5 

'286.4 

180.0 

2,000 

1.17] 

27 

Gradison  Cash  Reserves 

5/76 

13.4 

517.2 

68.3 

1,000 

0.78 

27 

John  Hancock  Cash  Management  Trust 

10-79 

13.5 

355.5 

231.6 

1,000 

0.85 

30 

IDS  Cash  Management  Fund 

10/75 

13.7 

799.8 

162.7 

2,500 

0.59 

75  ' 

IDS  Tax-Free  Money  Fund24 

8/80 

# 

17.0 

10,000 

0.45 

31  ■ 

INA  Cash  Fund 

1 1/79 

13.4 

453.8 

68.6 

1,000 

0.85 

31 

InterCapital  Liquid  Asset  Fund 

9/75 

13.4 

7,115.6 

81.8 

5,000 

0.47 

Inter  v        :  1  Tax-Free  Daily  Income  Fund24 

2/81 

# 

47.7 

5,000 

0.61 

li  ii    however  special  tees  ma)  apply  in  some  cases.  *Fund'not  in  operation  for  full  pericxl.  "Formerly  Johnston  Cash  Management  Fund  24Tax-exemp 

'fund  NAnoU'vai 

able 
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Want  to  see  America's  trucks 
stop  burning  so  much  fuel? 


Borg-Warner's  Rockford  Division  invented  a  variable  speed  fan  drive  that  disengages  ^^^^TET 
when  it's  not  needed,  saving  a  fleet  more  than  800  gallons  per  truck  per  year.  That's  Borg-Warner  BORG^i^^^g 
today.  And  there's  more  to  come.  In  eight  major  markets,  Borg-Warner  is  a  company  to  watch. 


Watch 
Borg-Warner 

For  an  annual  report  write:  Borg-Warner.  Dept.  50, 200  South  Michigan  Avenue,  Chicago,  Illinois  60604 


Portfolio 
avg.  maturity 
(days) 


1981  Fund  Ratings 


Investment  results 

Latest  1 2  months 


Date 
started 


return 
from 
capital 
growth 


return 
from 
income 
dividends 


Total  assets 


6/30/81 
(millions] 


%  change- 
's 1  vs.  '80  investment 


Minimum  Annual 
initial  expense! 

per$10C 


Standard  &  Poor's  500  stock  average 

Forbes  stock  fund  composite 

Forbes  balanced  fund  composite 

Forbes  bond  and  preferred  stock  fund  composite 


14.9% 
25.2% 
3.0% 
-13.4% 


4.9% 
3.4% 
8.3% 
12.5% 


Money  market  funds  t 


30 

F  n  Iiknp^  &  Pn  Oailv  P^wnnrt  C^aeh  TnKt 

>     Lr   1**11*.  ~    Ofc  V  -  Yf   I  '  <I  [  I  y    L  aMUUIl  V.491I    J  IU31 

5/80 

13.1% 

$  433.3 

5,184.2 

$5,000 

$0.94 

33 

Kemper  Money  Miirket  Fund 

1 1/74 

13.8 

1,927.4 

96.1 

1,000 

0.58 

26 

1  t*oo  IMicmi  tT^avn  Rp*»prvp  Trutit 

10/78 

13.2 

225.7 

105.4 

5,000 

0.89 

19 

Lexington  Money  Market  Trust 

7/78 

— 

13.5 

170.8 

134.6 

1^000 

1.03 

48 

Lexington  Tax  Free  Daily  Income  Fund24 

10/77 

— 

6.6 

6.0 

252.9 

1,000 

0.51 

22 

Liijuid  Capital  Income 

1 1/74 

13.6 

1,662.7 

97.5 

1,000 

0.66 

94 

I  iniiirl  I  ■fAMi  Tnifil 

1 1/80 

# 

41 .0 

1,000 

0.98 

25 

!  nrn  \nn**tf  Caen  Rcvprvp  FunH 
lwiu  ri  u  u\z  \  i  v.  dsn  iviiin  i  i  uuu 

7/79 

13.4 

291 .4 

63.1 

1,000 

0.94 

31 

Massachusetts  Cash  Management  Trust 

12/75 

— 

13.2 

625.6 

176.6 

i!ooo 

0.93 

17 

Master  Reserves  Trust  Government  Portfolio 

2/80 

— 

13.0 

19.1 

37.4 

250,000 

0.54 

16 

M'lvtpr  Rp*kHrvp>>  Trn«»t  Mnnt'v  Mlit  Portfolio 

2/76 

13.5 

67.2 

-43.6 

250,000 

0.60 

13 

McDonald  Money  Market  Fund 

5/81 

# 

1 13.3 

5,000 

NA 

22 

rnPrnll  I  vnrn  rwiVPrfimpnt  FunH 

9/77 

13.0 

272.5 

58.3 

5,000 

0.57 

27 

Merrill  Lynch  Institutional  Fund 

12/74 

— 

13.4 

895.2 

15.6 

25^000 

0.50 

33 

Merrill  Lynch  Ready  Assets  Trust 

2/75 

— 

12.9 

17,400.0 

52.3 

5,000 

0.45 

20 

Nflinwc*cf  Inrnmp  TnKt  Snort  Tprm  flnvf  Fiinn^ 

J'lIU  nOl  lllkUIllv    I  lUil     '111    !  1     1  1  1  111  VIU  VI  I  UUU 

12/74 

12.5 

176.8 

47.1 

1,000 

1 .00 

35 

iVlIF/Nationwide  A^oney  Miirket  Fund 

3/80 

13.1 

215.8 

331.6 

2,500 

0.76 

30 

Mnnpv  MarlfPt  Msnaopmpnt 

1/74 

13.0 

401.4 

45.4 

1  000 

1.02 

29 

Money  Shares 

1/78 



12.7 

18.3 

165.2 

1^000 

1. 11 

28 

Money  Mart  Assets 

6/76 

— 

13.7 

2,976.2 

70.4 

1,000 

0.53 

27 

Moru'in  Kpposii  FVuIv  r"ach  Tnitt 

I'llll  i,.lll  IXCCt^all                    V  J  >  1 1  MUM 

12/80 

54. 1 

5  000 

1 .00 

77 

/V\unicip3l  Cash  Reserve  /V^anagement2'* 

5/81 

106.0 

10,000 

1 .54 

18 

Mutii'il  of  (  )m  >h  i  C'lkh  Rpvprvp  FunH 

1'IUIUol   -  '  1   V  J  llltflla        .1  >  1 1    l<  1  >  L  1  V  1.    I  UUU 

3/81 

19.9 

NA 

21 

Mutual  of  Omaha  Money  Market  Account 

7/79 



13.7 

299.3 

148.4 

2,500 

0.72 

27 

National  Liquid  Reserves 

8/74 

— 

13.4 

1,700.4 

17.4 

2,500 

0.61 

24 

MFI  Ca*;h  M an apptnpn t  Trust 

i  \  L.  I  _■  v  u    I  ■  I'lalldCtlHCIII    A  IU91 

7/78 

13.2 

443.4 

69.7 

1,000 

0.56 

66 

Miivppti  Tav-Fvpmnf  Monev  IH  irLpt  Pitnn24 

LiUVllll    laA    LaCIIIUI   1'IUIIVT    iTldllxCl  1  UUU 

4/81 

63.7 

25  000 

NA 

22 

MnnPfinPimpr  W  nnpv  lU^rif  pi  FunH 
wuutiiiiiiuici  muiicy  i*idiivvi  i  uuu 

1  3  & 

1  276.5 

7J.U 

2  500 

0.64 

34 

Paine  Webber  CASHFUND 

5/78 



13.2 

4^172.8 

79.9 

5^000 

0.52 

18 

Phoenix-Chase  Money  Market  Fund 

7/81 

— 

# 

18.7 

— 

1,000 

0.75 

29 

I'lininn  *\    t 1 1  ii  il 

^/sn 

0/ OU 

l  3  n 

J.O.U 

JJ.O 

1  S3  Q 

1  JJ.7 

l  nnn 

i  ns 

19 

i    1.  1 1  \ a  i>  Pficii  Prtmn  l^,'Vi>n  i-  [■  1 1  ti  1 1 

i  nunc  i  i u  i  i  i  nut  ncscrvc  runu 

Ol  1  o 

1  3  0 

0  A~K~K  7 

116  3 

i  nnn 

0.65 

79 

1    UdU'l1  Prif'fi  T'lV.Fvpfnnl   \li.nin'  PiinH-1-) 

i  i\uwcnicc  i dx-i^Aciiipi  iviuiic y  r unu 

d/81 

HI  o  1 

4t 

rr 

ao  Q 

37.? 

i  nnn 

NA 

37 

Putnam  Daily  Dividend  Trust 

9/76 

— 

13.3 

297.1 

94.6 

1,000 

0.77 

21 

The  Reserve  Fund 

1 1/71 

13.8 

2,840.2 

46.2 

1,000 

0.76 

18 

St  Paul  Money  Fund 

11/79 

13.6 

139.9 

127.1 

3,000 

0.80 

22 

Scudder  Cash  Investment  Trust 

7/76 

13.7 

963.6 

370.1 

1,000 

0.72 

165 

Scudder  Tax  Free  Money  Fund24 

1/80 

5.5 

118.7 

78.2 

1,000 

0.56 

19 

Security  Cash  Fund 

10/80 

# 

57.5 

1,000 

0.32 

27 

Selected  Money  Market  Fund 

1G77 

13.2 

56.5 

64.2 

1,000 

0.81 

29 

Shearson  Daily  Dividend 

6/79 

13.7 

3,996.8 

103.9 

5,000 

0.64 

29 

Shearson  Government  and  Agencies 

10/80 

# 

162.8 

5,000 

0.76 

14 

Short-Term  Yield  Securities 

5/78 

13.4 

•  98.1 

194.6 

1,250 

1.00 

7 

Sigma  Government  Securities  Fund 

9/80 

# 

2.3 

500 

0.82 

9 

Sigma  Money  fund 

9/80 

# 

9.2 

500 

0.80 

18 

Steadman  Federal  Securities  Fund 

2/80 

10.3 

4.0 

-64.9 

500 

1.20 

20  . 

SteinRoe  Cash  Reserves 

10/76 

13.5 

612.7 

61.8 

5,000 

0.70 

73 

The  Tax  Free  Money  FundJJ 

4/81 

# 

52.4 

10,000 

NA 

29 

Transamerica  Cash  Fund 

8/80 

# 

186.0 

5,000 

NA 

30 

Trust  for  Cash  Reserves 

2/80 

13.0 

149.6 

223.8 

5,000 

0.99 

t\o-l<Kid  however  special  fees  may  apply  in  some  cases.  *Fund  not  in  operation  for  full  period.  "Tax-exempt  fund    "Formerly  Midwest  Income  Investment 

S  v  N'pt  available. 
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Investment  results 

Latest  12  months 

Portfolio 

return 
from 

return 
from 

Total  assets 

Minimum 

Annual 

g.  maturity 
(days) 

Date 
started 

capital 
growth 

income 
dividends 

6/30'81 
(millions 

%  change 
'81  vs.  '80 

initial 
investment 

expenses 
per $100 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 
Forbes  balanced  fund  composite 
FoRBEsbond  and  preferred  stock  fund  composite 

14.9% 
25.2% 
3.0% 
-13.4% 

4.9% 
3.4% 
8.3% 
12.5% 

Money  market  funds  t 

16 

23 
25 
31 

Union  Cash  Management  Fund 
United  Cash  Management 
The  Value  Line  Cash  Fund 
Vanguard  Money  Market  Trust 

1/77 
8/79 
4/79 
6/75 

— 

14.2% 
13.7 
14.3 
13.6 

$635.5 
332.2 
249.3 
744.3 

103.6 
134.1 
267.7 
147.3 

$1,000 
1,000 
1,000 
3,000 

$0.61 
1.01 

0.77 
0.40 

47 
184 
24 
22 

Vanguard  Muni  Bond-Money  Market24 
Vanguard  Muni  Bond-Short  Term24 
Webster  Cash  Reserve 
Ziegler  Money  Market  Trust 

5/80 
9/77 
8/79 
4/81 

— 

5.1 
5.7 
13.5 
# 

47.0 
175.2 
955.1 

27.0 

1,466.7 
-4.2 
100.7 

3,000 
3,000 
5,000 
3,000 

0.45 
0.45 
0.64 
NA 

Municipal  bond  funds 

Maximum 

sales 
charge 

Alpha  Tax-Exempt  Bond  Fund 

American  General  Municipal  Bond  Fund 

D  L  Babson  Tax-Free  Income  Fund  Long  Term 

Bullock  Tax-Free  Shares 

CG  Municipal  Bond  Fund 

1/77 
11/76 
2/80 
2/77 
3/77 

-21.2% 

-20.3 

-21.9 

-20.7 

-18.7 

9.3% 

9.5 

9.1 

9.4 

9.2 

$  3.1 
21.3 
2.1 
20.3 
47.4 

24.0 
-10.1 
133.3 
4.6 
8.7 

none 

4.75% 
none 

4.75 

7.50 

$1.20 
0.80 
0.75 
1.04 
0.77 

Chancellor  High  Yield  Municipals 
Composite  Tax-Exempt  Bond  Fund 
DMC  Tax-Free  Income  Trust-Pennsylvania 
Dreyfus  Tax  Exempt  Bond  Fund 
Federated  Tax-Free  Income  Fund 

6/80 
1/77 
3/77 
10/76 
10/76 

-12.8 
-21.4 
-22.3 
-20.6 
-20.8 

10.0 
9.0 
9.0 
9.3 
8.8 

37.0 
2.1 
23.5 
804.6 
40.7 

39.1 
-27.6 
-13.0 

-5.7 
-20.5 

4.50 
none 

4.50 
none 
none 

0.91 
1.10 
0.81 
0.76 
1.48 

Fidelity  High  Yield  Municipals 
Fidelity  Limited  Term  Municipals 
Fidelity  Municipal  Bond  Fund 
First  Investors  Tax  Exempt  Fund 
Franklin  Tax-Free  Income  Fund 

12/77 
4/77 
8/76 
8/77 
2/77 

-18.2 
-13.8 
-22.4 
-15.8 
-20.3 

9.4 
7.1 
9.1 
8.7 
10.7 

184.1 

57.2 
416.8 
32.5 
7.0 

-7.9 
-14.8 
-22.1 

29.5 
268.4 

none 
none 
none 
7.25 
4.00 

0.65 
0.60 
0.61 
1.50 
1.00 

John  Hancock  Tax-Exempt  Income  Trust 
IDS  High  Yield  Tax-Exempt  Fund 
IDS  Tax-Exempt  Bond  Fund 
InterCapital  Tax  Exempt  Securities 
Kemper  Municipal  Bond  Fund 

1/77 
5/79 
12/76 
3/80 
4/76 

-22.3 
-16.8 
-21.9 
-13.4 
-18.5 

8.9 
10.1 
8.7 
9.4 
9.6 

19.1 
215.3 
148.2 

45.9 
174.7 

40.4 
76.6 
-3.4 
16.2 
-16.9 

8.00 
4.00 
4.00 
4.00 
4.75 

1.14 
0.61 

0.65 
0.87 
0.60 

Keystone  Tax  Free  Fund 

Merrill  Lynch  Muni  Bd  Fd  High  Yield  Portfolio 
Merrill  Lynch  Muni  Bd  Fd  Insured  Portfolio 
Merrill  Lynch  Muni  Bd  Fd  Ltd  Maturity  Portfolio 
MFS  Managed  Municipal  Bond  Trust 

1/78 
11/79 
11/77 
11/79 
10/76 

-18.0 
-1 1.8 
-18.1 

-2.3 
-9.0 

10.2 
10.2 
9.7 
6.8 
8.9 

15.2 
71.1 
81.9 
224.2 
90.4 

67.0 
246.8 
33.4 
8.3 
36.6 

4.00 
4.00 
4.00 
1.00 

4.75 

0.59 
0.77 
0.97 
0.53 
0.84 

Mutual  of  Omaha  Tax-Free  Income  Fund 
Natl  Securities  Tax  Exempt  Bonds 
NEL  Tax  Exempt  Bond  Fund 
Nuveen  Municipal  Bond  Fund 
Oppenheimer  Tax-Free  Bond  Fund 

1/77 
11/76 

5/77 
11/76 
10/76 

-20.1 
-22.7 
-21.5 
-17.5 
-16.3 

10.2 

9.2 
10.3 
9.0 
9.0 

29.0 
14.3 
1 1.4 

132.9 
30.9 

1.8 
-11.7 
14.0 

6.6 
-19.3 

8.00 
6.00 
4.50 
none 
none 

0.91 
0.80 
0.78 
0.75 
1.01 

Pennsylvania  Tax-Free  Income  Trust 
T  Rowe  Price  Tax-Free  Income  Fund26 
Putnam  Tax  Exempt  Income  Fund 
Scudder  Managed  Municipal  Bonds 
Selected  Tax-Exempt  Bond  Fund 

2/77 
11/76 
11/76 
10/76 
10/77 

-20.8 
-13.1 
-13.7 
-20.0 
-22.1 

8.4 

9.2 
9.0 
9.7 
9.6 

5.7 
303.8 
33.0 
124.1 

2.1 

-27.9 
21.8 
-5.2 
-6.5 
0.0 

4.50 
none 

4.75 
none 
none 

1.40 
0.71 
0.75 
0.75 
0.49 

Shearson  Managed  Municipals 
SteinRoe  Tax-Exempt  Bond  Fund 
Tax-Exempt  Bond  Fund  of  America 
United  Municipal  Bond  Fund 

3/81 
2/77 
10/79 
11/76 

# 

-19.3 
-13.3 
-22.8 

# 

9.5 
8.4 
9.8 

33.4 
45.5 
14.3 
37.0 

32.7 
83.3 
20.5 

5.00 
none 
4.75 
4.00 

1.24 
0.80 
1.00 
0.88 

Vance,  Sanders  Municipal  Bond  Fund 
Vanguard  Muni  Bond-High  Yield 
Vanguard  Muni  Bond-Intermediate  Term 
Vanguard  Muni  Bond-Long  Term 

3/78 
12/78 
9/77 
9/77 

-22.1 
-16.2 
-18.0 
-20.0 

8.6 
9.9 
8.2 
9.6 

4.6 
39.3 
26.8 
73.1 

9.5 
87.1 
38.1 
48.9 

3.75 
none 
none 
none 

0.60 
0.45 
0.45 
0.45 

11  funds  are  no-load;  however,  special  fees  may  apply  in  some  cases.  *Fund  not  in  operation  for  full  period.  24Tax-exempt  fund, 
nd.  NA  Not  available 

''Formerly  Rowe  Price  Tax-Free  Income 
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Hospital  Corp.  of  America,  the  world's 
largest  owner-manager  of  hospitals,  will 
soon  be  even  larger  "The  public  will  see 
and  learn, "  says  HCA  President  Frist. 


Band- Aids  by 
the  boxcar 


By  Paul  B.  Brown 


W'lTH  MOST  OF  THE  NATION'S 
hospitals  begging  for  nurses, 
,oe  DiLorenzo,  the  adminis- 
trator of  Nashville's  Park  View  Hospi- 
tal, is  in  the  catbird  seat.  "I'm  practi- 
cally turning  them  away"  he  says.  Di- 
Lorenzo's  secret?  A  subsidized  day- 
care center  within  the  hospital.  "If 
you  think  about  it,  nurses  have  a  lot  in 
common,"  he  says.  "They  tend  to  be 
young  and  have  children.  They  want 
to  work,  but  they  worry  about  who  is 
going  to  take  care  of  the  kids. 

"Why  should  I  spend  $150,000 
advertising  throughout  the  coun- 
try for  nurses,  when  I  can  spend 
$50,000  underwriting  the  center 
to  take  care  of  their  kids?"  DiLor- 
enzo asks. 

DiLorenzo's  solution  is  typical 
of  the  thinking  that  Park  View's 
owner,  Hospital  Corp.  of  Amer- 
ica, brings  to  the  hospitals  it  ei- 
ther owns  or  manages.  "Hospitals 
have  traditionally  been  looked 
upon  as  social  institutions  with 
an  economic  burden;  we  run  hos- 
pitals as  though  they  were  busi- 
nesses with  a  very  important  so- 
cial responsibility,"  says  Donald 
S.  MacNaughton,  who  became 
HCA's  chairman  in  1978,  after 
retiring  as  chairman  of  the  Pru- 
dential Insurance  Co.  "There  is  a 
very  fine  line  between  the  two 
statements,  but  I  think  it  ex- 
plains our  success." 

Successful  it  has  been.  HCA 
started  in  the  1960s  when  Dr. 
Thomas  F.  Frist  Sr.,  unhappy 
with  the  quality  of  care  his  pa- 
tients were  receiving  in  Nashville 
hospitals,  decided  he  could  do 
better.  Frist  gathered  ten  inves- 
tors, then  went  lookup  for  the 
best  doctors,  technicians  and  ad- 


ministrators he  could  find.  "Quality 
attracts  quality,"  says  Frist,  70,  using 
a  pet  phrase.  "Good  people  generally 
have  good  people  as  their  friends,  and 
I  hired  them  too." 

The  courtly  doctor's  personnel  poli- 
cy seems  to  have  worked.  From  one 
hospital  in  1968,  HCA  now  owns  124 
and  manages  61  more.  There  hasn't 
been  a  down  quarter  yet.  Earnings 
have  more  than  doubled  in  the  last 
five  years  and  return  on  equity  has 
averaged  over  18%.  Wall  Street  has 
been  applauding  an  apparent  sure 


HCA 
"We 


Chairman  Donald  S.  MacNaughton 
do  not  skim  patients." 


thing  all  the  way:  The  stock  was  re- 
cently trading  at  22  times  earnings. 

There  is  no  magic  to  the  HCA  ap- 
proach. The  company  has  simply  tak- 
en advantage  of  economies  of  scale.  At 
the  most  basic  level  that  means  lower 
unit  costs  in  purchasing.  "It  is  certain- 
ly cheaper  to  buy  Band- Aids  by  the 
boxcar  than  by  the  box,"  Mac- 
Naughton says.  Larger  scale  also 
makes  it  possible  to  hire  specialists  in 
site  selection  and  construction,  com- 
puterize billing  and  record  keepingand 
institute  such  corporate  office  proce- 
dures as  strict  inventory  controls 

Then  there  is  simple  attention  to 
detail.  Every  HCA  employee  is  made 
keenly  aware  of  the  profit  motive  and 
the  need  for  efficiency.  Should  he  no- 
tice a  dramatic  increase  in  the  num- 
ber of  X  rays  being  taken,  DiLorenzo 
says  he  would  summon  the  head  of 
radiology  to  his  office.  "If  he  tells  me 
we  are  taking  more  pictures  because 
we  are  busier,  fine,"  DiLorenzo  says. 
"But  if  it  turns  out  we  are  taking  eight 
pictures  where  two  or  three  will  do, 
that  just  has  to  stop.  The  answer 
could  be  to  get  someone  who  takes 
the  X  rays  right  the  first  time." 

Now  HCA  is  taking  its  act  on  the 
road.  Taking  advantage,  like  other  big 
corporations,  of  a  more  lenient  anti- 
trust climate,  $1.4  billion  (sales)  HCA 
is  in  the  process  of  completing  its 
acquisition  of  Hospital  Affiliates 
International,  a  wholly  owned 
subsidiary  of  INA  Corp.  It's  a  fair- 
size  deal  valued  at  $424  million  in 
cash  and  $225  million  in  HCA 
stock.  HAI's  154  hospitals  will 
give  HCA  control  of  about  a  fifth 
of  the  privately  owned  hospitals 
in  the  U.S.  That  will  make  it 
about  twice  as  large  as  its  nearest 
competitor,  Humana. 

"We  are  stepping  out  into  a 
leadership  role,"  says  Dr.  Thomas 
F.  Frist  Jr.,  who  unlike  his  father 
is  happier  worrying  about  HCA's 
balance  sheet  as  president  than 
he  is  practicing  medicine.  "We 
realize  we  will  be  living  in  a  glass 
bowl  and  will  be  looked  at  closely. 
But  we  will  handle  ourselves  re- 
sponsibly. The  public  will  see  and 
learn." 

What  Frist  hopes  they  will 
learn  is  that  HCA  does  not  skim 
off  the  good  patients,  persons  ful- 
ly insured  by  private  carriers  who 
pay  more  than  Medicare  and 
Medicaid  and  stay  a  short  time  in 
the  hospital.  Every  hospital  likes 
such  patients  because  the  bulk  of 
chargeable  services  occur  in  the 
first  few  days.  Not  surprisingly, 
the  skimming  charge  is  made  by 
some  public  hospitals  that  claim 
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hey  are  forced  to  take  in  the 
tatients  HCA  refuses. 

By  way  of  reply  HCA  offi- 
ials  point  to  the  109-bed 
ancer-treatment  center  tin- 
ier construction  in  Nash- 
■ille.  That's  certainly  not  be- 
ng  built  for  short-timers. 
Neither  is  the  66-bed  psychi- 
tric  hospital  that^HCA  is  ex- 
ianding  in  Lakeland  Manor, 
|a.  The  average  stay  there  is 
8  days — which  is  almost  3 
imes  as  long  as  in  other 
iCA  hospitals.  Says  Mac- 
Naughton, in  measured 
ones:  "We  do  not  skim  pa- 
tents. Right  now  in  40%  of 
he  hospitals  we  own,  we  are 
he  only  game  in  town.  We 
ouldn't  turn  people  away  be- 
ause  they  couldn't  get  treat- 
nent  anywhere  else.  Any- 
ody  who  comes  to  our  hos- 
itals  gets  treated." 

But,  as  one  HCA  executive  points 
ut,  it's  not  all  altruism.  "When  you 
ome  right  down  to  it,  about  98%  of 
he  public  has  insurance  or  is  eligible 
i>r  government  help.  You  have  to 
now  where  to  find  it,  and  we  are 
/illing  to  sign  people  up  with  the 
ight  agency." 

And  what,  Frist  Jr.  asks,  is  wrong 
/ith  making  a  dollar?  "Our  rates  are 


HCA  President  Thomas  F.  Frist  Jr. 
"We  will  be  looked  at  closely. 


the  same,  and  I  see  nothing  wrong  in 
providing  good  service  and  making  a 
fair  return." 

Then,  in  his  best  bedside  manner, 
he  adds:  "You  and  I  were  brought  up 
thinking  hospitals  shouldn't  make  a 
profit.  They  were  there  to  provide 
quality  health  care,  period.  Well,  that 
was  in  the  days  when  if  you  needed  a 
$1  million  addition,  you  could  raise 


half  through  donations.  To- 
day, that  addition  might  cost 
$20  million,  and  you  prob- 
ably still  couldn't  raise  more 
than  $500,000  in  donations. 
We  have  been  the  stimulus 
for  a  cottage  industry  to  reor- 
ganize itself." 

Frist  says  the  company 
should  have  no  problem  pro- 
ducing real  growth  of  13%  a 
year,  as  it  continues  to  ac- 
quire and  build  hospitals,  es- 
pecially outside  its  southern 
base.  After  that?  Frist  fre- 
quently mentions  Johnson  & 
Johnson,  with  its  wide  vari- 
ety of  health-care  products, 
as  a  model. 

MacNaughton,  64,  does 
not  put  himself  in  HCA's  fu- 
ture when  he  talks  about  the 
1990s.  He  was  brought  in  pri- 
marily for  his  financial  acu- 

  men  and  is  happy  with  the 

way  the  balance  sheet  looks.  HCA's 
long-term  debt  of  58%  of  total  capital 
is  conservative  for  the  industry. 

"You  know,  if  I  were  a  young  man 
starting  out,  I  would  think  about  man- 
aging colleges  the  way  HCA  manages 
hospitals,"  says  MacNaughton,  who 
has  served  on  the  boards  of  governors 
of  Syracuse  and  Rutgers.  "You  could 
make  a  lot  of  money."  ■ 


South  Carolina  view's  healthy  business  as  the 
goose  that  lays  the  golden  egg.  So  we've  built  a 
long-standing  commitment  to  support  and  nurture 
industry  in  our  state. 

That  commitment  has  paid  off.  The  eagles 
^      of  industry  are  landing  here,  and  staying  here, 


V  llll.1V-      HIV    1       till    *    »  r"    V"*  *      W  *  *   9   M.M.   *.*M  M.  MM.M  ^fM.M  V" 

Our  access  to  major  markets  is  exceptional. 
Our  state  government  is  sound.  Our  budget 
balanced  by  lavv.  Our  technical  education 
system  trains  skilled  workers  at  litl  le  or  no  cost  to 
industry.  Fewer  businesses  fail  here  than  anywhere 
else  in  the  country.  . 


else  in  the  country. 

There  is  still  a  ^  aj^. 
place  for  eagles  in 
America.  t  f 


lert     Leak,  Director,  South  Carolina  State  Devclopmenl  Board', 


Land  Here. 
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I  rig  at  Roadway's  Copley,  Ohio  breakbulk  terminal 

triving  trucks  is  only  part  of  a  nationwide  distribution  system. 


\oadway  Express,  Inc. — one  of  the  nation's  most  secretive  com- 
panies— is  also  among  the  best  managed.  In  the  new  regulatory 
nvironment  it  should  do  even  better. 

Easing  into 
high  gear 


By  Jean  A.  Briggs 

Next  time  you  take  a  long  drive, 
chances  are  you  will  see  a  blue- 
and-orange  Roadway  Ex- 
ress  rig.  The  Akron-based  company 
wns  23,000  vehicles  that  are  rarely 
He.  What's  more,  Roadway  operates 
1  almost  every  state — making  it  the 
ation's  largest  and  widest-ranging 
meral  freight  carrier. 
But  size,  as  the  people  at  Roadway 
xpress,  Inc.  point  out,  isn't  every- 
ling.  Over  50  years  of  steady  expan- 
on,  this  publicity-shy  company  has 
utperformed  competitors  in  a  way 
most  unique  in  American  business, 
iver  the  past  decade,  for  example, 
oadway's  earnings  have  grown  at  a 
igh-speed  22.5%  annually — roughly 


twice  the  pace  of  aggressive  transpor- 
tation companies  like  Delta  Airlines 
and  even  oil-rich  Union  Pacific. 

Roadway's  profitability  is  in  over- 
drive, too.  Its  long-term  return  on  cap- 
ital averages  20%,  and  aftertax  net 
margins  of  6%  are  nearly  3  times  the 
industry  average.  First-half  results 
continued  a  28-year  stretch  of  earn- 
ings gains:  Per-share  net  at  Roadway 
was  up  25%,  while  its  tonnage  for  the 
period  fell  by  9%.  For  the  year,  the 
company  should  earn  a  record  $85 
million  on  revenues  of  $1.2  billion. 

Such  success  comes  at  a  time  of 
turmoil  throughout  the  transportation 
sector.  Anyone  who  takes  a  transcon- 
tinental flight  or  owns  stock  in  an 
airline  knows  how  deregulation  can 
upset  established  industry  patterns. 


Similar  change  is  in  store  for  the  na- 
tion's motor  carriers,  which  have 
been  operating  under  a  new,  less-re- 
stricted regulatory  environment  for 
only  14  months.  Already  some  3,000 
newcomers — most  of  them  short-haul 
outfits — have  taken  to  the  highways. 
Old-line  outfits  like  Johnson  Motor 
Lines  and  Wilson  Freight  have  gone 
out  of  business,  and  several  of  the  top 
20  companies  are  losing  money. 

In  this  environment  Roadway 
seems  ideally  positioned  to  score 
some  impressive  gains.  With  not  a 
penny  of  debt  and  a  squeaky-clean 
balance  sheet — despite  the  charge-off 
of  $27  million  in  operating  rights  last 
year — it  has  a  $305  million  cash  hoard 
that  can  finance  new  terminals  and 
equipment  or  a  rate-cutting  grab  for 
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Handling  less  than 
truckload  traffic  the 
Roadway  way 

A  dock  worker  empties  a  rig 
from  a  feeder  terminal.  There's  a 
numbered  cart  for  every 
destination,  and  these  carts  move 
automatically  around  the 
dock  area  until  they  reach  the 
appropriate  outbound  trailer. 
Loading  then  begins — with  an 
understanding   of   which  packages 
will  come  off  first.  The  final  step 
is  to  feed  the  accompanying 
paperwork  into  a  computer. 
That  way  all  shipments 
can  be  located  instantaneously. 


market  share.  But  William  Spitznagel, 
the  company's  closemouthed  chief 
executive,  worries  most  about  ex- 
panding too  fast.  "Uncontrolled 
growth  bankrupts  more  companies 
than  anything  I  know,"  he  explains. 

Trucking  isn't  a  complicated  busi- 
ness. There  is  no  black-box  technolo- 
gy. Everybody  drives  similar  Class  8 
diesels  that  get  about  five  miles  to  the 
gallon.  With  the  exception  of  a  few 
nonunion  carriers — like  Virginia- 
based  Overnite  Transportation — na- 
tionwide Teamsters  contracts  give 
most  competitors  comparable  labor 
costs.  As  tariffs  are  regulated,  there's 
little  opportunity  for  razzle-dazzle 
marketing.  But  such  uniformity  makes 
Roadway's  record  even  more  impres- 
sive. Its  secret  is  decades  of  superior 
management,  pure  and  simple. 

A  key  part  of  Roadway's  strategy  is 
to  make  its  variable  costs  match  cargo 
service  demand.  "Our  traffic  fluctu- 
ates widely  on  a  day-to-day  basis," 
says  Spitznagel.  "So  we  can't  just  set 
up  a  level  of  labor  and  say  this  is  what 
we're  going  to  use.  Every  day  is  differ- 
ent. Tuesday  of  this  week  is  different 
from  Tuesday  of  last  week." 

Fine — but  how  does  Roadway  make 
its  expenses  vary  from  Tuesday  to 
Tuesday?  Terminal  managers — over 
450  of  them — handle  their  own  staff- 
ing. Through  a  system  of  seniority 
and  bidding  for  particular  job  slots, 
employees  either  work  or  stay  home, 
depending  on  traffic  volume  at  the 
terminal  where  they  work.  "Say  we 
know  we'll  need  100  people  every  day, 
but  three  days  per  week  we'll  need  10 
extras,"  says  one  manager.  "We  call 
them  to  come  in  just  on  those  days." 

Labor  costs  amount  to  roughly  two- 


thirds  of  Roadway's  revenues,  so  the 
ability  to  control  them  is  crucial.  Each 
terminal  operates  under  its  own  local 
work  rules.  In  the  future,  managers 
may  have  even  more  flexibility,  as 
deregulation  is  putting  considerable 
pressure  on  the  fabled  Teamster  in- 
transigence (see  box,  p.  95) . 

Roadway's  decentralization  obvi- 
ously gives  local  managers  consider- 
able responsibility.  But  Akron  head- 
quarters keeps  watch.  "We  judge  a 
man's  results  after  the  facts  on  a  daily 
basis,"  says  Spitznagel.  "If  costs  get 
out  of  line  we  move  in  and  find  out 
what  the  problem  is."  Result:  Each  of 
Roadway's  terminals  is  a  profit  center 
and  costs  are  controlled  every  day. 

Spitznagel,  rwho  grew  up  in  Ala- 
bama, studied  marketing  at  Au- 
burn University  and  has  been  with 
Roadway  for  his  entire  31 -year  career, 
talks  about  "basic  philosophies."  The 
concept  of  matching  labor  costs  to 
traffic  flow  is  a  typical  example.  Road- 
way's fundamental  objective  is  to 
build  its  system  from  the  bottom  up. 
"We  believe  in  small  neighborhood 
terminals,  close  to  the  customer,"  he 
explains.  "You  can  grow  as  large  as 
you  want  as  long  as  you  have  local 
identity  as  a  hometown  boy." 

In  other  words,  Roadway  runs  its 
terminals  like  small,  independent 
businesses.  A  local  manager,  who  may 
be  responsible  for  $5  million  worth  of 
equipment  and  600  employees,  has 
broad  autonomy.  "He's  in  charge  of  it 
all,  it  all  reports  to  one,"  says  Spitzna- 
gel. Still,  if  a  manager's  results  look 
bad  he  finds  out  quickly — though 
Roadway's  structure  makes  for  a  lean, 
800-person  home-office  staff.  Top  ter- 
minal managers,  however,  can  earn  as 


much  as  $25,000  annually  above  their 
salary,  through  Roadway's  generous 
incentive  compensation  program. 

Picking  off  the  most  profitable  busi- 
ness is  another  part  of  Roadway's 
strategy.  Instead  of  hauling  bulk  com- 
modities the  company  concentrates 
on  the  motor-carrier  equivalent  of 
parcel  post.  Less-than-truckload 
(LTL)  traffic  accounts  for  81%  of  its 
revenue — a  higher  proportion  than  at 
other  big  carriers. 

These  "small"  cargoes  can  be  any- 
thing up  to  10,000  pounds,  but  Road- 
way's typical  shipment  is  just  over 
1 ,000  pounds  and  there  is  an  average  of 
28  shipments  to  a  trailer.  At  one  time, 
few  carriers  wanted  LTL  business — 
much  of  which  used  to  be  handled  by 
Railway  Express.  The  problems  are 
obvious:  pickups  and  deliveries  at  a 
variety  of  destinations,  and  the  need  for 
a  complex  billing  and  bookkeeping  sys- 
tem. On  the  plus  side,  of  course,  per- 
pound  revenues  are  far  greater.  In  other 
words,  LTL  carriers  more  than  balance 
out  the  labor  and  time  costs  of  constant 
loading  and  unloading  by  charging 
higher  rates. 

That's  where  efficiency  comes  in. 
Roadway  keeps  its  trucks  moving, 
and  the  profits  from  LTL  business  roll 
in.  The  company's  breakbulk-relay 
system  is  the  envy  of  the  industry.  All 
but  26  of  its  terminals  are  really  just 
satellite  depots  where  as  many  as 
4,400  pickup  and  delivery  tractors 
make  regular  "pedal  runs"  to  nearby 
factories  and  warehouses.  Ideally, 
trailers  take  pickups  and  deliveries  at 
every  customer's  loading  dock — so 
Roadway's  trailers  are  infrequently 
heading  home  empty. 

The  26  breakbulk  terminals  are  the 
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lext  rung.  They  consolidate  ship- 
nents  from  satellite  units  within 
:heir  service  area,  using  impressive 
mtomated  shipping  and  hauling  tech- 
liques.  Roadway,  for  example,  isn't 
ivorried  just  about  getting  the  right 
shipment  into  the  right  trailer.  Load- 
ng  has  to  be  done  in  the  right  order  to 
educe  future  handling  to  a  minimum. 
:uel  economy  is  important,  too.  "The 
lame  of  the  game,"  says  William 
-egg,  a  trucking  analyst  with  Alex. 
Srown,  "is  to  have  your  highest  load 
actor  for  the  longest  leg  of  the  haul." 

The  result  of  Roadway's  fabled  effi- 
:iency  is  a  service  level  second 
:o  none.  Under  its  schedules  a 
shipment  dispatched  from 
Jtroudsburg,  Penna.  will  arrive 
n  Los  Angeles  78  V2  hours  later. 
'They  can  usually  work  within 
heir  own  system  rather  than 
nterlining  with  one  carrier, 
:hen  another,"  says  Thomas 
jlodzik,  traffic  manager  at  Has- 
)ro  Industries,  a  Rhode  Island 
:oy  manufacturer.  Adds  Richard 
Warren  of  Lever  Brothers: 
'You're  always  better  off  to  sin- 
de-line.  You  can  easily  trace 
four  shipment,  and  there's  no 
split  responsibility." 

Roadway's  size  thus  becomes 
1  powerful  marketing  tool.  The 
:ompany  already  provides  regu- 
ar  service  to  areas  that  include 
veil  over  90%  of  the  nation's 
nanufacturing  capacity — more 
han  any  other  carrier.  Rather 
han  presenting  a  competitive 
:hallenge,  the  freedom  of  dereg- 
llation  makes  expansion  for 
Roadway  easier.  Sure,  fledgling 
notor  carriers  can  buy  a  few 


trucks  and  start  serving  bulk  custom- 
ers, but  they  can't  profitably  duplicate 
Roadway's  nationwide  capability.  It 
isn't  just  a  trucking  company;  it's  £. 
distribution  network. 

Spitznagel,  who  learned  the  busi- 
ness as  a  terminal  manager,  is  quick 
to  disclaim  credit  for  Roadway's  well- 
thought-out  structure.  "I'm  third-gen- 
eration management  in  here,"  he 
says.  "It  all  sounds  old  and  stodgy,  but 
this  is  the  philosophy  we've  grown  up 
with  and  continue  to  live  with.  It  was 
developed  by  Galen  Roush  and  people 
around  him." 


Roadway  Chairman  William  Spitznagel 
"Keep  your  identity  as  a  hometown  boy.' 


Galen  J.  Roush,  a  man  little  known 
outside  the  trucking  industry,  is  leg- 
endary at  Roadway.  A  graduate  of 
Ohio's  Hiram  College  in  1915,  he 
founded  the  company  with  his  brother 
Carroll  in  1930,  and  ran  it  until  1974, 
when  he  was  almost  81.  He  died  in 
1976.  His  wife,  a  corporate  director, 
died  in  1979.  Now  neither  his  son  nor 
daughter  is  active  in  Roadway  manage- 
ment, but  both  are  on  the  board.  The 
family  still  controls  38%  of  Roadway's 
stock,  worth  $352  million.  It  is  hardly 
suiprising  that  Roush 's  thinking  pre- 
vails at  company  headquarters. 

It  was  Roush,  for  example, 
who  began  the  policy  of  keeping 
a  low  profile.  As  Forbes  report- 
ed in  1975,  he  had  a  favorite 
saying:  "A  whale  would  never 
be  harpooned  if  he  didn't  swim 
to  the  surface."  Taking  the  mes- 
sage to  heart,  he  never  talked  to 
the  press.  John  Tormey,  who 
succeeded  him,  followed  the 
same  policy.  Spitznagel  had 
trouble  making  up  his  mind 
about  a  Forbes  interview  and 
finally  agreed  to  a  strict'  "one 
hour  only."  Earlier,  he  allowed  a 
photographer  to  snap  a  few  pic- 
tures, then  backed  off.  "Talk  to 
our  competitors,"  he  snapped. 
"They're  more  photogenic." 

Perhaps — but  far  less  success- 
ful. Longer  term,  of  course, 
Roadway  runs  the  risk  of  living 
in  the  past.  Consider  the  devo- 
lution of  Texaco  after  Augustus 
Long  or  Chicago's  Tribune  Co. 
after  Col.  Robert  McCormick. 
But  the  wonder  of  the  Roush 
legacy  is  that  the  management 
style  he  evolved  decades  ago 
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Computers  on  the  loading  dock 

There's  a  truckload  of  controversy  over  how  fast  the  Interstate  Com- 
merce Commission  is  implementing  motor  carrier  deregulation  legis- 
lation. Regardless  of  the  ICC's  pace,  however,  forces  of  change  in  the 
surface  transportation  industry  have  a  momentum  all  their  own.  The 
reason:  Rising  fuel  bills  have  swelled  freight  rates  to  the  point  that  the 
shipping  room  is  now  often  a  major  cost  center. 

Time  was,  of  course,  when  traffic  managers  were  kings  of  their  own 
remote  domains.  Rarely  did  they  reach  the  ranks  of  top  management,  and 
rarely  did  their  operations  attract  the  kind  of  scrutiny  that  manufacturing 
did.  Trucking  companies,  meanwhile,  played  host  for  occasional  after- 
noons of  golf,  and  four  times  a  year  carriers  sponsored  outings  at  the  local 
traffic  club — "Not  a  lot  of  direct  selling,  just  an  opportunity  to  have 
dinner  and  drinks  and  establish  closer  relationships,"  says  Don  Adams, 
director  of  traffic  for  Champion  International  Corp. 

How  could  such  conviviality  hurt?  After  all,  transportation  was  a 

regulated  industry.  Freight  rates, 


presumably,  were  all  the  same. 
Still,  audits  showed  that  billing  er- 
rors were  skewed  to  overcharges — 
not  necessarily  because  anyone- 
was  cheating,  but  because  tariffs 
were  exceedingly  complex.  A  rate 
clerk  might  have  to  look  in  36  dif- 
ferent places  to  get  a  correct 
amount,  tor  example,  searching  all 
the  while  with  a  driver  beside  him 
waiting  to  roar  off. 

That  has  spawned  a  curious  cot- 
tage industry.  Entrepreneurs  began 
to  hire  experts  to  search  for  errors 
in  a  firm's  freight  bills.  Finding  a 
mistake,  which  crops  up  on  about 
3%  of  all  invoices,  means  splitting 
the  refund  with  the  shipper.  Now 
hundreds  of  these  so-called  50/50 
clubs  are  in  existence,  often  staffed 
with  retired  rate  clerks.  "We're 
willing  to  spend  the  kind  of  time  it 
takes  to  check  these  things  out," 


says  a  vice  president  of  one  Chicago-based  operation. 

Eventually,  however,  data-processing  experts  realized  that  the  mass  of 
motor  carrier  rate  regulations  presented  a  tempting  target  for  automa- 
tion. Areata  National  Corp.  got  into  the  business,  then  sold  out  to  some  of 
its  executives  in  the  early  Seventies.  They  set  up  Distribution  Sciences, 
headquartered  outside  Chicago.  With  banks  of  disc  files,  it  now  has  one  of 
the  nation's  largest  computerized  data  bases  and  helps  corporate  custom- 
ers cut  their  shipping  costs.  "People  are  realizing  that  transportation 
should  be  purchased  just  like  anything  else — on  the  basis  of  quality, 
service  and  price,"  says  David  Grumhaus,  executive  vice  president. 

Deregulation  makes  this  growing  shipper  sophistication  all  the  more 
significant.  Despite  the  law's  limited  implementation,  traffic  managers 
are  already  negotiating  over  tariffs  much  as  institutional  investors 
squared  off  with  their  brokers  when  Wall  Street's  fixed  commissions 
were  abolished  six  years  ago.  For  the  moment,  the  big  guys  are  doing  well. 
Lever  Brothers,  for  example,  estimates  it  saved  $4  million  over  the  past 
seven  months  as  a  result  of  competition.  Some  small  shippers,  however, 
have  been  hit  with  significant  hikes. 

Less  regulation  and  more  penny-pinching  by  shippers  is  gradually 
restructuring  the  trucking  industry.  Now  there  are  thousands  of  indepen- 
dent companies.  Eventually  there  may  be  a  half  dozen  or  so  nationwide 
operators,  perhaps  twice  as  many  regionals  and  a  greater  number  of 
specialists  hauling  commodities  like  explosives  or  window  glass.  As  the 
nation's  largest,  best-run  carrier,  Roadway  Express  will  do  more  than 
merely  survive;  it  should  increase  its  margin  of  success. — J.A.B. 


seems  to  work  even  better  in  an  era  of 
deregulation  when  the  competitive 
environment  is  vastly  changed. 

Controlling  growth  was  part  of 
Roush's  credo.  But  not  earnings 
growth.  "We  grow  as  fast  as  possible 
there,"  says  Spitznagel,  allowing  a 
tiny  grin.  What's  more  critical  is  ex- 
pansion of  operations  and  shipments 
handled.  "We  want  that  growth  to  be 
between  8%  and  12%  per  year.  In 
years  we  moved  faster,  we  seemed  to 
lose  control.  We're  nothing  more  than 
the  supervision  of  people.  We  are  peo- 
ple-dependent But  we  home-grow  our 
people,  so  if  we  outstrip  our  people- 
development  capacity  we  can  get  in 
trouble." 

Roadway,  however,  seems  to  be 
growing  very  fast.  The  Interstate 
Commerce  Commission,  under  for- 
mer Chairman  Darius  Gaskins  Jr.,  lib- 
eralized its  policy  toward  granting 
new  operating  authority.  Roadway, 
which  used  to  concentrate  largely  in 
the  eastern  U.S.,  was  quick  to  seek 
new  territory.  Over  the  past  few 
years,  it  has  gained  authority  to  oper- 
ate all  over  the  nation,  building  in  the 
West,  and  in  such  states  as  Alabama, 
Mississippi,  Texas  and  areas  of  New 
England.  The  company  is  now  await- 
ing final  authority  to  operate  irregular 
routes  to  and  from  all  points  in  the  48 
contiguous'states. 

Spitznagel,  however,  makes  it  clear 
that  Roadway  isn't  in  a  hurry  to  blan- 
ket this  territory.  Roadway  isn't 
known  for  moving  in  the  fast  lane. 
Roush  began  operating  around  Akron 
five  years  before  regulation  was  im- 
posed in  1935,  so  the  company  was 
grandfathered  into  some  of  its  initial 
routes.  It  gradually  acquired  more  op- 
erating authority,  but  filling  in  the 
eastern  half  of  the  U.S.  took  45  years. 

For  the  moment,  Roadway  is  con- 
centrating on  the  Pacific  Northwest, 
building  up  its  business  terminal  by 
terminal.  But  that  is  hardly  uncharted 
territory.  Consolidated  Freightways, 
the  industry's  second-largest  carrier, 
began  in  Portland,  Ore.  in  1929.  It 
gradually  blanketed  the  western  half 
of  the  U.S.,  much  as  Roadway  did  the 
East.  Now  the  two  carriers'  paths 
have  crossed.  "We've  built  for  this 
day,  and  we're  going  to  draw  blood," 
says  Lary  Scott,  who  runs  Consolidat- 
ed's  trucking  operations. 

For  the  moment,  the  toughest  com- 
petition in  the  industry  involves  full 
truckload  cargoes.  Contract  carriers 
and  owner-operators  have  been  bid- 
ding for  this  business,  much  of  which 
they  weren't  allowed  to  haul  until  de- 
regulation. That  leaves  all  the  big 
companies  scrambling  to  increase 
their  safer  LTL  revenues.  The  des- 
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peration  strategy:  Price-cutting. 

Yellow  Freight  System,  for  exam- 
ple, the  nation's  third-largest  carrier, 
has  been  hit  hard  by  the  loss  of  truck- 
load  business.  Earnings  fell  by  47%  in 
1979  and  have  just  begun  to  recover. 
The  Kansas-based  company  is  now 
offering  deep  discounts  to  try  to  at- 
tract more  LTL  traffic. 

Consolidated,  on  the  other  hand, 
foresaw  the  impact  deregulation 
would  have  several  years  ago  and  be- 
gan preparing.  The  Palo  Alto-based 
company  has  spent  $77  million  over 
the  past  four  years  adding  terminals 
and  upgrading  old  ones.  It  now  has  a 
modern,  nationwide  hub-and-spoke 
system,  second  only  to  Roadway's. 

For  Roadway,  of  course,  having 
money  in  the  bank  is  just  another  part 
of  the  stodgy,  old  Roush  philosophy. 
Despite  the  new,  relaxed  regulatory 
climate,  the  company  isn't  hurrying 
to  diversify  within  transportation 
business  either.  Some  carriers,  such  as 
Preston  Trucking,  have  set  up  subsid- 
iaries to  do  contract  work  using  non- 
union owner-operators.  Others  are 
moving  to  handle  more  of  the  surface 
segment  of  the  booming  air  freight 
market.  Roadway  is  interested,  but 
not  aggressive.  Nor  is  Spitznagel  im- 
pressed with  the  strategy  of  Tiger  In- 
ternational's aggressive  chairman, 
Wayne  Hoffman,  who  aims  to  inte- 
grate air,  truck  and  rail  service  under 
one  corporate  umbrella. 

Instead,  Roadway  is  trying  simply 
to  do  more  of  the  same — only  better. 
Now,  for  example,  it  is  test-marketing 
a  second-morning  service  to  the  West 
Coast,  something  that  falls  between 
overnight  air  freight  and  the  current 
three-to-five-day  truck  schedules. 
Also,  new  terminals  are  always  on  the 
drawing  boards.  Nothing  glamorous, 
mind  you,  just  gradual  expansion  into 
places  like  Seattle  and  Portland. 

Despite  Roadway's  penchant  for  se- 
crecy, the  company  has  long  had  a 
following  on  Wall  Street.  Institutions 
own  roughly  half  its  shares,  which 
have  almost  doubled  in  the  wake  of 
deregulation.  Roadway  now  com- 
mands a  hefty  multiple  of  12  times 
earnings  and  trades  at  almost  3  times 
book  value — ranking  it  closer  to  glam- 
our stocks  like  Federal  Express  than  to 
conventional  transportation  compa- 
nies. The  potential  for  more  expan- 
sion explains  that  position:  Even  with 
its  current  strength,  Roadway  has  a 
mere  5%  share  of  the  regulated  gener- 
al commodity  freight  market. 

Since  1930  Roadway  has  been  ac- 
celerating— gradually  and  quietly. 
Now,  just  when  the  opportunities 
seem  greatest,  it  has  finally  shifted 
into  high  gear.  ■ 


The  Teamsters  in  turmoil 


Jimmy  Hoffa  might  just  be  turning  over  in  his  much-speculated-about 
grave.  In  1967,  before  he  ended  his  ten-year  rule  of  the  International 
Brotherhood  of  Teamsters,  the  union's  onetime  overlord  made  his  unruly 
fiefdom  a  national  monolith.  One  of  his  toughest  battles  was  to  create  a 
nationwide  multiemployer  bargaining  agreement,  a  monster  contract 
that  covers  some  1,600  companies. 

Now,  however,  the  Teamster  prowess  is  waning.  With  the  onset  of 
deregulation,  the  number  of  small,  nonunion  carriers  taking  to  the 
highways  has  skyrocketed.  Employers  are  demanding — and  receiving — 
contract  concessions.  But  with  about  50,000  of  its  300,000  members 
covered  by  the  National  Master  Freight  Agreement  on  layoff,  the  union 
loses  some  of  its  old  militancy.  "If  the  only  way  a  company  can  stay  in 
business  is  by  paying  lower  wages,  how  long  can  you  keep  your  master 
agreement?"  says  a  Teamster  staffer. 

The  impact  of  these  givebacks  is  hard  to  measure,  but  company  and  union 
officials  alike  admit  that  they  are 
proliferating.  Although  Teamsters 
officials  last  year  rejected  an  indus- 
try bid  to  reopen  contract  negotia- 
tions, they  did  allow  locals  to  bar- 
gain individually  with  companies 
on  some  concessions.  During  the 
last  two  months,  for  example,  work- 
ers at  several  small  carriers  accepted 
15%  wage  reductions  in  return  for 
the  creation  of  employer-backed  in- 
centive programs. 

Most  recently,  such  a  renegoti- 
ation took  place  at  System  99,  an 
Oakland-based  carrier  whose  rev- 
enues are  off  by  25%  from  last  year. 
"The  International  takes  a  no-posi- 
tion stance  because  this  doesn't  in- 
volve reopening  the  master  con- 
tract," says  Marvin  Gilardy,  the 
company's  chairman.  He  hopes  an 
improvised  compensation  package  Jimmy  Hoffa  in  his  heyday 
will  extend  beyond  the  two  years  of  TKe  old  days  are  gone. 
the  current  reductions. 

The  Teamsters  are  already  approaching  the  April  1982  expiration  of 
their  nationwide  contract  with  caution.  Many  trucking  companies  are 
considering  leaving  or  dividing  the  national  employer  bargaining  group. 
"The  International  realizes  there  is  a  problem  with  the  current  contract, 
and  they're  going  to  have  to  do  something  to  resolve  it,"  says  the  head  of 
an  eastern  trucking  concern. 

To  an  extent,  all  companies  benefit  from  the  industry's  go-it-alone 
environment.  Current  rules  prevent  many  firms  from  taking  full  advan- 
tage of  the  Motor  Carrier  Act  of  1980.  If  a  company  has  drivers  on  layoff, 
for  example,  it  cannot  transport  trailers  on  a  railroad  flatcar.  Instead  of 
this  "piggybacking,"  the  carrier  must  move  all  cargoes  by  truck. 

In  addition,  company-by-company  bargaining  can  favor  hard-pressed 
firms  by  allowing  them  flexibility  with  salaries  and  work  rules.  This 
could  come  at  the  expense  of  giants  like  Roadway,  although  until  now,  its 
size  and  efficiency  have  insulated  it  from  nonunion  competition.  "A  large 
carrier  has  the  competitive  tools  to  get  the  small-shipment  business  it 
wants  anyway,"  says  Paul  Schlesinger  of  Donaldson,  Lufkin  &  Jenrette. 
What's  more,  Roadway,  with  massive  bargaining  clout  and  average  total 
compensation  (including  fringes)  per  employee  of  over  $34,000,  could 
perhaps  wangle  labor  concessions  on  its  own. 

The  ultimate  impact  of  the  Teamsters'  troubles,  however,  will  reach  far 
beyond  the  transportation  sector.  "Carter's  wage  guidelines  glorified 
Teamsters'  bargaining,  so  it  has  taken  on  a  political  importance  that  it 
did  not  have  before,"  says  Audrey  Freedman,  labor  expert  at  the  Confer- 
ence Board.  If  the  Teamsters'  bargaining  position  continues  to  erode, 
there  will  be  a  lot  more  concessions  to  come. — Anne  Field 
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The  success 

of  nine  companie 

starts  with 
the  nine  at  the  top 


Wm  Howard  Beasley  III  Lawrence  G  Blackmon  James  E.  Chenault.  Jr 

President  and  President  and  President  and 

Chief  Executive  Officer,  Chief  Executive  Officer.  Chief  Executive  Officer. 

Velsicol  Chemical  Corp  Microdot  Inc  Lone  Star  Steel  Co 


John  B  Holland  Thomas  P  Kemp  Richard  J  Newman 

Chairman  and  President  and  President  and 

Chief  Executive  Officer.  Chief  Executive  Officer,  Chief  Executive  Officer, 

Union  Underwear  Coca-Cola  Bottling  Co  The  Buckingham  Corp 

Company.  Inc  of  Los  Angeles 


Peter  H  Noznesky  Otto  A  Payonzeck  Robert  C  Turrentine 

Chairman  and  President  and  President  and 

Chief  Executive  Officer.    Chief  Executive  Officer,  Chief  Executive  Officer. 

Genera!  Battery  Coip       Universal  Manufacturing  Acme  Boot  Company.  Inc 
Corp 
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Amdl specially  when 
our  goal  is  that  our  com- 
panies be  leaders  in  their 
industries  and  perform 
better  than  their  com- 
petitors, even  in  difficult 
years. 

This  requires  strong 
chief  executives.  With 
strong  management 
teams  to  back  them  up. 

Our  compound  annual 
growth  rate  of  20.6  per- 
cent in  earnings  per  share 
since  our  founding  in 
1968  is  proof  of  their 
excellent  performance. 
Over  the  same  period 


(1968-80),  the  earnings 
per  share  of  Standard  & 
Poor's  400  compounded 
at  8.3  percent.  And  in  the 
absence  of  some  unfore- 
seeable event,  we  now 
expect  a  record  year  in 
1981  with  earnings 
exceeding  $8.00  per 
share. 

Experience  Makes 
the  Difference 

Our  chief  executives 
have  an  average  of  21 
years  experience  in  their 
respective  industries. The 
type  of  industry  back- 
ground required  to  build 
our  companies,  take 
advantage  of  their  unique 
market  opportunities, 
and  keep  them  moving 
ahead. 


They  provide  the  leader- 
ship and  experience  we 
look  for  in  the  companies 
we  acquire.  In  fact,  one 
of  our  most  important 
acquisition  criteria  is  that 
a  company  be  well  run 
and  have  a  management 
that  is  willing  to  remain. 
We  believe  a  company's 
assets  include  the  quality 
of  its  management. 

We  also  believe  that 
strong  people  won't  stay 
where  they're  not  chal- 
lenged. Each  of  our  com- 
panies is  an  autonomous, 
independently  audited 
operation  with  a  median 
sales  volume  in  1980  of 
more  than  $260  million. 

We  give  each  of  our 
chief  executives  maxi- 
mum control  over  his 
company's  day-to-day 
operations.  He  determines 
his  company's  goals,  as 
well  as  the  strategies  and 
programs  required  to 
accomplish  them. 

in  turn,  our  chief 
executives  know  that 
Northwest  Industries'  first 
priority  is  sound  invest- 
ment in  its  nine  operating 
companies.  We  encour- 
age the  development 
of  high  return  capital  pro- 
posals from  our  compa- 
nies. Our  criteria  require 
that  these  investments, 
including  associated 
working  capital,  hold  the 
likelihood  of  an  aftertax 
discounted  cash  flow  rate 
of  return  of  more  than 
15  percent. 

Incentives  Foster 
Achievements 

Strong  financial  in- 
centives make  our  system 


work.  After  all,  it's  our 
companies  that  make  the 
dollars  for  our  stock- 
holders. The  compensa- 
tion for  each  of  our  chief 
executives  and  his  key 
officers  is  tied  to  their 
company's  performance, 
based  typically  on  profit- 
ability, working  capital 
control  and  return  on 
capital.  It's  the  kind  of 
arrangement  the  right 
people  thrive  on. 

We're  proud  of  the 
achievements  of  our  chief 
executives  and  their 
companies.  Our  system 
has  worked  for  us. 

Dividend  Continues 
to  Grow 

Our  growth  has  allowed 
the  dividend  to  increase 
regularly  -  from  a  year- 
end  annual  rate  of  $.25 
in  1971  to  $2.68  in  1981. 
Meanwhile,  our  payout 
ratio  declined  from  54 
percent  to  approximately 
30  percent  expected  for 
this  year. 

Growth  like  this  can't 
happen  without  excellent 
management  at  each  of 
our  companies. To  find 
out  more  about  our  sys- 
tem of  management  and 
its  results,  send  for  our 
annual  report  or  our  SEC 
Form  10-K.  Write  us 
at  6300  Sears  Tower, 
Chicago,  IL  60606. 


Northwest  Industries, inG 
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3y  converting  from  a  mutual  to  a  stock 
company,  Texas  Federal  Savings  &  Loan 
has  given  itself  a  whole  new  future. 

The  feeling 
isn't  mutual 


By  Ben  Weber  man 

Most  tales  begin  'Once  upon 
a  time  .  .  .,'  but  here  in  Texas 
we  start,  'You  wouldn't  be- 
lieve this  .  .  .,'  "  says  Joel  T.  Williams 
Jr.,  60,  ehairman  of  Texas  Federal  Sav- 
ings &  Loan  Association.  "Well,  you 
wouldn't  believe  this,  but  we  just  had 
our  first-ever  stock  offering  in  June 
and  a  second  part  in  July  and  both 
were  heavily  subscribed." 

Buy  stock  in  an  S&.L?  Aren't  363  of 
them,  at  last  count,  in  serious  financial 
trouble?  Indeed  yes,  but  out  Texas  way 
Williams'  S&L  was  able  to  raise  $14.3 
million  in  new  cash.  It  amounts  to 
46%  of  outstanding  capital  and  will 
not  only  carry  Texas  Federal  through 
this  period  of  industrywide  financial 
strain  but  also,  he  thinks,  enable  it  to 
pick  up  other  thrift  units  while  ex- 
panding internally  as  well. 

Texas  Federal  had  been  mutually 
owned  for  56  years  when  it  received 
permission  in  the  fall  of  1980  from  the 
Federal  Home  Loan  Bank  Board  to 
convert  to  stock  ownership.  It  wasn't 
a  premonition  of  doom  that  impelled 
Williams,  but  it  was  foresighted  just 
the  same.  "There  weren't  any  Texas- 
based  stock  savings  and  loan  associ- 
ations," Williams  recalls,  "and  I  fig- 
ured the  availability  of  stock  to  raise 
capita!  or  to  exchange  for  acquisitions 
would  speed  the  growth  of  the  organi- 
zation I  had  in  mind." 

Despite  the  rocky  market  for  S&L 
stock,  the  1.5 -million-share  offering 
went  off  smoothly  at  $10.75  each  un- 
der ground  rules  laid  down  by  the 
FHLBB.  Management  bought  14%, 
near  the  maximum  15%  permitted  by 
the  rules.  Depositors  qualified  to  sub- 
scribe accounted  for  another  25%,  en- 
abling them  to  maintain  their  interest 
in  the  association's  retained  earnings. 
The  shares,  underwritten  by  Blyth 


Texas  Federal's  Williams  Jr.  and  sou 
Foresight,  not  premonition. 


Eastman  Paine  Webber  and  Rauscher 
Pierce  Refsnes,  were  sold  in  late  July. 
Aftermarkct  trading  lifted  the  price  to 
14'/4  within  two  weeks,  despite  the 
stream  of  news  about  failing  thrifts. 

It  is  surely  not  awesome  size  that 
attracted  new  investors  to  Texas  Fed- 
eral. With  its  fresh  capital,  it  ranks 
only  eighth  among  the  state's  thrifts, 
with  assets  of  under  $800  million. 
Rather,  the  new  money  came  because 
the  offering  was  marketed  shrewdly 
at  $10.75 — one-third  of  book  value. 
(Other  thrifts  recently  converted  from 
mutual  to  stock  ownership  have  trad- 
ed lately  at  35%  to  40%  of  book  in  the 
aftermarket.)  No  less  important  in  the 
long  run  is  the  financial  strength 
gained  by  converting  from  a  mutual  to 
a  stock  company.  In  fiscal  1981  (end- 
ed Mar.  31)  Texas  Federal  lost 
$518,000.  But,  Williams  points  out  in 
his  pleasant  drawl,  if  that  $14.3  mil- 


lion in  new  cash  had  been  available  all 

of  last  year — invested,  say,  in  16% 
GNMA  modified  passthrough  certifi- 
cates— the  company  would  have 
shown  a  $1.2  million  profit. 

Such  a  dramatic  change  from  loss  to 
profit  would  have  been  possible  be- 
cause the  new  cash  is  equity  capital, 
not  savings  deposits  that  could  cost  as 
much  as  16%  in  interest  payments  to 
depositors,  nor  debt  that  would  re- 
quire sky-high  interest  to  lenders. 

Even  so,  Williams  will  not  have  it 
easy.  The  cost  of  attracting  and  hold- 
ing deposits  is  even  higher  than  last 
year,  more  than  offsetting  the  pres- 
ent earning  power  of  his  new  equity 
capital.  As  a  result,  the  net  interest 
margin  is  a  negative  1%.  Other  asso- 
ciations in  Texas  have  negative 
spreads  of  \Vi%  these  days,  but  that 
is  little  consolation  to  Williams.  Not 
surprisingly,  he  doesn't  plan  to  pay 
dividends  soon. 

Texas  Federal  could  easily  rake  in 
16'/2% — after  a  six-point  charge — on 
long-term  fixed-rate  mortgages,  but  it 
is  not  in  any  hurry  to  commit  "large 
sums  into  the  mortgage  market." 
Williams  explains:  "My  first  move 
will  be  to  put  the  cash  from  the  stock 
offering  into  the  money  market, 
where  we  can  generate  earnings  of 
20%  and  more." 

Williams,  an  avid  hunter  and  fisher- 
man and  a  lover  of  fine  food,  was  born 
and  raised  in  Dallas,  but  he  neverthe- 
less prefers  charcoal-grey  Oxxford 
suits  to  bolo  ties  and  boots.  He  has 
been  running  Texas  Federal  since 
1958,  having  taken  over  as  chairman 
from  his  father.  One  of  these  years, 
presumably,  he  will  hand  it  over  to 
Joel  T.  Williams  HI,  33,  who  is  presi- 
dent of  the  association  and,  like  Wil- 
liams Jr.,  a  graduate  of  Southern 
Methodist  University's  law  school. 

Present  uncertainties  and  hard 
times  notwithstanding,  Williams  Jr. 
has  no  doubt  there  will  be  something 
of  value  to  pass  along.  One  thing  going 
for  Texas  Federal,  he  says,  is  the 
state's  banking  laws.  They  limit  com- 
mercial banks  to  one  location  but 
place  no  similar  restraint  on  savings 
associations.  Thus,  Texas  Federal 
now  has  23  offices  in  the  Dallas-Ft. 
Worth,  Houston  and  San  Antonio 
metropolitan  areas,  and,  with  a  larger 
equity  base,  Williams  will  be  able  to 
pick  up  more — at  distress  prices. 

The  capital  position  of  Texas  Feder- 
al is  great  enough  to  permit  the  asso- 
ciation to  grow  another  50%.  The 
availability  of  stock  to  pay  for  acquisi- 
tions or  to  raise  additional  capital,  if 
needed,  puts  that  objective  within 
reach  rather  quickly — perhaps  in  just 
a  few  years.  ■ 
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How  to  develop 
a  silver  tongue,  a  golden  touch 
and  a  mind  like  a  steel  trap. 


If  you  want  to  lead  others,  it's  essen- 
tial to  see  things  they  miss  ...  to  know 
how  to  communicate  your  broader 
vision  .  .  .  and  to  tell  your  insights  with 
a  conviction  that's  inspiring. 

Business  Week  helps  give  you  that 
silver-tongued  readiness  of  expression 
that's  so  critical  in  leading  other  peo- 
ple. Simply  by  making  you  remarkably 
well  informed  about  business. 

Gain  years  of  business  wisdom 
with  just  an  hour  or  two  of  reading 
each  week! 

Every  issue  of  Business  Week  con- 
tains dozens  of  articles  —  most  quite 
short  —  that  analyze  every  happening 
of  note  in  the  business  community. 


What  you've  been  missing 

Here  are  some  typical  articles 
from  recent  issues: 

Tax  Tactics  That  Work.  Eleven  pit- 
falls to  avoid  on  your  next  return  — 
and  eight  rules  to  follow  in  case  you 
get  audited. 

Good  News  for  New  Businesses. 

The  Miscellaneous  Revenue  Act  now 
lets  entrepreneurs  write  off  start-up 
costs  and  save  a  bundle  over  those 
crucial  first  few  years. 

Awesome  Strategy.  How  IBM  is 

quietly  repositioning  itself  for  rip-roar- 
ing growth  through  the  80's. 

Upstarts  in  the  Sky.  Cut-rate 
carriers  are  revolutionizing  the  airline 
industry.  But  the  older  airlines  are  not 
necessarily  being  hurt. 

The  Home  Information  Revolu- 
tion. No  longer  science  fiction,  home 
computer  terminals  are  about  to 
change  the  way  you  work,  shop, 
bank,  and  communicate. 


five  managers  who  saw  their  profits 
dwindle  to  nothing. 

(Good  lessons  in  how  not  to  succeed. 

You'll  also  read  about  executives 
who  turned  their  companies  around  — 
through  innovation  .  .  .  diversification  .  . 
centralization  .  .  or  other  careful 
strategies. 

Their  talent  for  success  will  inspire 
you  to  perfect  your  own  golden  touch  .  . 

Take  the  measure  of  the  current 
business  climate  (and  see  what's  in 
it  for  you). 

Business  Week  analyzes  all  the 
quirks  of  the  current  economy ...  re- 
veals the  health  secrets  of  corporate 
"cash  cows" .  .  .  points  out  new  markets 
that  are  mushrooming  all  over  the 
world  . .  . 

With  input  like  this  fed  you  every 
week,  don't  be  surprised  if  your  mind 
grows  so  sharp  and  quick  that  it 
closes  like  a  steel  trap  around 
every  new  business 
opportunity! 


No  Risk  Trial  Offer 

You  are  invited  to  enter  a  trial  sub- 
scription to  Business  Week  for  29 
issues  at  the  basic  rate  of  only  $19.95 
. . .  with  the  option  to  cancel  on  the 
first  bill  and  pay  nothing  if  you  find  our 
focused  information  for  management 
is  not  for  you. 

You  pay  the  low  basic  rate  of  only  69c 
a  week  with  this  short-term  introductory 
offer  —  instead  of  the  $1.75  cover  price. 

But  if  you're  not  convinced,  pay 
nothing!  When  our  bill  arrives,  just  write 
"cancel''  on  it,  send  it  back  and  your 
trial  will  end  with  no  further  obligation. 

No  need  to  send  money.  Simply  fill 
out  the  order  card  opposite  this  ad.  Or 
use  the  coupon  below. 


Each  week  you'll  discover  who's 
merging  with  whom.  What's  selling 
where.  Why  prices  are  soaring  or 
plunging  in  all  sorts  of  places  . .  . 

Who's  delighting  stockholders. 
Who  s  infuriating  employees. 
Who  are  leaping  to  power  (or 
losing  their  jobs)  in  companies 
unions  and  governments  all 
over  the  world. 

Watch  the  dramas  and 
traumas  behind  the  profit 
and  loss  statements. 

Each  week  you'll  read  about  bright 
ideas  that  bombed  —  and  unimagina- 


Send  me  the  next  29  issues  of 

Business  Week  at  the  basic  subscription 
price  of  only  $19.95  —  69$  a  week. 

If  Business  Week  does  not  meet  my  needs,  I 
may  write  "cancel"  on  your  bill,  and  return  it 
with  no  further  obligation.  Otherwise,  I  will 
send  my  payment  and  receive  —  free  — 
your  Guide  to  Personal  Business. 
GUARANTEE:  If  Business  Week  does  not 
meet  your  needs  at  any  time,  you  may 
cancel  and  receive  a  refund  for  any 
issues  not  yet  mailed.  In  any  event,  the 
uide  is  yours  to  keep. 

]  Bill  me   O  Payment  enclosed 

□□ 


Mr  Ms  Name  (please  print) 


Position 


Company 


Product  or  Service 


□  Manufacturer 

□  Non-Manutacturer 


Please  send  Business  Week  to  the  address  below 
This  is  my  □  home  address  □  business  address 


Allow  4 -6  weeks  tor 
service  to  begin 
Otter  good  in  U  S 
and  possessions 


City 

Mail  to 

Business  Week 

Princeton  Road 
Hightstown  N  J  08520 
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Advent  President  Bernard  Mitchell 

"Henry  is  one  of  my  idols  but  that  configuration  isnt  going  anywhere. 


Can  Bernie  Mitchell  bring  Advent  out  of 
bankruptcy  and  compete  successfully 
against  its  own  founder? 


Self-inflicted 
wounds 


By  Thomas  Baker 


ADVENT  HAS  NO  REASON  to  be  in 
business  except  the  name  Ad- 
fcvent,"  says  Henry  Kloss. 
Strange  words  indeed  from  the  com- 
pany's founder.  But  Henry  Kloss  has 
an  ax  to  grind.  Forced  out  of  Advent 
by  his  own  board  in  1976  a  year  after 
the  stereo  and  projection-TV  maker 
showed  a  $3  million  loss,  inventor 


Kloss  promptly  started  up  Kloss  Video 
Corp.  and  went  into  competition 
with  Advent.  Now,  he  says,  Advent's 
days  of  technological  leadership  are 
long  gone. 

Advent's  current  boss,  Bernard 
Mitchell,  couldn't  disagree  more. 
Mitchell,  a  veteran  of  stereo  market- 
ing from  Pioneer  who  joined  Advent 
in  1980 — too  late  to  save  it  from  en- 
tering bankruptcy  in  March — is  eager 


The  Up-And-Comers 


to  get  started  again:  "We  have  thrust 
products,  momentum  products.  We 
can  be  back  in  control  of  our  destiny 
and  back  in  control  of  the  industry. 
This  will  be  a  fun  company  again 
someday."  One  expert  on  fun,  Nolan 
Bushnell,  apparently  agrees.  The  38- 
year-old  founder  of  the  Atari  electron- 
ic-games empire  and  the  fledgling  Piz- 
za Time  Theater  arcade  chain,  Bush- 
nell is  rescuing  Advent  next  month 
with  $2  million — enough  to  pay  Ad- 
vent's creditors  at  40  cents  on  the 
dollar  and  move  its  first  new  products 
into  production. 

At  street  level,  the  two  companies 
couldn't  look  more  alike — both  occu- 
py •  dilapidated  turn-of-the-century 
warehouses,  only  blocks  apart  in  the 
rubble-strewn  back  streets  of  Cam- 
bridge, Mass.  On  paper,  though,  Kloss' 
company  has  been  faring  far  better: 
On  sales  of  $7  million  last  year,  Kloss 
earned  a  healthy  $600,000— not  bad 
for  its  first  full  year  of  production  in 
the  TV  business.  Advent,  which  at  its 
peak  in  1978  earned  $2.2  million,  lost 
$2.2  million  last  year  on  $30.6  million 
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in  sales,  and  is  now  in  Chapter  1 1 . 

How  did  a  promising  company  like 
\dvent  get  into  such  a  fix?  "All  Ad- 
/ent's  wounds  are  self-inflicted,"  says 
Vlitchell.  An  immediate  hit  in  the 
stereo  business  when  it  was  founded 
n  1967,  Advent — like  Henry  Kloss' 
:wo  previous  companies,  Acoustic 
Research  (sold  for  $9  million  to  Tele- 
lyne)  and  KLH  (sold  for  $4  million  to 
Singer,  which  has  since  resold  it) — 
5uilt  low-priced,  high-quality,  simple 
;quipment,  sold  through  no  more 
:han  250  stereo  outlets  across  the 
:ountry.  With  no  advertising  and  no 
nore  than  a  few  products,  Advent 
;aw  its  first  speaker  become  the  larg- 
rst-selling  in  audio  history. 

But  Advent  never  made  much  mon- 
;y.  Even  though  Advent  speakers 
vere  practically  jumping  off  dealers' 
ihelves,  Kloss  kept  prices  low.  He  cer- 
ainly  didn't  have  to  because  of  for- 
:ign  competition.  Loudspeakers  are 
me  U.S.  market  that  the  Japanese 
ludio  giants — hampered  by  high 
reight  costs  and  a  tin  ear  for  speaker 
lesign — have  never  cracked.  But 
[loss  was  too  busy  to  notice.  He  was 
>ounng  Advent's  cash  into  projection 
elevisions,  a  product  for  which  he 
aw  a  booming  market  just  around  the 
:orner.  "I  wanted  to  produce  the  all- 
>ut  definitive  set,"  he  explains.  By 
975,  however,  he  had  spent  over  $2 
nillion  on  the  TV  and  had  sold  only  a 
ew  hundred  of  the  huge,  $4,000  sets. 

When  Advent  eventually  showed  a 
oss  for  the  year  in  1975,  its  lenders 
lulled  the  plug.  Together  with  Advent 
Chairman  Peter  Sprague — a  venture 
apitalist  and  the  chairman  of  Nation- 
1  Semiconductor — they  required  that 
[loss  be  excluded  from  product  deter- 
nination  at  Advent.  Kloss  retreated 
n  a  sulk  to  his  basement  workshop. 

Meanwhile,  Advent  began  to  floun- 
ler.  A  few  new  stereo  products  got 
ave  reviews  but  were  priced  way  too 
ow.  Typical,  says  Mitchell,  was  its 
Lloss-designed  Advent  Model  400  FM 
adio,  a  simple  table  model  with  ex- 
ellent  sound.  "They  had  a  cost-of- 
oods-sold  of  $88,  they  sold  it  to  their 
ealers  for  $93  and  lost  about  $20  on 
very  one  they  sold  because  they 
/eren't  covering  their  overhead, 
'hey  sold  1,000  a  month  for  years  and 
lever  made  a  penny.  When  they  got 
|g  orders  they  said,  oh  my  God,  we're 
osing  more.  For  five  years  nobody 
ealt  with  that." 

Then,  too,  Sprague  sank  $1.6  mil- 
ion  into  a  new  production  facility  in 
'ortsmouth,  N.H.  that  canceled  Ad- 
ent's  freight  advantage  versus  the 
apancse.  It  cost  more  to  ship  one  of 
advent's  TVs  from  Portsmouth  to  Los 
mgeies  than  it  did  from  Tokyo. 


Kloss  Video's  Henry  Kloss 


'They  all  read  the  same  papers. 


By  this  time  Advent's  plight  had 
caught  Mitchell's  attention.  He  had 
just  stepped  down  as  head  of  $250 
million  (sales)  U.S.  Pioneer,  the  hugely 
successful  U.S.  distributor  of  Japanese 
stereo  equipment.  Mitchell,  who 
wanted  to  run  his  own  show,  wrote 
Sprague  at  Advent:  "I  told  him  my 
studies  showed  that  his  company 
would  die  very  quickly,  and  that  in  the 
absence  of  a  strategic  plan  more  bril- 
liant than  I  see  your  company  capable 
of  creating,  there's  nothing  you  can  do. 
Just  pick  the  day  you  die."  Sprague  was 
interested.  In  exchange  for  a  contribu- 
tion to  Mitchell's  pet  cause,  the  Metro- 
politan Opera,  Mitchell  wrote  up  a 
rescue  plan.  "I  went  to  the  Bureau  of 
Labor  Statistics  and  did  demographic 
profiles,  tried  to  get  in  touch  with  the 
phenomenon  of  the  Seventies,"  says 
Mitchell  heatedly. 

The  plan  he  developed  called  for  a 
major  about-face  for  Advent.  Instead 
of  Advent's  narrow  line  of  speakers 
and  projection  TVs,  Mitchell  wanted  a 
complete  line  of  audio  and  video  gear. 
"Advent  owed  more  money  to  its 
vendors  than  it  could  ever  pay  back. 
The  only  option  was  something  that 
generated  a  great  deal  of  investor  in- 
terest." Since  Advent  couldn't  afford 
to  build  all  these  products  itself, 
Mitchell  suggested  they  be  imported 
from  Japan  and  emblazoned  with  the 
well-thought-of  Advent  name.  Televi- 
sions and  speakers  would  remain 
U.S. -built,  but  a  videodisc  player 
would  be  ordered  from  Pioneer,  and  a 
video  cassette  machine  from  Sony. 
Armed  with  a  product  line  almost 
60%  imported,  Advent  would  be  a 
$1 70  million  company  by  1985. 


Mitchell  was  also  pinning  his  hopes 
on  the  VBT100  projection  TV— "the 
linchpin  of  Advent's  recovery."  Un- 
like Advent's  previous  two-piece  sets, 
where  an  ottoman-size  box  projects 
onto  a  screen  across  the  room,  the 
VBT100  looks  like  a  table.  The  table's 
top  tilts  up,  and  in  vertical  position 
becomes  a  screen  for  the  projection 
tubes  in  the  table's  base.  "This  televi- 
sion and  the  video  cassette  recorder 
are  two  products  that  no  dealer  that 
was  offered  them  could  possibly  turn 
down,"  Mitchell  boasts. 

Impressed,  Sprague  persuaded 
Mitchell  to  become  Advent's  presi- 
dent. Together  they  tried  to  raise  the 
$10  million  needed  to  keep  Advent 
solvent  and  get  to  work  on  the  plan. 
But  time  ran  out  far  more  quickly 
than  either  of  them  expected.  Inves- 
tors who  had  agreed  to  buy  $2  million 
in  convertible  debentures  waited  for 
Advent's  investment  bank,  John  Muir 
&  Co.,  to  firm  up  their  agreement  on  a 
$6  million  public  offering.  But  Muir, 
seeing  Advent's  trade  credit  alone 
swell  to  over  $4  million  by  January  of 
this  year,  decided  to  scratch  the  deal. 
Frantically,  Mitchell  went  to  his 
would-be  backers  asking  for  just  $4.5 
million  to  get  the  VBT100  into  pro- 
duction, while  slashing  expenses  ev- 
erywhere to  buy  parts.  They  turned 
him  down.  By  March  it  was  time  to 
call  Advent's  lawyers. 

"The  worst  thing  about  bankrupt- 
cy," says  a  thoughtful  Mitchell,  "is 
that  you  don't  live  up  to  your  word. 
People  who  have  probably  never  said  i 
dishonest  thing  in  their  lives  suddenly 
find  themselves  being  dishonest  75% 
of  the  time.  You  know,  we'll  ship  this 
the  15th  of  next  month,  we'll  start 
production  of  that,  and  then  you 
don't.  That's  tough  for  a  group  of  peo- 
ple who  originally  got  together  to  sup- 
ply mom-and-pop  stores." 

While  Advent's  troubles  were  just 
beginning,  Henry  Kloss  hit  the  jack- 
pot again  in  his  Cambridge  basement. 
"For  the  first  time  in  my  life,"  says 
Kloss,  "I  had  an  invention ."  What  he 
had  was  a  new  way  to  make  a  projec- 
tion picture  tube,  one  that  not  only 
brightened  up  the  picture  consider- 
ably but  also  was  far  cheaper  to  manu- 
facture than  what  he  had  been  build- 
ing at  Advent.  Kloss  tried  to  license 
the  design  to  both  Japanese  and 
American  manufacturers,  and  finally 
found  a  taker,  Japan's  NEC. 

"I  had  the  simplest,  cheapest  way 
to  make  it,"  he  recalls  in  disbelief. 
"The  U.S.  had  a  perfect  opportunity 
to  dominate  this  market.  The  product 
was  conceived  here,  the  best  suppliers 
were  here.  But  no  American  company 
would  look  at  it."  Kloss  leased  two 
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more  run-down  warehouses  and  be- 
gan to  build  the  tubes,  and  eventually 
the  entire  sets,  himself.  "Finally,  I 
didn't  have  anybody  looking  over  my 
shoulder  saying,  'Gee,  we're  losing 
money  every  day,'  "  he  says. 

The  factory,  now  expanded  into  a 
third  building,  is  all  Kloss-designed. 
Clambering  through  the  lens-making 
shop,  the  rotund,  disheveled  Kloss  is 
constantly  distracted  by  the  mechan- 
ics of  every  operation,  from  the  con- 
veyor system  inside  a  huge  $300,000 
oven  used  to  seal  picture  tubes,  to  the 
tiny  parts  heating  up  in  retrofitted 
toastei  < n  ciis.  In  a  recent  public  offer- 
ing he  raised  $3.7  million  to  expand 
capacity  even  further,  making  his 
58%  stake  in  the  company  worth  over 
$10  million.  "We're  the  lowest-cost 
producer,"  Kloss  says,  "and  the  mar- 
ket is  just  getting  started." 

So  is  the  competition.  For  years 
after  Advent's  first  set,  projection  TVs 
remained  a  curiosity,  sold  mainly  to 
bars,  bowling  alleys  and  video  freaks. 
Now,  however,  most  major  television 
manufacturers  have  a  set  ready  to  hit 
the  market  by  1982.  ("They  all  read 
the  same  papers,"  scoffs  Kloss.)  From 
only  a  tew  thousand  sets  in  1979,  even 
the  most  conservative  estimates  see 


sales  of  200,000  sets  in  1982  and 
300,000  by  1983. 

But  Kloss'  screen  is  more  than 
twice  the  size  of  those  in  new  sets 
like  Advent's  table  or  Zenith's  motor- 
ized design  with  the  screen  rising 
from  a  credenza.  Kloss  remains  unim- 
pressed by  surveys  showing  that  peo- 
ple may  not  want  one  of  his  favored 
6 Vi -foot  screens  in  their  living  rooms. 

"Henry  is  one  of  my  idols,"  says 
Mitchell,  "but  he's  building  an  obso- 
lete format.  That  configuration  isn't 
going  anywhere." 

"I  don't  want  to  dominate  the  mar- 
ket," Kloss  replies.  "I  will  be  happy 
with  10%.  Fascination  with  the  mass 
market  blocks  you  off  from  seeing 
some  very  interesting  businesses." 

With  that  in  mind,  Kloss  hopes  to 
sell  1(1,000  sets  a  year  as  the  market 
grows,  but  has  no  plans  to  add  prod- 
ucts he  can't  build  himself.  He  recoils 
from  the  idea  of  introducing  any 
items  just  to  fill  out  the  line:  "Video 
cassette?  I  can't  think  of  anything  I 
could  add  there." 

That  attitude  could  be  Kloss'  undo- 
ing it  either  the  product  falters  or  its 
unpredictable  inventor  gets  tired  of 
doing  the  same  thing.  "Henry  has  a 
simplistic  idea  of  a  strategic  plan  for  a 


company:  Start  it  and  run  it,"  scoffs 
Mitchell.  But  even  the  ebullient 
Mitchell  is  sobered  by  the  odds 
against  his  more  elaborate  strategy  for 
Advent:  "It  takes  marketing  skill.  II 
you  get  into  a  lot  of  products  fast  and 
they  begin  to  back  up  in  your  inven- 
tory, you  create  a  financial  crisis  for 
yourself  very  quickly." 

Mitchell's  great  hope,  the  VBT100 
television,  goes  into  production  next 
month  when  Nolan  Bushnell  antes  up. 
(For  his  investment,  Bushnell  will  get 
40%  of  Advent  stock,  and  the  com- 
pany will  once  again  be  closely  held.) 
The  bankruptcy  settlement  will  re- 
duce Mitchell's  original  $10  million 
fundraising  need  to  around  $4.5  mil- 
lion, and  if  the  VBT100  is  a  hit  he 
hopes  to  roll  out  the  Sony-built  video 
cassette  machine  next  year.  He  has 
already  dropped  the  moneylosing  Ad- 
vent FM  radio  in  favor  of  three  rede- 
signed Japanese"  models. 

That's  one  reason  Henry  Kloss,  un- 
beknownst to  Bernie  Mitchell,  bought 
the  last  six  Model  400s  from  the  Ad- 
vent warehouse.  "Maybe  I  did  charge 
too  little  for  some  of  those  things,"  he 
muses,  looking  with  affection  at  the 
cartons.  "I  iust  felt  that  somebody  had 
to  build  them  at  that  price."  ■ 


Would  you  spend  $600  to  dig  up  your  front  lawn  to  bury  a  leaky 
hose  in  it?  Allan  Clark  of  Dallas  is  betting  $1  million  you  will. 


Drip,  drip,  drip 


The  Up-And-Comers 


By  Paul  B.  Brown 

At  35,  Allan  Clark  has  $1  mil- 
lion and  one  burning  desire: 
lb  "To  make  lawn  sprinklers  ob- 
solete." Clark  claims  to  have  found 
the  perfect  solution  to  effortless  lawn- 
watering:  a  leaky  hose  that  spreads 
water  at  grass-root  depth  when  buried 
underground.  He  calls  it  Leaky  Pipe 
The  idea  has  been  around  for  years 
and  up  until  now  no  one  has  been  able 


to  make  it  work.  But  Clark  is  so  con- 
vinced that  his  product  will  take  the 
country  by  storm  that  he  is  gambling 
a  large  hunk  of  his  life  savings  on  it. 

Up  until  a  few  months  ago  Allan 
Clark  was  just  another  real  estate  de- 
veloper. He  had  parlayed  a  $5,000 
stake  into  millions  by  renovating 
middle-income  housing  in  Dallas, 
Waco  and  Houston,  and  he  was  cast- 
ing about  for  bigger  fish  to  fry.  A 
friend  suggested  he  look  up  Jim  Tur- 


ner, the  Dallas  inventor.  Turner  had 
this  funny  hose  you  buried  in  your 
lawn.  It  might  be  a  nice  gimmick  for  a 
real  estate  developer.  Maybe  Clark 
should  have  a  look  at  it.  He  was  skep- 
tical, but  it  was  love  at  first  drip. 

"If  someone  tells  me  somebody  can 
fly  to  the  moon  with  two  feathers  off 
an  old  dead  buzzard,  I  would  tell 
them,  'Well,  yeah,  maybe,  maybe 
not.'  "  says  Clark.  "That  was  how  I 
felt  about  the  pipe,  but  they  showed 
me  it  working,  and  that  was  what 
turned  me  on  to  it."  Leaky  Pipe  was 
going  to  turn  Clark's  TREK  Services 
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It's  good  business  to  be  there. 


Torn  back  the 
clock  and  pick  a 
year  to  invest 
$10,000  in 
Energy  Fund 

These  would  have  been  the  results  as  of  9/30/80: 


Investment 
made  on  Oct.  1 

Amount 
Invested 

Value  on 
Sept.  30.  1980 

1955 

$10,000 

$154,343 

1956 

$10,000 

$123,491 

1957 

$10,000 

$111,365 

1958 

$10,000 

$102,501 

1959 

$10,000 

oi  ,y 4i  / 

1960 

$10,000 

/  o,  I  It. 

1961 

$10,000 

5 

1962 

$10,000 

ft 

1963 

$10,000 

5 

c  Q    A  ~7  O 

1964 

$10,000 

□  1  ,  / U«£ 

1965 

$10,000 

$ 

45,208 

1966 

$10,000 

$ 

44,946 

1967 

$10,000 

$ 

29,203 

1968 

$10,000 

$ 

27,663 

1969 

$10,000 

$ 

31,781 

1970 

$10,000 

$ 

35,170 

1971 

$10,000 

$ 

30,856 

1972 

$10,000 

$ 

29,580 

1973 

$10,000 

$ 

28,395 

1974 

$10,000 

$ 

40,708 

1975 

$10,000 

$ 

27,958 

1976 

$10,000 

$ 

21,553 

1977 

$10,000 

$ 

20,439 

1978 

$10,000 

$ 

17,828 

1979 

$10,000 

$ 

14,077 

The  above  results  include  the  reinvest- 
ment of  all  income  dividends  and  capital 
gain  distributions. 

It's  instructive  to  see  how  Energy  Fund 
has  helped  shareholders  keep  ahead 
of  rising  prices.  If  you  believe  infla- 
tion is  likely  to  be  with  us  for  a  long 
time,  past  investment  performance  is 
worth  evaluating  when  making  finan- 
cial plans  for  the  future. 

It's  too  late  to  turn  back  the  clock.  But 
you  can  make  a  decision  right  now 
that  may  lead  to  meaningful  capital 
growth.  Think  about  a  current  in- 
vestment in  ENERGY  FUND  and  the 
ways  it  can  help  you  accomplish  your 
financial  goals  in  the  years  ahead. 

ENERGY  FUND 

Customer  Service  Center 
PO.Box  4299/Bostort.  Mass.  02211 

Call  TOLl  FREE  National:  800/225-1596 
Mass  800/882-2039 
J    Please  send  me  ENERGY  FUND  prospectus  so  that  I  can  read  it 
j    carefully  betore  investing  and  learr  nore  about  the  Fund's 
J    investments,  policies,  performance  and  potential  lor  helping 
|    me  achieve  capital  growth 

|  Name  

{  Address  
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Ilie  Up-And-Comers 
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Corp.  into  an  Up-And-Comer! 

At  first  glance,  Clark's  enthusiasm 
for  his  discovery  is  a  bit  surprising. 
The  hose  itself  is  basically  an  old  auto- 
mobile tire  that  has  been'  ground 
down  to  the  consistency  of  flour, 
treated  to  make  it  impervious  to  the 
weather' and  reassembled  into  a  hose 
with  a  million  tiny  holes  in  it.  One- 
end  is  attached  to  an  outdoor  faucet. 
Then  the  pipe  is  buried  in  the  lawn  4 
to  6  inches  down  in  rows  up  to  10  feet 
apart.  Once  the  hose  is  in  place,  the 
faucet  is  turned  on  at  a  very  low  pres- 
sure and  the  water  seeps  out,  irrigat- 
ing the  soil  for  up  to  5  feet  on  either 
side,  Clark  says. 

Tlhe  idea  is  that  if  you  give  the  lawn 
as  much  water  as  it  would  receive 
from  a  fine  mist,  the  ideal  precipita- 
tion for  growing,  the  lawn  will  be- 
come healthier  and  grow  faster.  Clark 
flat  out  guarantees  that  Leaky  Pipe 
will  make  your  lawn  grow  twice  as 
fast  as  it  did  before. 

"Because  the  watering  is  done  un- 
derground, there  will  be  less  evapora- 
tion, so  the  roots  will  receive  more 
water,"  Clark  says.  "The  roots  will  go 
deeper,  which  means  the  plant  will  be 
healthier,  and  deeper  roots  draw  more 
nutrients  from  the  soil,  which  means 
you  need  less  water.  You  will  use  70% 
less  water." 

The  idea  is  not  new.  Most  hardware 
stores  and  lawn  centers  sell  hoses  or 
metal  pipes  with  holes  in  them.  But 
these  you  place  on  the  lawn  above- 
ground.  Messy,  inconvenient  and  not 
as  effective,  says  Clark.  Underground 
is  better. 

"First  off,  those  systems  will  stop 
up  and  they  will  also  freeze,"  Clark 
says,  with  the  words  tumbling  out  of 
his  mouth  in  a  futile  attempt  to  keep 
up  with  his  thoughts.  "They  are  not 
maintenance-free;  you  have  to  move 
them.  This  pipe  cuts  down  on  all  that. 
You  won't  have  to  Wade  through  the 
mud  to  move  it.  It's  just  a  heck  of  a 
neat  idea." 

Maybe.  The  trouble  is  that  this  kind 
of  underground  watering  has  never 
been  proven  commercially  feasible, 
says  Dr.  Robert  W.  Duell,  associate 
research  professor  of  grass  physiology 
at  Cook  College,  Rutgers  University's 
agricultural  school. 

"The  key  problem  is  pore  plug- 
ging," says  Duell,  an  acknowledged 
expert  in  low-maintenance  turf. 
"Most  of  our  water  is  of  poor  quality, 
and  the  minerals  in  it  will  plug  the 
holes  in  the  hose.  A  filter  would  help, 
but  would  not  eliminate  the  problem. 

"There  is  also  the  problem  of  instal- 


lation," Duell  says,  tugging  at  hi 
grass-stained  boots.  "The  pipe  woul 
have  to  be  perfectly  level.  Water  taka 
the  path  of  least  resistance,  and  th 
grass  downhill  will  have  wet  '•pot 
while  the  grass  uphill  won't  g£ 
enough  moisture.  There  are  laser  sys 
terns  now  available  to  ensure  the  pip 
will  be  perfectly  level,  but,  obviously 
this  is  out  of  the  range  of  most  do-it 
yourselfers.  Also,  I  am  skeptical  of  th 
claim  that  the  pipe  will  be  able  ti 
water  the  soil  5  feet  on  either  side  o 
it."  The  closer  the  rows,  the  mor 
expensive  installation  becomes. 

But  Duell  says  the  underlying  con 
cept  is  sound.  As  for  water  conserva 
tion,  a  homeowner  could  save  70% 
unless  he  is  now  watering  effectively 
in  which  case  a  50%  saving  is  prob 
ably  more  like  it.  And  yes,  Leak; 
Pipe  might  double  lawn  growth 
"Since  most  lawns  are  now  prett; 
poor  in  both  nutrients  and  moisture 
surely  we  could  double  growth,"  say: 
Duell.  "But  is  that  a  good  thing 
Most  people  want  to  cut  their  lawn: 
less  often,  not  more  often."  In  fact 
there  are  several  growth  retardant 
on  the  market.  "Leaky  Pipe  is  a  gooc 
idea,  but  I  wouldn't  buy  it,"  Duel 
says.  "I  would  want  to  look  at  th 
long-term  studies." 

The  fact  that  he  had  not  received  ai 
'A"  from  the  professor  doesn' 
faze  Clark  in  the  slightest.  "The  pipi 
will  water  up  to  5  feet  on  either  side, 
know  it  will.  I've  seen  it!  The  wate 
travels  by  capillary  action  in  the  soil 
and  not  pressure  from  the  pipe,  sr. 
perfectly  level  installation  is  not  nec 
essary.  A  problem  of  pore  plugging 
could  occur,  but  not  for  maybe  ter 
years  or  so,  and  if  it  does,  all  you  havi 
to  do  is  flush  out  the  system."  Bein^ 
careful  not  to  flush  out  your  lawn  at 
the  same  time,  of  course. 

Clark,  who  didn't  make  his  mone> 
in  Texas  real  estate  by  dawdling 
around  with  long-range  studies,  is  not 
about  to  wait  this  time.  He  is  already 
staffing  up  at  his  TREK  (The  Real 
Estate  Key)  Services  Corp.  to  handk 
the  direct  sales.  Advertisements  in 
garden  and  shelter  magazines  and  di- 
rect mailings  will  be  starting  in  a  cou- 
ple of  weeks. 

In  addition,  the  combination  of  a 
charming  Texas  millionaire  and  an 
unusual  product  has  proven  to  be  a 
natural  for  the  interview  shows.  So, 
you  can  expect  to  see  Leaky  Pipe  and 
Clark,  with  his  button-down  shirts, 
cowboy  boots  and  twangy  colloquial 
isms  ("If  you  have  any  more  questions 
just  give  me  a  hey")  on  regional  and 
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lational  talk  shows  in  the  near  future. 

"I  had  my  secretary  call  up  the  Mike 
Douglas  Show  and  she  told  them 
tbout  Leaky  Pipe  and  I'm  scheduled 
o  do  a  taping  September  15,"  Clark 
ays.  "After  that,  I'll  do  the  ranch 
hows  and  farming  shows  and  the 
>nes  in  the  middle  of  the  day  where 
he  ladies  sit  around  talking  about 
looking  or  whatever.  We  haven't 
:alled  anybody  else,  because  we're 
lot  sure  we  can  fit  them  in  my 
chedule."  To  help  with  the  public- 
ty,  Clark  has  hired  two  public  rela- 
ions  men,  but  says  he  doesn't  think 
ie'11  need  anybody  else.  "Good  news 
ravels  pretty  fast." 
tWT  ith  Leaky  Pipe  retailing  for  49 
0lf cents  a  foot  (1,200  feet,  or  $588, 
hould  cover  the  lawn  of  a  home  on  a 
hird  of  an  acre),  Clark  is  going  to 
lave  to  move  a  lot  of  pipe  to  recoup 
tis  million-dollar  investment.  Does 
le  ever  worry  about  that? 

"I  am  a  pretty  conservative  guy," 
nswers  Clark,  the  son  of  a  Baylor 
Jniversity  math  professor.  "If  I  want 
o  gamble,  I  figure  out  how  much 


money  I  want  to  lose  and  then  I  go  to 
Las  Vegas.  But  when  I  do  a  real  estate 
deal,  I  cover  all  my  downside  risk,  and 
I've  done  the  same  thing  here.  I  know 
what  I  have  to  do,  and  I  have  taken 
the  worst  case  in  every  instance.  I 
figure  I  will  produce  20  million  feet  in 
the  first  year,  and  that  will  give  me 
my  investment  back  in  something 
like  six  to  nine  months.  That  kind  of 
return  is  fantastic.  I  can  sell  the  20 
million  feet.  It  won't  be  like  falling  off 
a  log,  but  the  market  is  there  and  it's 
just  a  matter  of  working  your  ass  off.  I 
am  used  to  doing  that.  This  is  a  new 
challenge  for  me." 

The  real  challenge  may  be  convinc- 
ing homeowners  to  dig  up  their  lawns 
and  bury  in  them  something  that  has 
more  than  a  passing  resemblance  to 
unpainted  sections  of  Hula-Hoops. 
And  if  homeowners  find  Leaky  Pipe 
doesn't  work,  what  will  Clark  do  with 
miles  of  soggy  rubber  hose?  "If  people 
aren't  satisfied,  I'll  give  them  their 
money  back.  But  the  stuff  works.  It's 
that  simple." 

We  will  soon  know.  ■ 


REK  Sen ices  President  Aifcoi  Clark 
The  stuff  works.  It's  that  simple. 


ORBES,  AUGUST  31,  19S1 


Turn  back  the 
clock  and  pick  a 
year  to  invest 

$10,000  in 
Guardian  Fund 

These  would  have  been  the  results  as  of  10/31  /80: 


Investment 
made  on  Nov  1 

Amount 
Invested 

Value  on 
Oct  31,1980 

1950 

$10,000 

$290,936 

1951 

$10,000 

$244,010 

1952 

$10,000 

$225,623 

1953 

$10,000 

$217,959 

1954 

$10,000 

$1  77,991 

1955 

$10,000 

$142,372 

1956 

$10,000 

$126,638 

1957 

$10,000 

$134,783 

1958 

$10,000 

$103,904 

1959 

$10,000 

$ 

87,021 

1960 

$10,000 

$ 

82,856 

1961 

$10,000 

$ 

65,545 

1962 

$10,000 

$ 

74,075 

1963 

$10,000 

$ 

55,418 

1964 

$10,000 

$ 

48,406 

1965 

$10,000 

$ 

42,524 

1966 

$10,000 

$ 

46,041 

1967 

$10,000 

$ 

35,064 

1968 

$10,000 

$ 

30,631 

1969 

$10,000 

$ 

31,915 

1970 

$10,000 

$ 

36,396 

1971 

$10,000 

$ 

30,191 

1972 

$10,000 

$ 

26,491 

1973 

$10,000 

$ 

25,934 

1974 

$10,000 

$ 

32,148 

1975 

$10,000 

$ 

25,062 

1976 

$10,000 

$ 

19,174 

1977 

$10,000 

$ 

18,666 

1978 

$10,000 

$ 

17,007 

1979 

$10,000 

$ 

13,671 

The  above  results  include  the  reinvestment  ot  all  income 
dividends  and  capital  gain  distributions 


It's  instructive  to  see  how  GUARDIAN  MUTUAL 
FUND  has  helped  shareholders  keep  ahead  of 
rising  prices.  If  you  believe  inflation  is  likely 
to  be  with  us  for  a  long  time,  past  investment 
performance  is  worth  evaluating  when  making 
financial  plans  for  the  future. 
It's  too  late  to  turn  back  the  clock.  But  you  can 
make  a  decision  right  now  that  may  lead  to 
meaningful  capital  growth.  Think  about  a  cur- 
rent investment  in  GUARDIAN  MUTUAL  FUND 
and  the  ways  it  can  help  you  accomplish  your 
financial  goals  in  the  years  ahead. 


GUARDIAN  MUTUAL  FUND 
Customer  Service  Center 
PO.Box  4299/Boston.  Mass.  02211 

Call  TOLL  FREE  National:  800/225-1596 
Mass.:  800/882-2039 

Please  send  me  GUARDIAN  MUTUAL  FUND  prospectus  so  that 
I  can  read  it  carefully  before  investing  and  learn  more  about 
the  Fund's  investments,  policies,  performance  and  potential 
for  helping  me  achieve  capital  growth. 

Name  

Address  

City  State  Zip  f 

105 


umbers  Game 


Everyone  knows  that  the  S&Ls  are  in  big 
trouble.  Except  perhaps  their  accountants. 

"There  could  be 
a  run 
on  the  bank" 


By  'Barbara  Rudolph 

T|  he  Federal  Home  Loan  Bank 
Board  was  momentarily  thrown 
for  a  loop.  It  was  a  simple  ques- 
tion: Who  audited  the  S&Ls  that  have- 
gone  under  in  assisted  hlergers  over 
the  past  year?  And  why  hadn't  they 
insisted  upon  a  warning  "going  con- 
eem"  letter?  Apparently,  no  one  had 
thought  to  ask. 

"An  auditor  can  report  only  what's 
on  the  paper  in  front  of  him,''  says 
William  Van  Lenten,  an  attorney  in 
the  FHLBB  general  counsel's  office. 
Shrugs  a  hoard  spokesman,  "It's  no 
big  deal." 

That  might  have  been  an  adequate 
response  50-odd  years  ago,  when  ac- 
countants were  no  more  than  glorified 
bookkeepers  and  there  was  no  SEC 
hovering  up  above.  But  the  1934  Se- 
curities Exchange  Act  required  audi- 
tors to  take  responsibility  for  an  annu- 
al audit  to  affirm  or  challenge  a  com- 
pany's basic  solvency.  Indeed,  there  is 
little  doubt  that  the  law  was  written 
to  provide  early  warning  about  just 
such  a  troubled  industry  as  today's 
savings  and  loan  associations. 

When  the  financial  future  of  a  cor- 
poration appears  bleak — when,  as  the 
accountants  put  it,  "a  question  arises 
about  an  entity's  continued  exis- 
tence"— the  auditor's  legal  obligation 
is  to  the  corporation's  investors  or,  in 
this  instance,  to  the  S&L's  depositors 
and  creditors.  The  clause  is  usually  a 
paragraph  or  two  inserted  into  the 
standard  auditor's  letter  in  an  annual 
report.  Normally  it  would  read: 
"These  financial  statements  were  pre- 
pared on  the  basis  of  accounting  prin- 
ciples applicable  to  a  going  concern 
.  .  .  but  the  company  may  be  unable 


to  continue  in  existence.  ..."  You 
don't  see  that  often.  Last  year  only  68 
ot  the  4, 170  largest  public  corpora- 
tions were  slapped  with  going  con- 
cern clauses,  according  to  computer 
data  files  established  by  the  American 
Institute  of  Certified  Public  Accoun- 
tants (AICPA). 

Normally  the  impact  of  a  going  con- 
cern letter  on  a  company  is  minimal. 
When  Braniff  was  issued  a  going  con- 


cern clause  last  year,  it  was  hardly 
surprising  to  the  company's  creditors, 
and  no  one  stopped  flying  the  airline 
as  a  result  of  the  auditor's  report.  But  a 
going  concern  clause  for  a  savings  and 
loan — federally  insured  or  not — is 
quite  another  matter.  Says  W.  A.  An- 
derson, a  partner  at  Ernst  &  Whinney 
in  Chicago:  "We  have  to  be  very  care- 
ful not  to  destroy  public  confidence. 
There  could  be  a  run  on  the  bank." 

It's  no  news  that  S&Ls  have  been 
ailing  for  quite  a  while.  The  FHLBB 
sick  list  now  numbers  about  363,  and 
by  some  estimates  as  much  as  85%  of 
the  industry  is  running  at  a  loss. 

But  how  many  going  concern 
clauses  have  actually  been  written  in 
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the  face  of  such  looming  disaster?  The. 
AICPA  isn't  keeping  tabs.  Peat  Mar 
wick  and  Ernst  &  Whinney,  whicf 
together  audit  most  of  the  largei 
S&Ls,  won't  say.  The  FHLBB  must 
have  a  good  idea,  but  it  isn't  talking 
either  (not  much  financial  data  aboul 
mutuals  is  disclosed).  By  the  besl 
available  estimates,  however,  about  i 
dozen  going  concern  clauses  for  S&Ls 
have  been  written  in  the  past  year. 

Accountants  read  newspapers 
too — but  for  all  the  sad  stories  about 
S&Ls  they  remain  unfazed.  Says 
Douglas  Carmichael,  AICPA  vice 
president  for  auditing:  "We've  beer 
asking  about  the  going  concern  ques- 
tion generally,  but  nothing  specia. 
about  S&Ls.  I  think  people  know  the 
situation." 

If  they  don't  know  it  yet,  they  will 
soon.  Accountants  can't  avoid  writing 
them  for  the  savings  and  loan  indus- 
try much  longer.  Already  there  are 
those  who  have  been  burned — or  have 
had  close  calls.  Anderson  audited  the 
Telegraph  Savings  &  Loan  of  Chicago, 
a  relatively  large  ($260  million  assets 
S&L  that  floundered  through  1980 
and  was  acquired  by  First  Federal  in 
May  1980.  He  says  no  going  concern 
clause  was  issued  during  his  June  1975 
audit  because  the  S&L  got  into  trou- 
ble only  after  the  fact.  Says  he:  "We're 
very  conscious  that  in  needlessly 
writing  a  going  concern  clause  acj 
countants  could  do  real  injury  to  anj 
S&L — to  the  whole  industry."  Then 
he  adds:  "But  that  doesn't  mean  they 
shouldn't  ever  be  written." 

That's  for  sure.  The  auditor's  first 
responsibility  isn't  to  the  bank  but  ij 
its  depositors  and  investors.  Ol 
course,  an  auditor  should  never  take  a 
going  concern  clause  lightly.  But  it 
makes  no  sense  to  be  so  fearful  of  the 
truth  that  you  hide  it. 

If  the  S&L  does  run  aground,  that 
going  concern  clause  can  help  a  lot  ol 
people  besides  the  auditors  sleep  well 
at  night.  For  example,  there's  New 
York  &  Suburban  Federal  Savings  & 
Loan  ($511  million  assets).  It  had 
been  criticized  by  the  bank  board  for 
disastrous  speculation  in  Ginnie  Mae 
futures  and  collapsed  in  (une.  Last 
year,  however,  the  auditors,  Stephen 
Radics  &  Co.  of  Haledon,  N.J.,  report- 
edly issued  a  going  concern  clause. 
Partner  Barry  Morgan  now  sees  Gin- 
nie Mae  speculation  as  a  growing 
problem  for  S&L  accountants.  "Gin- 
nie Maes  came  onto  the  scene  very 
quickly,"  he  says,  "and  their  impact 
has  been  tremendous."  The  upshot  of 
debacles  such  as  New  York  &  Subur- 
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Amid  all  those  bits,  bytes  and 
mainframes  of  the  computer 
world,  a  sleeping  giant  lurks. 
Computer  maintenance. 
This  $6  billion  market  is  pre- 
dicted to  more  than  double  in  the 
next  five  years.  For  good  reason:  the 
$60  billion  EDP  market  will  double 
. . .  and  hardware  needs  service. 

Meet  a  company  that's  right  on 
top  of  the  business  of  providing 
tender  loving  care  for  computers. 
MAI.  Management  Assistance  Inc. 

Our  Sorbus  Division  services 
our  Basic  Four®  systems  of  course. 
But  they  also  service  other  manufac- 
turers' computers  and  terminals. 

And  they  do  a  superb  job.  From 
160  locations  throughout  the  coun- 
try, Sorbus  provides  fast,  dependable 
service  to  more  than  20,000  equip- 
ment users.  Aided  by  vans  and  a 
network  of  local  repair  depots,  they 
make  sure  that  computers  are  back 
in  operation  as  fast  as  possible. 

We've  found  that  relieving  the 
harried  data  processing  manager  of 


service  worries  is  more  than  a  good 
thing  to  do.  It's  also  good  business. 


MAI's  Sorbus  people,  over  1.700  strong,  provide  prompt, 
local  service  for  Basic  Four  computers  and  other  systems 
and  peripheral  equipment. 


To  learn  more  about  our  busi- 
ness, write  for  our  Annual  Report: 
Management  Assistance  Inc., 
560  Lexington  Avenue,  New  York, 
NY  10022.  If  you're  in  business  your- 
self, write  for  our  free  Eliot  Janeway 
booklet,  "Survival  Tips  for  the  80s." 


MM 

Our  business  is  helping  other  businesses  grow. 


Numbers  ( iame 


ban'  Snyu  Morgan:  "Going  concerns 
arc  becoming  a  hot  subiect  with  S&L 
accountants/' 

Still,  the  auditor  looks  at  the  books 
only  once  a  year,  and  it's  often  impos- 
sible to  tell  what's  going  to  happen  in 
the  next  six  months — especially  with 
S<SLs,  which  are  extremely  sensitive 
to  outside  factors  like  interest  rates. 

Take  the  case  of  First  Savings  & 
Loan  of  Honolulu,  a  small  S&.L  in  a 
robust  state  economy  with  a  strong 
mortgage  market.  When  Kenneth  Su- 
mimoto,  a  partner  in  Peat  Marwick's 
Honolulu  office,  conducted  his  audit 
Ml  the  association  in  June  1979  every- 
thing looked  fine.  "Six  months  after 
that,"  he  recalls,  "everything  broke- 
loose. "  Interest  rates  soared,  pass- 
book accounts  were  converted  into 
money  market  funds  and  the  bank 
went  under. 

How  bad  are  the  problems  going  to 
be?  Are  going  concern  clauses  for  doz- 
ens of  S&Ls  overdue?  Jonathan  Gray, 
a  savings  and  loan  analyst  at  Sanford 
C.  Bernstein,  puts  it  this  way:  "The 
environment  is  unprecedentedly  bad. 
It's  like  the  geology  of  California.  Ev- 
erything is  there  to  permit  an  earth- 
quake But  to  say  that  one  will  occur 
at  a  particular  time,  or  how  bad  it  will 
be  .  .  .  who  can  say'" 

Well,  the  accountants  are  going  to 
have  to  try. 

A  convincing  case? 

Tlhere's  little  doubt  about  it:  The 
recent  AICPA  exposure  draft  on 
personal  financial  statements  is  a  vic- 
tory for  advocates  of  inflation  ac- 
counting. Back  in  1968,  when  the 
\K  I'A  published  its  guide  on  the  sub- 
iect, it  suggested  that  the  current  val- 
ue of  assets  be  shown  along  with  his- 
torical cost.  The  new  draft  barely  w/e// 
Hons  historical  costs.  Instead,  it 
recommends  listing  assets  at  their  es- 
timated current  value,  which  reflects 
inflation.  That's  it. 

The  FASB,  for  which  the  AICPA 
sometimes  functions  as  a  research 
arm,  has  been  dealing  with  the  ques- 
tion of  current  value  accounting  tor 
what  seems  like  centuries,  with 
scant  results.  So,  the  FASB  reaction 
to  AICPAs  move  is  interesting.  Ac- 
cording to  Paul  Rosenfield,  head  of 
the  AICPA  -  accounting  standards  di- 
vision, tht  I  \SB  said  the  AICPA  had 
to  make  a  convincing  case"  that  the 
purposes  ot  p<-wmal  financial  state- 
ments are  different  from  those  of  cor- 
porate statemevs  before  going  ahead 
with  the  project 


Obviously  the  FASB  didn't  want 
the  AICPA  setting  any  precedents  it 
might  have  to  follow  for  corporate 
accounting.  How  would  it  look  if  the 
AICPA  said  that  inflation  accounting 
was  good  for  personal  statements — 
and  you  couldn't  prove  that  there  was 
a  substantial  difference  between  per- 
sonal statements  and  corporate  state- 
ments- People  might  ask  why  there 
isn't  inflation  accounting  in  the  main 
body  of  corporate  annual  reports — not 
just  stuck  in  the  back. 

But  accounting  is  as  much  a  politi- 
cal arena  as  it  is  a  discipline;  some- 
times compromises  must  be  made. 
Rosenfield's  private  opinion  is  that 
business  financial  statements  should 
be  on  a  current  value  basis.  Neverthe- 
less, in  his  response  to  the  FASB,  he 
wrote  that  current  accounting  prac- 
tice regards  the  income  statement  of  a 
business  as  more  important  than  the 
balance  sheet.  That's  because  the  bal- 
ance sheet  can  be  thought  of  as  a 
"holding  pen"  for  items  that  haven't 
reached  the  income  statement  yet. 


Thus,  the  effect  of  inflation  on  th 
value  of  an  asset  shows  up  only  whe 
the  asset  produces  income. 

Personal  financial  statements,  Ra 
senfield  says,  arc  a  different  storj 
Here,  the  balance  sheet  is  the  crucu 
thing.  A  bank  needs  to  know  whj 
your  assets  are  worth  before  it  lend 
you  money,  and  most  personal  asset 
don't  produce  significant  income, 
took  out  a  big  loan  in  1976,"  say 
Rosenfield.  "You  can  bet  they  wcrer. 
interested  in  knowing  what  I  paid 
my  house  back  in  1966." 

Even  if  you  agree  that  the  balanc 
sheet  is  secondary  to  the  incor 
statement  for  corporate  annual  re 
ports — a  dubious  argument  at  best — i 
that  any  reason  to  leave  it  mired 
historical-cost  accounting  that  mal 
bear  no  relation  to  the  present? 

Rosenfield  smiles.  Maybe  if  the  ci 
rent  value  personal  statements 
come  widespread  enough,  it  cot 
nudge  the  FASB  one  step  furtlu 
toward  doing  something  on  the  cor 
rate  side,  he  replies. — Jane  Carmichae 


After  years  of  congressional  'rule-muck- 
ing, "  the  folks  on  Capitol  Hill  have  decided 
to  let  executives  enjoy  their  options. 


Big  bucks 
for  the  boss 


Taxing  Matters 


IT  HAS  BEEN  BAD  NEWS  111  the 
boardroom  every  time  Congress 
lias  looked  into  executive  stock 
options  for  the  last  1 7  years.  No  long- 
er. Executives  are  hailing,  with  great 
relief,  the  incentive  stock  option" 
(ISO)  created  by  the  new  tax  law.  In 
fact,  they  are  positively  giddy. 

With  good  reason.  The  entire  profit 
from  the  exercise  of  these  options  and 
the  subsequent  sale  of  the  stock  will 
be  taxed  at  the  capital  gains  rate,  in- 
stead of  partly  as  earned  income.  With 
the  maximum  effective  capital  gains 
rate  cut  from  28%  to  20%,  the  busi- 
nessmen are  twice  blessed. 
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Although  some  businessmen  wouk 
have  sold  their  grandmothers  to  gej 
then  hands  on  some  mttv  options,  thi 
taxmen  had  taken  much  ot  the  joy  oul 
of  the  use  ot  options.  Say  that  some 
time  after  1976  Joe  Manage  received 
from  his  employer,  Generosity  Gener 
al.  an  option  to  buy  1,000  shares  oj 
stock  at  $10  a  share.  A  year  later  Joe's 
labors  had  helped  propel  Generosity's 
stock  to  $15>,  so  he  plunked  down  the 
SI 0,000  he  needed  to  exercise  the  opj 
tion.  So  tar.  so  good.  But  as  soon  as  Jofl 
;\\  ho  had  just  spent  all  his  money)  had 
those  1,000  shares  stashed  away  hi 
bad  to  pav  tax  on  the  $5  000  papei 
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ofit— the  so-called  bargain  element 
-at  his  regular  income  tax  rate.  (Why 
3t  sell  some  stock  to  raise  cash  for  the 
x?  Nope,  because  insider  trading 
lies  often  prevented  that.)  If  Joe  sold 
ie  stock  a  year  later  for,  say,  $25  a 
tare,  he  paid  the  capital  gains  tax  on 
le  $10,000  appreciation  since  exer- 
se.  That  was  an  incentive  all  right — 
quit  working. 

Prior  to  1964,  if  the  options  had  met 
:rtain  loose  conditions,  no  tax  had  to 
|  paid  until  the  stock  was  sold.  Even 
ten,  the  options  were  taxed  entirely 


the  capital  gains  rate.  With  regular 
come  schedules  going  as  high  as 
'%  and  capital  gains  at  25%,  the  ad- 
ntage  of  receiving  capital  gains 
;atment  was  considerable. 
But  in  1964  things  took  a  turn  for 
e  worse  as  Congress  threw  in  new 
Ld  stricter  qualifications  that  op- 
)ns  had  to  meet  in  order  to  get 
pital  gains  treatment.  They  couldn't 

granted  at  a  discount,  they  were  no 
od  after  five  years,  and  the  stock 
ceived  on  exercise  had  to  be  held  for 
ree  years.  What's  more,  no  option 
uld  be  exercised  while  a  higher- 
iced  option  was  still  outstanding, 
'en  options  that  were  canceled  and 
issued  at  a  lower  price  were  counted 

outstanding  at  their  original  price 
id  term.  Fall  into  any  of  these  traps 
id  that  capital  gain  from  the  bargain 
;ment  turned  into  ordinary  income. 
If  you  managed  to  qualify  for  cap- 
d  gains,  part  of  your  profit  was 
eluded  as  a  "preference  item"  on 
iur  tax  return — along  with  such 
ings  as  accelerated  depreciation 
id  "excessive"  itemized  deduc- 
ms.  If  the  total  of  your  preference 
:ms  was  more  than  half  your  tax 
ic,  you  had  to  pay  15%  of  the  ex- 
ss  to  the  taxman. 


When  the  boom  market  of  the  Six- 
ties collapsed  and  stock  prices  started 
seesawing,  the  inflexibility  of  such 
regulations  made  these  special  op- 
tions practically  useless.  Obviously  it 
wasn't  worthwhile  to  exercise  op- 
tions and  then  hold  the  stock  for  three 
years  when  that  could  mean  risking  a 
gigantic  capital  loss  if  the  stock  plum- 
meted. Besides,  the  tax  savings  them- 
selves were  no  longer  so  dramatic — 
earned  income  rates  were  down  to 
50%  and  capital  gains  rates  at  one 
point  up  to  40%.  By  the  time  Con- 
gress delivered  the  knockout 
punch  and  started  phasing  out 
what  remained  of  capital  gains 
tax  treatment  for  options  in 
1976,  many  companies  had  al- 
ready ditched  the  special,  or 
"qualified,"  options  in  favor  of 
nonqualified  options  and  other 
long-term  incentive  plans  that 
were  taxable  to  the  employee  as 
earned  income — and,  not  inci- 
dentally, deductible  to  the  em- 
ployer as  wage  expenses. 

Now  the  wide  spread  be- 
tween capital  gains  and  earned 
income  rates  is  back,  and  the 
new  incentive  stock  options 
are  such  a  big  improvement 
over  the  old  options  that  the  Joe 
Manages  of  this  world  will  soon 
be  clamoring  for  them.  In  addi- 
tion to  restoring  the  capital 
gains  tax  treatment,  the  new 
law  reduces  the  holding  period  re- 
quired to  qualify  for  capital  gains  to 
one  year  after  exercise,  increases  the 
maximum  time  the  options  can  be 
held  to  ten  years  and  eliminates  the 
preference  tax  on  options. 

Companies  will  have  to  kiss  those 
wage  deductions  keyed  to  substitute 
long-term  incentives  good-bye.  Says 
Richard  Reichler,  a  principal  of  Ernst 
&  Whinney,  "You  would  need  a  spe- 
cial kind  of  personnel  director  to  tell 
an  executive  who  could  be  getting  a 
capital  gains  rate,  'We're  going  to  give 
you  ordinary  income.'  " 

Of  course,  ISOs  are  not  without  dis- 
advantages. The  rules  about  the  order 
in  which  ISOs  can  be  exercised  are  as 
strict  as  they  were  for  the  old-style 
options.  Moreover,  Congress  has  set  a 
rather  low  limit  of  $100,000  on  the 
value  of  ISOs  that  can  be  granted  in  a 
year.  Many  companies  like  to  award 
an  executive  options  in  an  amount 
approaching  his  total  salary  each  year, 
and  these  days  $100,000  will  barely 
get  you  a  chief  financial  officer  in  a 
good-size  company. 

Companies  can  get  around  the 
problem  by  issuing  ISOs  up  to  the 
$100,000  ceiling,  then  granting  addi- 
tional non-ISO  options  with  "stock 


appreciation  rights"  attached.  In- 
stead of  exercising  the  regular  op- 
tion, the  employee  can  turn  in  the 
SAR  and  be  paid  in  cash  for  the 
bargain  element  he  would  have  had 
if  he  had  exercised.  He  could  then 
use  the  cash  to  help  finance  the 
exercise  of  his  ISOs — a  real  boon  in 
a  period  of  high  interest  rates.  "Most 
executives  are  very  gun-shy  about 
going  to  the  bank  and  borrowing  to 
exercise  options,"  says  Ronald  Goet- 
tinger,  president  of  Sibson  &  Co.,  a 
Princeton,  N.J. -based  management 
consulting  firm.  "There  are  horror 
stories  about  personal  bankruptcies 
being  declared  when  executives  got 
caught  in  a  down  market." 

Executive  stock  options  have 
drawn  a  lot  of  fire  in  recent  years,  in 
spite  of  controls  on  their  use.  The 
argument — and  a  valid  one— is  that 
when  executives  are  paid  based  on  the 
price  of  the  stock,  they  are  encour- 
aged to  plan  with  only  short-term 
earnings  gains  in  mind,  instead  of 
making  capital  investments. 

Despite  their  drawbacks,  however, 
ISOs  serve  a  useful  purpose  for  ex- 
ecutives and  their  employers.  Small 
startup  companies,  for  example,  of- 
ten have  little  to  offer  managers  but 
a  slice  of  the  future.  If  the  IRS  gnaws 
too  much  on  that  slice,  or  Congress 
sprinkles  it  with  poison,  these  com- 
panies have  trouble  attracting  and 
holding  on  to  experienced  people. 
The  ISO  offers  a  good  way  of  giving 
these  executives  an  incentive  to 
build  the  firm,  without  giving  them 
so  much  cash  that  it  drains  the 
company. — Jane  Carmichael 

As  Iowa  goes . . . 

Wre  recently  reported  that  Iowa 
had  hitched  the  interest  rate  it 
charges  on  late  state  income  taxes  to 
the  prime  rate  (Forbes,  July  6).  It  had 
been  getting  so  it  was  almost  cheaper 
for  the  taxpayer  to  invest  his  money 
and  pay  late  charges  than  to  pay  on 
time.  Iowa's  new  rate  will  be  2%  be- 
low the  12-month  trailing  average 
prime,  to  be  refigured  every  year.  The 
federal  government,  we  said,  has  a 
similar  arrangement,  but  refigures  its 
rate — 90%  of  the  prime — only  once 
every  two  years. 

Well,  the  federal  government  has 
gone  the  Hawkeyes  one  better.  As  of 
next  year,  according  to  the  just-passed 
tax  law,  the  interest  rate  on  late  feder- 
al taxes  will  be  100%  of  the  prime, 
and  the  IRS  is  going  to  recalculate  it 
every  year.  The  news  isn't  all  bad, 
however — the  same  rate  will  apply  to 
the  interest  the  IRS  pays  taxpayers  for 
late  refunds. — Jane  Carmichael 
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Some  of  our  hotels  are  purely  resort.  (The  new  Waiohai  in  Hawaii.) 
Some  are  strictly  business.  (Our  Amfac  Hotel  at  Los  Angeles.)  Some  are  both. 
(Our  Amfac  Hotel — Dallas/Ft.  Worth,  Texas's  largest  hotel,  is  a  resort  complex  at  the  airport. 

And  some  people  just  go  there  for  the  golf.) 
When  the  question  is  Amfac,  the  answer  is  yes. 

Forbes  500.  $2  billion  revenues. 
Dividend,  $1.44.  Return  on  Equity,  18.9%. 


c  1981  Amfac.  Inc 
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Hdited  by  Jefferson  (irigsby 

Very  carefully 

ou  combine  two  $3  billion  compa- 
res in  the  same  industry,  they  say, 
le  way  porcupines  make  love:  very 
irefully.  When  Nabisco,  Inc.  and 
tandard  Brands  Inc.  announced  earli- 
i  this  year  that  they  would  merge,  it 
>oked  as  if  it  would  take  a  long  time 
)  work  out  the  details. 

But  barely  two  months  later,  Chair- 
lan  Robert  M.  Schaeberle  has  an- 
ounced  a  complete  restructuring  of 
le  new  Nabisco  Brands  Inc.  into  two 
Lain  groups:  Nabisco  Foods,  under 
irmer  Nabisco  Group  Vice  President 
mes  O.  Welch  Jr.,  which  will  run  all 
amestic  food  operations;  and  Na- 
isco  Products,  headed  by  ex-Standard 
rands  President  Martin  F.C.  Em- 
lett,  which  will  handle  nonfood  di- 
;rsifications,  new  ventures  and — 
tost  important — all  overseas  oper- 
:ions  (where  many  U.S.  food  compa- 
ies  see  most  future  market  growth). 

Why  did  Schaeberle  and  ex-Stan- 
ird  Brands  Chairman  F.  Ross  John- 
>n,  who  is  president  and  COO  of 
le  new  company,  move  up  the 
metable?  Says  Schaeberle:  "We 
3th  handle  basically  the  same  types 
!  products,  advertising  and  market- 


baeberle  of  Nabisco  Brands 
aurishing  a  smooth  merger. 


ing    distribution.    So    why  wait?" 

But  he  also  recognizes  that  making 
it  all  work  will  be  a  challenge.  He  cites 
what  happened  to  Nabisco's  much- 
ballyhooed  Ricetein,  a  protein-en- 
riched rice  laced  with  soy  that  Schae- 
berle launched  in  1976.  In  some  of  the 
African  countries  where  people  spread 
rice  out  on  a  tree  trunk  to  pick  out 
bugs  and  pebbles,  Schaeberle  recalls, 
"They  spread  out  the  Ricetein  and 
picked  out  all  the  soy,  which  is  the 
nutritious  part."  His  moral:  You  can't 
sell  nutrition— -or  a  merger — "unless  it 
tastes  good  and  it's  what  people  are 
used  to."  — Karen  Cook 


They  keep  getting  closer 

When  Max  Karl  invented  the  modem 
private  mortgage  insurance  business 
25  years  ago,  it  took  several  years  for 
others  to  catch  on.  Now  Karl's  lead 
time  is  days  instead  of  years.  When 
his  MGIC  Investment  Corp.  of  Mil- 
waukee came  up  with  insurance  for 
the  new  adjustable  rate  mortgage 
(ARM),  it  took  barely  a  month  for  his 
competitors  to  match  it. 

Other  insurers,  in  fact,  might  even 
dispute  Karl's  claim  of  who  was  first; 
but  the  point  is  that  cautious  lenders 
today  are  fearful  that  even  adjustable 
mortgages  (which  shift  the  interest 
risk  to  the  buyer)  won't  completely 
protect  them  from  unacceptable  de- 
fault risk  in  the  early  years  of  a  loan. 
Karl's  "Adjustor"  and  others  like  it 
will  limit  lenders'  exposure,  if  there  is 
a  default,  to  75%  of  the  original  prop- 
erty value — regardless  of  the  loan  bal- 
ance— for  a  premium  rate  of  up  to 


Mortgage  insurer  Karl 


That  old  mortgage  MGIC. 


1.25%  of  the  outstanding  balance  in 
the  first  year  and  0.375%  annually 
thereafter.  Through  such  reassur- 
ances— and  the  new  tax  law,  which 
makes  savings  look  attractive  again — 
Karl  figures  that  in  a  little  over  two 
years  private  mortgage  insurance 
could  grow  from  14%  of  all  U.S.  sin- 
gle-family mortgages  to  about  25%. 
That  should  more  than  make  up  for 
not  having  the  market  all  to  himself 
anymore. — Howard  Kudu  it  sky 


Crazy ...  or  foxy? 

You  would  think  Chairman  W.  Mi- 
chael Blumenthal  has  enough  to  do 
straightening  out  Burroughs  Corp. 
(Forbes,  Oct.  27,  1980)  without  taking 
on  any  more  problem  children.  Yet 
here's  Burroughs  lusting  to  pay  $105 
million  and  assume  a  load  of  debt  to 
buy  troubled  Memorex  Corp.,  which 
had  first-half  losses  of  $31.5  million 
on  revenues  of  $393  million.  "There  is 
a  calculated  risk,"  Blumenthal  con- 
cedes. "People  are  saying,  'Are  they 
crazy,  or  are  they  crazy  like  a  fox?'  " 

Blumenthal,  naturally,  considers 
himself  foxy.  Much  of  Memorex'  loss, 
he  says,  comes  from  onetime  (it 
hopes)  writeoffs  rather  than  oper- 
ations. He  stresses  that  parts  of  Mem- 
orex are  excellent — like  its  original 
equipment  manufacturing  (OEM) 
business  with  computer  makers,  its 
overseas  distribution  network,  some 
of  its  technology  and  its  tape-making 
operations. 

A  key  factor,  though,  is  how  much 
Blumenthal  can  get  Memorex'  lenders 
to  reduce  its  $177  million  of  long- 


Burrougbs'  Blumenthal 


A  calculated  risk. 


3RBES,  AUGUST  31,  1981 


111 


Faces 

Behind The  Figures 


term  debt  and  $66  million  of  preferred 
stock;  Burroughs'  $14'.50-a-share  offer 
is  contingent  on  that.  Another  un- 
known is  how  much  of  the  purchase 
price  Blumenthal  can  recover  by  sell- 
ing Memorex  assets — or  redundant 
Burroughs  assets. 

But  the  biggest  problem  is  that 
most  of  Memorex'  peripheral  equip- 
ment— its  main  business — is  com- 
patible with  IBM  mainframe  comput- 
ers, rather  than  Burroughs'.  Does  this 
mean  Burroughs  is  going  the  IBM- 
compatible  route?  Not  on  your  life, 
Blumenthal  insists.  Owning  IBM- 
compatible  Memorex  will  "keep  us 
sharp,"  he  says.  "It's  like  playing  ten- 
nis with  the  pro  instead  of  a  club 
player." — Allan  Sloan 


Easy  as  Eskimo  Pie 

Sixty-two  years  ago  confectioner 
Christian  Nelson  hit  on  the  trick  of 
adding  coconut  oil  to  chocolate  to 
make  it  stick  to  ice  cream.  The  result 
was  an  American  institution,  the  Es- 
kimo Pie,  which  Nelson  shrewdly 
marketed  by  licensing  regional  dairy 
processors  to  make  his  ice  cream  bars 
for  him.  But  over  the  years  the  com- 
pany drifted  into  abortive  manufac- 
turing and   distributing  operations 


that  competed  with  its  licensees'. 

Now  Fenton  N.  Hord,  Eskimo  Pie 
Inc.'s  34-year-old  president,  is  taking 
a  leaf  from  the  founder's  book.  Scrap- 
ping manufacturing  and  distribution 
of  ice  cream,  since  1978  Hord  has 
been  collecting  license  fees  for  the 
Eskimo  brand  name  and  selling  the 
components — flavors,  chocolate  and 
packages,  hi  1967,  the  year  Hord 
started  in  Eskimo's  accounting  de- 
partment, the  company  lost  $80,000 
on  $9.6  million  in  sales.  Last  year, 
Hord's  third  as  COO,  it  made  $1  mil- 
lion on  sales  of  $23.5  million. 

It's  tougher  all  the  time,  though. 
Thousands  of  regional  dairies  have 
succumbed  in  the  last  few  decades, 
leaving  hard-bargaining  giants  like 
Borden  and  Safeway.  So  it's  nice  to 
have  a  giant  behind  you  too — like 
Reynolds  Metals,  which  bought  out 
Nelson  in  the  1920s,  still  owns  76%  of 
Eskimo  stock  and,  of  course,  makes 
those  foil  wrappings. — William  Baldwin 

The  slow  track 

New  York's  big  Consolidated  Edison 
Co.  is  a  striking  example  of  the  per- 
verse post- 1973  economics  of  the  util- 
ity industry,  where  demand  growth  is 
a  threat  and  millions  are  spent  getting 
customers  to  buy  iess.  Running  this 
$7.5  billion  (assets)  leviathan  is  prob- 
ably the  most  thankless  job  in  the 
land.  "In  many  ways,  it's  tougher  than 
being  mayor  of  New  York,"  says  one 
utilities  analyst. 

New  Con  Ed  CEO  Arthur  Hauspurg 
may  reap  scant  thanks  for  his  own 
contributions  toward  keeping  Con  Ed 


WHERE  DObb  mt 
MONEY  GO7 


Eskimo  Pie  President  Fenton  Hord 
Keeping  the  cream  of  the  business. 


Con  Ed  Chairman  Hauspurg 
The  most  thankless  job  in  the  land? 

on  the  slow  track:  He  is  threatening 
to  flatten  Manhattan's  midafternoon 
demand  peak  by  charging  up  to  twice 
as  much  for  electricity  at  midday  as 
at  night.  So  far  Con  Ed  has  tried  the 
plan  with  700  homeowners  and  200 
big  users.  Result:  hardly  a  downward 
flicker  on  the  demand  meter. 

Hauspurg,  a  soft-spoken  56-year-old 
engineer  who  took  over  on  Aug.  1  from 
Charles  Luce,  is  undismayed  by  the 
reaction.  In  fact,  he  has  more  ideas  in 
the  works,  such  as  chilled-water  sys- 
tems in  skyscrapers,  the  water  for 
which  would  be  refrigerated  at  night  in 
order  to  provide  air-conditioning  the 
next  day.  "It  takes  time  for  customers 
to  adjust  their  processes,"  he  says 
philosophically. — Eamonn  Fingleton 

Keynes  lives 

Against  long  odds,  Britain's  new  So- 
cial Democratic  Party  candidate  Roy 
Jenkins  grabbed  42.4%  of  the  popular 
vote  and  nearly  won  a  Parliament  seat 
in  a  Labour  Party  stronghold  election 
last  month.  What  if  the  SDP  man- 
aged, somehow,  to  sneak  into  power 
in  Britain's  1984  elections?  What 
would  it  do  for  the  country's  sick 
economy? 

Former  Labourite  John  Horam,  42, 
a  Cambridge-educated  onetime  finan- 
cial ]ournalist,  a  founding  member  of 
the  SDP  and  the  party's  chief  eco- 
nomic ideologue,  answers  that  ques- 
tion this  way:  In  effect,  says  Horam, 
the  SDP  is  old-line  Keynesian.  It 
would  turn  its  back  equally  on  La- 
bour's programs  of  big  spending  and 
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The  scientific-industrial  revolution  is  on  the  threshold  of  developments 
from  biology  as  momentous  as  any  that  have  come  from  physics-all  the 
way  from  the  steam  engine  to  the  computer.  For  the  new  science  of 
molecular  biology  has  given  rise  to  a  new  high  technology . . 

GENETIC 
ENGINEERMG 


Jnder  the  title  of  Industrial 
Microbiology,  the  editors  of 
□ENTIFIC  AMERICAN  have 
evoted  their  entire  September 
sue  to  this  single  topic. 

In  this  issue,  scientists  and 
ngineers  actively  engaged  in  the 
'ork  present  the  full  background 
ecessary  to  common  understanding 
f  the  new  power  to  manipulate  life 
rocesses  that  genetic  engineering 
Dnfers. 

These  authors  review  the  origins 
f  genetic  engineering  in  the  science 
f  molecular  biology  and  place  in  per- 
fective the  industrial  application  and 
rospective  economic  impact  of  this 
?chnology. 

Hazards  from  this  new  technol- 
gy  must  be  reckoned  with  along 
fith  benefits.  The  engineering  of  life 
rocesses  implies  profound  and  trou- 
ling  questions  of  ethics  and  value. 
Dr  years  to  come,  there  will  be  no 
lore  authoritative  or  comprehen- 
ve  picture  of  Industrial  Microbiology 


between  two  covers  than  that  pre- 
sented in  the  September  issue  of 
SCIENTIFIC  AMERICAN. 


THE  ARTICLES 

•  Industrial  Microbiology 

•  Industrial  Microorganisms 

•  The  Genetic  Programming 
of  Industrial  Microorganisms 

•  The  Microbiological  Production 
of  Food  and  Drink 

•  The  Microbiological  Production 
of  Pharmaceuticals 

•  The  Microbiological  Production 
of  Industrial  Chemicals 

•  Production  Methods  in 
Industrial  Microbiology 

•  Microbiology  in  Agriculture 


With  this  issue  we  continue  a 
32-year  tradition  of  devoting  each 
September  issue  to  a  single  topic  of 
current  scientific  and  public  interest. 
In  the  other  monthly  issues  our 
readers  enjoy  a  diversity  of  articles 


covering  the  full  range  of  disciplines. 

All  the  major  advances  in  science 
of  the  past  three  decades  have  been 
reported  in  our  pages  by  the  scientists 
who  did  the  work.  More  than  65 
Nobel  laureates  have  written  for 
SCIENTIFIC  AMERICAN,  nearly  all  of 
them  before  receiving  the  prize. 

The  collaboration  of  our  editors 
in  the  preparation  of  text  and  illustra- 
tion makes  the  work  of  our  authors 
accessible  to  a  steadily  growing  world- 
wide readership. 

Why  not  join  us  at  the  frontiers 
of  knowledge? 

A  one-year  subscription  is  only 
$21.  A  two-year  subscription,  at  $38, 
saves  you  $4.  And  a  three-year  sub- 
scription, at  $52,  saves  $11. 

Send  no  money.  We'll  bill  you. 

SCIENTIFIC 
AMERICAN 


WITH  YOUR  SUBSCRIPTION. 


THIS  FREE  BOOK 

As  soon  as  your  subscription 
payment  is  received,  we  will  also 
send  you  The  Physics  of  Everyday 
Phenomena  (regular  price: 
$5  95),  as  your  bonus  This  new 
anthology  offers  many  surprises 
about  things  of  nature  so 
common  as  to  be  ignored  in  the 
confusion  of  daily  life,  such  as 
fog,  raindrops,  snow  crystals, 
thunder,  ocean  waves  Example 
How  would  you  describe  the 
shape  of  a  falling  raindrop' 
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Yes,  enter  my  subscription  to  the 
monthly  issues  of  SCIENTIFIC 
AMERICAN  for  the  term  I  have 

checked.  As  soon  as  my  payment   

is  received,  you  will  also  send  me-  NAMt 
absolutely  free-  the  new  anthology 

The  Physics  of  E veryday  Phenomena  ■  

(regular  price:  $5  95)  address 


MY  GUARANTEE 

I  may  cancel  my  subscription  to 
SCIENTIFIC  AMERICAN  at  any  time 
and  receive  a  refund  for  the  unused 
balance  The  bonus  book  is  mine 
to  keep 
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nationalizations — and  on  the  Conser- 
vatives' "unacceptably  deflationary" 
adherence  to  high  interest  rates  and 
tight  money. 

The  SDP  believes  in  "moderate  re- 
flation," Horam  says.  Allow  deficit 
financing  to  rise  in  order  to  inject  $5.6 
billion  into  the  economy  to  increase 
aggregate  demand.  That  would  reduce 
unemployment  from  its  current  level 
of  3  million  by  about  500,000  or  so, 
Horam  believes. 

Of  course,  that  would  also  subject 
the  sagging  pound  to  additional  pres- 
sure. But  as  part  of  a  general  policy  to 
boost  exports,  says  Horam,  a  dropping 
pound  builds  demand  overseas  and  so 
is  good. 

Behind  the  SDP's  economics  is  a 
subtle  belief  that  fighting  inflation  is 
less  a  matter  of  interest  rates  than  of 
breaking  the  power  of  entrenched  in- 
stitutions: professional  groups,  state 
monopolies,  undemocratic  trade 
unions,  a  polarized  political  system 
and  a  vast  bureaucracy  that  is  ob- 
sessed with  job  security  at  high  rates 
of  pay.  Vanquishing  these  villains  is 
easier  said  than  done,  Horam  con- 
cedes: "I  don't  know  if  we  would  be 
any  more  successful  than  the  Thatch- 
er government." — Lawrence  Minard 


Social  Democrat  John  Horam 

A  course  of  "moderate  reflation." 
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Lawyers  Kopple  and  Lawson 
Flexibility  if  not  carte  blanche. 


A  little  diff  rent 

After  Twenties  child  star  Jackie  Coo- 
gan  grew  up  to  find  his  fortune  looted, 
California  passed  the  "Coogan  Law" 
requiring  contracts  for  juveniles  to  be 
approved  by  a  judge,  who  can — and 
usually  does — put  away  up  to  half  of 
net  earnings  in  a  blocked  savings  ac- 
count. The  only  trouble  with  that 
nowadays  is  savings  account  interest 
rates.  "The  law  may  protect  a  child's 
income  from  his  parents,"  says  Los 
Angeles  tax  lawyer  Robert  Kopple, 
"but  it  doesn't  protect  it  from  taxes 
and  inflation." 

So  in  April,  Kopple  and  Thomas 
Lawson,  both  of  the  law  firm  of 
Brawerman,  Kopple  &  Lerner,  got 
California  Superior  Court  Judge  Ray- 
mond Choate  to  approve  a  variation 
on  the  Coogan  Law  for  one  of  their 
clients,  Gary  Coleman,  14-year-old 
star  of  the  NBC-TV  series  Difrent 
Strokes.  Choate  allowed  use  of  a  pen- 
sion plan  instead  of  a  blocked  savings 
account.  "That  way,  we  don't  have 
carte  blanche  to  go  out  and  do  real 
estate  deals  with  Gary's  money,"  says 
Lawson,  "but  we  have  a  little  more 
flexibility."  And  the  pension  fund 
trustee,  a  California  bank,  can  invest 
some  of  Coleman's  six-figure  income 
in  higher-interest  but  secure  invest- 
ments like  T  bills.— Jeff  Blyskal 

Beauty  goes  budget 

Marketing,  like  politics,  makes  for 
strange  bedfellows.  When  Frank 
Berger,  44,  left  as  president  of  Joseph 
E.  Seagram  &  Sons'  North  American 
marketing  arm  in  1979  to  form  his 
own  investment  firm,  Quadrillon,  he 


considered  acquiring  a  wine  and  spin 
its  company,  but  ended  up  in  cosmet 
ics.  Early  this  year,  Berger  picked  u] 
Toiletry  Products  of  America  from  it 
largest  shareholder,  Morton  Edell,  an« 
others  for  an  undisclosed  sum,  ant 
renamed  it  Hazel  Bishop  Industrie 
after  its  principal  product. 

Liquor  and  cosmetics  are  not  as  dif 
ferent  as  they  seem,  says  Berger:  "Ir 
both,  the  customer's  perception  oi 
himself  when  he  is  consuming  the 
product  is  much  more  significan 
than  the  product  itself." 

What  is  Berger's  conception  of  Ha 
zel  Bishop?  In  a  word,  cut-rate.  Sold  ii 


Frank  Berger  of  Quadrillon 
No  room  for  error. 
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permarkets,  drug  and  discount  de- 
rtment  stores,  almost  everything  in 
e  line  retails  for  89  cents.  Berger  has 
>t  purchased  a  shampoo  and  lotion 
aker,  Lanolin  Plus,  whose  prices  are 
gher,  but  he  is  looking  to  lower 
em,  too.  "Public  companies  have  to 
3rry  about  what  the  analysts  say 
out  their  margins,"  he  says.  "We're 
lling  to  take  a  lower  markup."  That 
ives  little  room  for  error,  and  Berger 
iows  it.  Says  he:  "We  have  to  outsell 
eryone  2-toT  just  to  match  their 
liar  volume." — Janet  Bamford 


The  most  happy 
shareholder 

:  the  Petroleum  Club  in  Midland, 
x.  the  local  oilmen  like  to  josh  each 
her  over  their  whiskey  about  how 
:h  they  are.  Billy  Joe  Pevehouse, 
mder  and  president  of  Adobe  Oil  & 
is  Corp.,  comes  in  for  a  good  share 
the  kidding  these  days:  At  a  recent 
ice  of  $40,  his  23%  of  Adobe's  15.3 
illion  common  shares  is  worth 
jund  $145  million — up  $50  million 
three  months. 

The  reason:  In  June  Tulsa's  Wil- 
ms Cos.  and  Calgary-based  Fran- 
na  Oil  &  Gas  Ltd.  began  trying  to 
tbid  each  other  for  Amax  Inc.'s 
.7%  stake  in  Adobe.  On  July  2  Fran- 
na  was  declared  the  winner  at  $32  a 
are,  for  a  total  $140.3  million.  But 
lobe's  stock  continued  to  rise  on 
sculation  that  Francana  will  eventu- 
y  try  to  acquire  the  remaining 
ares. 

It's  a  lot  of  fun  for  almost  every- 


obe  Oil's  Billy  Joe  Pevehouse 


eping  everybody  happy. 


body.  Pevehouse  has  made  his  $50 
million  on  paper.  Amax  made  $65 
million  in  cash.  Flmtkote  Co.,  original 
owner  of  24.5%  of  the  stock,  made 
$19.5  million  pretax  when  it  sold  to 
Amax  two  years  ago.  "We  just  like  to 
keep  the  shareholders  happy,"  says 
Pevehouse — clearly  the  happiest 
shareholder  of  all. — Toni  Mack 


The  tallow  tree  king 

Stanley  Mason,  59,  holds  out  a  hand- 
ful of  whitish,  beanlike  seeds. 
"They're  from  the  Chinese  tallow 
tree,"  he  says.  So  what?  Well,  Mason 
thinks  they  may  help  solve  the  energy 
problem.  "Inside  the  shell  is  a  liquid 
oil,"  he  says.  "Just  filter  it,  pour  it  into 
a  tank,  and  you  can  use  it  as  diesel 
fuel.  The  engine  doesn't  know  the  dif- 
ference." Sure  enough,  once  lit,  the 
bean  oil  burns  furiously. 

The  Chinese  tallow  tree,  it  seems, 
was  introduced  into  the  colonies  in 
the  1700s,  for  reasons  that  are  no 
longer  clear,  and  it  has  been  growing 
wild  ever  since.  "Properly  farmed  and 
harvested,  it  could  supply  5%  of  our 
oil  needs,"  says  Mason  excitedly. 

Mason  was  a  vice  president  of  de- 
velopment technology  for  American 
Can  for  six  years.  In  1973  he  set  up  a 
freelance  product  development  busi- 
ness, working  for  his  old  employer  as 
well  as  Johnson  &  Johnson  and  others. 
A  biologist  he  dealt  with  in  one  of  his 
projects  turned  him  on  to  Sapiuni  sebi- 
ferum  a  few  years  ago. 

Will  the  tallow  tree  ever  really 
amount  to  more  than,  well,  a  hill  of 


Entrepreneur  Stanley  Mast  >n 


Betting  on  a  hill  of  beans. 


beans?  Who  knows?  The  real  point  is, 
says  Mason,  "sooner  or  later,  petro- 
leum is  going  to  run  out.  And  when  it 
docs.  .  .  .  " — Harold  Seneker 


A  bullet  of  steel 

The  steel  industry  isn't  out  of  the 
woods  yet,  but  U.S.  Steel  Chairman 
David  M.  Roderick  still  relishes  that 
second-quarter  net  income  of  $167.6 
million  (double  last  year's).  He  sees  it  as 
a  vindication  of  the  most  painful  busi- 
ness decision  of  his  life.  In  1 979  Roder- 
ick ordered  16  marginal  facilities  shut 
down  and  laid  off  10,000  workers.  "By 
biting  the  bullet,  "he  says,  "we  got  rid  of 
an  annual  loss  of  $100  million  and  got 
management's  attention  riveted  on 
how  to  improve  profitability  rather 
than  how  to  minimize  losses." 

To  be  sure,  demand  is  still  decidedly 
mixed.  Only  in  the  booming  oil-well- 
pipe  market  (Forbes,  June  22)  is  ca- 
pacity running  flat  out.  USS  had  coal- 
strike  losses  of  more  than  $50  million 
in  the  second  quarter,  and  its  tradi- 
tional big  markets — construction  and 
automobiles — remain  leaden  ("I  like 
the  term  'mushy,'  "  says  Roderick). 

But  Roderick  anticipates  a  second 
half  better  than  last  year's.  If  so,  that 
would  give  the  company  a  shot  at  1 98 1 
earnings  of  around  $705  million,  or  $8 
a  share  (up  40%  from  last  year)  on  rev- 
enues of  roughly  $14  billion.  Basic, 
nonspecialty  demand  should  start  to 
rise  in  October,  Roderick  says.  The  na- 
dir of  1979,  he  believes,  was  a  turning 
point:  "If  I  had  it  to  do  over  again,  I'd 
do  the  same  thing." — Robert  McGough 


I  '.S.  Steel's  David  M.  Roderick' 
"I'd  do  the  same  thing." 
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Edited  By  William  G.  Flanagan 

No  time 
for  realtors 

•elling  a  house  these  days  may  be 
Peven  tougher  than  you  think.  Now 
at  mortgage  rates  have  arrived  at  an 
ve-inspiring  17%,  consider  the 
ight  of  the  buyer. 

Let's  assume  yours  is  only  a  rela- 
vely  modest,  $150,000  home,  and 
e  prospective  purchaser  has  one- 
ird,  or  $50,000,  to  put  down.  With  a 
mventional,  30-year  mortgage — if 
:  can  get  one — his  monthly  pay- 
ents,  just  for  principal  and  interest, 
ill  come  to  $1,425.68.  Add  $400 
ore  for  taxes,  utilities  and  fuel,  and 
e  monthly  tab  comes  to  about 
,825.  Using  the  time-honored  for- 
ula  that  shelter  should  consume  no 
ore  than  25%  of  a  family's  gross 
come,  your  buyer  would  have  to 
ive  a  gross  income  of  $88,000  a  year. 
:wer  than  1.3%  of  U.S.  families  are 
that  bracket. 

Even  at  9%,  the  mortgage  payment 
□uld  be  $805  per  month.  The  total 
b  would  be  $1,205  monthly  mclud- 
g  the  same  taxes,  utilities  and  fuel 
ists.  Using  the  25%  formula,  that 
ould  presume  an  annual  family  in- 
ime  of  $57,840.  Fewer  than  5%  of 
.S.  families  are  in  that  bracket. 
Small  wonder.,  then,  corporations 
at  have  to  move  their  people  around 
lickly  wind  up  in  the  real  estate 
isiness.  According  to  Merrill  Lynch 
^location  Management  Inc.,  of  605 
ajor  corporations  polled  recently, 
»%  now  offer  some  assistance  to 
nployees  who  are  relocating.  Nearly 
ilf  of  those  companies  hand  things 
rer  to  a  bank  or  relocation  company, 
hich  simply  purchases  the  employ- 
s' homes  outright.  And  61%  follow 
)  by  offering  mortgage-differential 
lowances  to  the  shifted  employees. 
5  recently  as  one  year  ago,  fewer 
an  half  of  the  same  companies  of- 
red  that  kind  of  help. 
Naturally,  companies  have  been 
inking  twice  about  moving  people 
ound  as  their  costs  have  risen  so 
uch.  On  average,  those  surveyed 
oved  only  124  people  a  year,  com- 
ired  with  143  a  year  earlier. 
Even  new-home  builders  have  run 
it  of  selling  tricks.  During  the  first 
w  months  of  this  year,  sales  of  new 


homes  were  hyped  somewhat  because 
big  builders  were  "buying  down"  their 
new  homes.  What  they  were  doing 
was  paying  banks  or  other  lending 
institutions  out  of  their  own  pockets 
the  cash  equivalent  of  several  points 
on  the  prospective  buyer's  mortgage 
for  a  time — typically  for  one  to  three 
years.  That  kind  of  subsidy — which  in 
effect  lowered  the  buyer's  mortgage 
rate — made  the  monthly  payments 
more  manageable,  at  least  temporar- 
ily. The  presumption  was,  of  course, 
that  the  family's  income  would  rise 
sufficiently  in  a  couple  of  years  so  that 
the  full  mortgage  payment  would  be 
bearable.  Or,  that  interest  rates  would 
drop — and  a  new  mortgage  could  then 
be  negotiated. 

But  even  that  ploy  has  been  played 
out.  Builders  have  to  pay  so  much  for 
the  money  they  borrow,  and  interest 
rates  on  mortgages  have  risen  so  high, 
that  buying  down  is  now  a  rarity.  It's 
probably  no  accident  that  the  selling 
prices  of  brand-new  homes  have  actu- 
ally dropped  as  a  result.  The  median 
price  for  a  new,  single-family  home 
declined  a  bit  from  May  to  June — 
$71,800  to  $71,600.  That  may  not 
sound  like  much,  but  at  that  rate,  the 
price  would  drop  to  $69,400  in  a  year. 

So  what  do  you  do  if  you  have  to  sell 
your  house?  Resort  to  "creative  fi- 
nancing." That's  the  euphemism  for 
playing  banker  yourself.  And  it  is 
fraught  with  hazards.  Still,  for  most 
sellers  it  may  be  the  only  way  to  go. 


According  to  the  National  Associ- 
ation of  Realtors,  over  half  of  all  resale 
transactions  now  involve  the  use  of 
creative  financing. 

Here  is  a  rundown  of  the  devices 
you  are  able  to  use  in  order  to  unload 
your  home. 

•  Let  your  mortgage  be  assumed  by 
the  buyer.  Many  would-be  sellers  are 
sitting  with  relatively  low-interest 
mortgages  that  can  be  taken  over  by 
new  buyers.  For  example,  all  VA  and 
FHA  mortgages  and  many  conven- 
tional mortgages  dating  prior  to  the 
early  1970s  are  assumable.  Take  a 
look  at  your  original  mortgage  agree- 
ment. If  it  does  not  specifically  state 
that  it  cannot  be  assumed,  chances 
are  good  that  it  can,  indeed,  be  taken 
over  by  the  new  purchaser.  This  is  no 
small  selling  point. 

The  trouble  is,  however,  that  the 
amount  of  the  assumable  mortgage  is 
rarely  the  greater  part  of  the  seller's 
asking  price.  Still,  it  lowers  the 
amount  that  the  buyer  has  to  finance 
at  the  higher  prevailing  interest  rate, 
or  it  gives  the  buyer  leverage  with 
your  lending  institution  to  effect  a 
new  mortgage. 

•  Take  back  a  second  mortgage.  Al- 
most a  third  of  the  realtors  polled  by 
the  National  Association  of  Realtors 
said  that  this  is  now  frequently  done 
by  sellers.  The  problems  are  obvious. 
You  are  extending  credit,  usually  at 
below-market  rates,  to  someone  who 
probably  does  not  qualify  for  a  full 
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mortgage  from  an  established  lending 
institution. 

Further,  if  you  want  to  sell  that 
mortgage  rather  than  simply  receive 
payments  every  month  for  a  few  years 
(seconds  are  typically  at  only  a  few 
years'  duration),  it  can  be  hard  to  find 
a  buyer  on  the  secondary  market. 
This  is  true,  especially  at  the  presum- 
ably below-market  interest  rate.  But 
note:  The  National  Association  of 
Realtors  has  been  working  with  the 
Federal  National  Mortgage  Loan  Asso- 
ciation in  order  to  create  a  pool  of 
funds  for  the  purpose  of  buying  such 
second  mortgages. 

•  Lease  the  buyer  the  land  the 
house  is  on.  You  sell  the  house,  but 
lease  the  land — say,  for  99  years.  This 
is  one  way  of  lowering  the  buyer's 
down  payment.  Typically,  the  lessee 
would  have  the  option  of  buying  the 
land  after  three  years. 

•  Take  on  the  entire  mortgage 
yourself  from  the  buyer.  If  you  don't 
need  a  lot  of  cash,  this  can  be  a  way  of 
locking  in  today's  high  interest  rates. 
And  there  can  be  tax  advantages,  as 
well,  to  installment  selling.  But  this 
can  be  tricky.  Make  sure  you  consult 
with  a  lawyer  or  accountant  before 
arranging  a  deal  of  this  kind.  Note:  If 
the  buyer  does  default  and  you  are  the 
only  mortgage  holder,  you  get  your 
house  back,  of  course — all  to  yourself. 
And  almost  all  of  the  payments  re- 
main yours,  too. 

•  See  if  the  realtor  will  take  part  of 
his  commission  as  a  mortgage  or  un- 
secured note.  Don't  laugh.  This  prac- 
tice is  not  that  unusual — real  estate 
people  are  hungry,  too,  lately.  The 
amount  involved  is  not  going  to  make 
or  break  the  deal,  but  it  just  might  be 
the  sweetener  that  gets  a  buyer  over 
the  edge. 

•  Rent  to  the  would-be  buyer,  with 
an  option  to  buy.  Surprisingly,  this  is 
not  being  done  often — since  so  many 
sellers  need  a  good  chunk  of  their  eq- 
uity to  buy  another  home.  But  pre- 
suming interest  rates  drop — and 
prices  continue  to  rise — renting  can 
make  a  lot  of  sense.  And  it  could  also 
create  tax  advantages.  If  you  are  just 
shy  of  age  55,  for  example,  renting 
until  you  hit  that  age  level,  then  sell- 
ing, can  mean  huge  tax  savings.  (Up  to 
$  i  2  S,000  in  gains  is  exempt  from  fed- 
eral taxes  if  the  home  was  your  princi- 


pal residence  for  at  least  three  of  the 
previous  five  years.) 

Whatever  gimmicks  you  can  use, 
however,  bear  in  mind  that  there  is  a 
good  reason  homes  are  not  changing 
hands  quickly  in  this  money  cli- 


mate— qualified  buyers  are  rare.  Yo 
don't  want  to  stick  your  own  neck  ou 
further  than  a  respectable  lending  ir 
stitution  would.  If  you  can  afford  t( 
it's  best  to  simply  wait  for  condition 
to  improve. 


The  Shelbourne  Hotel  in  Dublin 

The  price  of  a  double  room  has  dropped  $35. 


Over  there 


In  Patrickswell,  a  small  Irish  village 
near  Limerick,  there's  a  restaurant 
called  Attyflin  Park,  housed  in  a  1750 
Georgian  mansion  and  run  by  a  young 
couple  determined  to  change  the 
churlish  reputation  of  Irish  cooking. 

As  for  the  food,  the  restaurant  has 
come  a  long  way.  There  are  no  over- 
cooked vegetables,  boiled  potatoes  or 


pink  bacon.  The  fare  is  served 
Wedgwood  china.  But,  for  Americans 
the  best  part  of  the  meal  comes  wit! 
the  check.  Dining  there  is  one-thirc 
cheaper  than  it  was  18  months  ago 
thanks  to  the  strength  of  the  Ameri 
can  dollar  in  Europe  these  days.  Ir 
many  cases  the  dollar  has  even  out 
stripped  inflation  rates  (see  table). 


The  bigger 

bang  for  your  buck  in  Europe 

There  was  a  time  when  the  dollar    high  interest  rates  here  for  that, 
was  king  in  Europe — a  silver  dollar    The  imported  things  you  buy  in 
once  wowed  hall  porters — and  it    the  U.S.  will  cost  more,  but  when 
has  once  again  won  respect.  Thank    you're  over  there,  enjoy. 

Currency 

Dollar 
equivalent 
(8/4/81) 

Dollar 
equivalent 
(1/21/80) 

0/ 
m 

change 

Approxi- 
mate 
current 
inflation 

Escudo  (Portugal) 

0.0152 

0.02005 

+  24% 

17% 

Franc  (France) 

0.1662 

0.2468 

+33 

13 

Franc  (Switzerland) 

0.4550 

0.6239 

+  27 

6 

Guilder  (Netherlands) 

0.3558 

0.5244 

+32 

7 

Krona  (Sweden) 

0.1869 

0.2410 

+  22 

13 

Krone  (Norway) 

0.1589 

0.2034 

+22 

14 

Lira  (Italy) 

0.00080 

0.00124 

+36 

18 

D-mark  (W.  Germany) 

0.3949 

0.5777 

+32 

6 

Peseta  (Spain) 

0.0099 

0.01515 

+35 

15 

Pound  (G.  Britain) 

1.804 

2.277 

+  21 

12 

Pound  (Ireland) 

1 .4430 

2.1455 

+33 

17 
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36  TIMES  TlflS 

FOOTBALL  SEASON 
YOU'LL  BE  EXTRA  HAPPY 
YOU  HAVE  A  RADIO. 


REGULAR  SEASON  GAMES 

(All  air  times  listed  here  are  Eastern  time. 


Monday,  Sept.  7 
Thursday,  Sept.  10 
Monday,  Sept.  14 
Thursday,  Sept.  17 
Monday,  Sept.  21 
Monday,  Sept,  28 
Monday,  Oct.  5 
Monday,  Oct.  12 
Sunday,  Oct.  18 
Monday  Oct.  19 
Monday,  Oct.  26 
Monday,  Nov.  2 
Monday,  Nov.  9 
Monday,  Nov.  16 
Monday,  Nov.  23 
*Thursday,  Nov.  26 

Monday,  Nov.  30 
Thursday,  Dec.  3 
Monday,  Dec.  7 
*  Saturday,  Dec.  12 

Monday,  Dec.  14 
*Saturday,  Dec.  19 

Monday,  Dec.  21 


San  Diego  at  Cleveland 
Pittsburgh  at  Miami 
Oakland  at  Minnesota 
Philadelphia  at  Buffalo 
Dallas  at  New  England 
Los  Angeles  at  Chicago 
Atlanta  at  Philadelphia 
Miami  at  Buffalo 
Los  Angeles  at  Dallas 
Chicago  at  Detroit 
Houston  at  Pittsburgh 
Minnesota  at  Denver 
Buffalo  at  Dallas 
San  Diego  at  Seattle 
Minnesota  at  Atlanta 
Kansas  City  at  Detroit 
Chicago  at  Dallas 
Philadelphia  at  Miami 
Cleveland  at  Houston 
Pittsburgh  at  Oakland 
New  York  Jets  at  Cleveland 
Minnesota  at  Detroit 
Atlanta  at  Los  Angeles 
Dallas  at  New  York  Giants 
Buffalo  at  Miami 
Oakland  at  San  Diego 

POST  SEASON  GAMES 


8:50PM 
8:20PM 
8:50PM 
8:20PM 
8:50PM 
8:50PM 
8:50PM 
8:50PM 
8:50PM 
8:50PM 
8:50PM 
8:50PM 
8:50PM 
8:50PM 
8:50PM 

12:15PM 
3:45PM 
8:50PM 
8:50PM 
8:50PM 

12:15PM 
3:45PM 
8:50PM 

12:15PM 
3:45PM 
8:50PM 


*Sunday,  Dec.  27 
*Saturday,Jan.  2, 1982 
*Sunday,Jan.3, 1982 
*Sunday,Jan.  10, 1982 
Sunday,  Jan.  24, 1982 

Sunday,  Jan.  31, 1982 

'Doubleheader 


AFC  &  NFC  First  Round  Playoffs  TBA 
AFC  &  NFC  Divisional  Playoffs  TBA 
AFC  &  NFC  Divisional  Playoffs  TBA 
AFC  &  NFC  Championship  Games  TBA 
SUPER  BOWL  XVI  at  The 
Silverdome,  Pontiac,  Michigan  TBA 
AFC-NFC  Pro  Bowl  at  Aloha 
Stadium,  Honolulu,  Hawaii  3:50PM 


36  great  NFL  games  on  CBS  Radio  will 
mean  extra  pleasure  for  you  from  Monday, 
September  7,  through  Super  Bowl  XVI. 

Extra  because  our  coverage  adds 
dimension  to  each  game  The  CBS  Radio 
Sports  team  of  Jack  Buck,  Hank  Stram, 
Brent  Musburger  and  Dick  Stockton  report 
with  special  expertise,  impact  and  excitement. 

And  extra  because  of  the  medium  itself. 
With  radio  you're  mobile.  You  can  listen  at 
home,  in  your  car,  wherever. 

Enjoy  NFL  on  CBS  starting  Labor  Day 
evening,  with  San  Diego  at  Cleveland, 
beginning  at  8:50  PM,  Eastern  time,  on  your 
local  CBS  Radio  Network  affiliate. 


CBS  Radio  and  you— a  winning 
combination  for  our  36-game  NFL  schedule. 

NFL  FOOTBALL  STARTS 
SEPTEMBER  7, 8:50  PM 
CBS  RADIO  NETWORK  III 

*7:50  PM  Central,  6:50  PM  Mountain,  5:50  PM  Pacific 


L.tor.:  Brent  Musburger, 
Hank  Stram, 
Jack  Buck,  Dick  Stockton 


always  given  travelers  a  bum  deal  on  eredit  cards,  or  use  the  banks  o 

the  exchange  rate.  But  now,  feigning  American  Express  offices  in  order  t 

ignorance,    they   can   really   short-  convert  currencies, 

change  you.  Charge  bills  on  your  Bon  voyage. 


An  Irish  cottage 

Where  the  greenbacks  are  greener. 
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Take  that  dinner  in  Attyflin  Park, 
for  example.  An  American  couple  re- 
cently dined  there  on  baked  avocado 
with  prawns,  Baltimore  shrimp  cock- 
tail, duck  a  l'orange  and  rack  of  lamb. 
The  potables  were  a  half  bottle  of  Al- 
sace and  a  73  Margaux.  Including  tip, 
the  tab  came  to  48  Irish  pounds  (or 
punts).  In  dollars  that  now  amounts  to 
$69.26.  In  January  of  last  year  the 
equivalent  would  have  been  $  102.98. 
At  the  Shelbourne  Hotel  in  Dublin  a 
double  room  now  costs  49.5  Irish 
pounds,  or  $71.42  per  night.  Last  year 
the  cost  would  have  been  $106  for  the 
same  room. 

But  note:  The  bigger  bang  for  the 
buck  in  Europe  makes  it  especially 
unwise  to  exchange  your  traveler's 
checks  or  dollars  at  restaurants  or 
hotels.  Those  establishments  have 


What  Reagan 
hath  wrought 

Tlhe  ramifications  of  the  new  tax 
bill  will  be  combed  out  in  these 
pages  in  forthcoming  issues,  but  there 
is  one  area  that  you  should  get  crack- 
ing on  right  away — estate  planning. 

The  unlimited  marital  deduction  is 
perhaps  the  most  significant  change 
in  the  new  law.  And  unless  you  deem 
yourself  immortal,  you  should  take 
steps  quickly  to  take  full  advantage  of 
the  law's  new  provisions.  In  January, 
you  will  be  able  to  leave  your  entire 
estate  to  your  spouse  without  having 
to  pay  one  cent  of  federal  tax.  Now 
you  can  leave  your  spouse  only  the 
greater  of  $250,000  or  half  of  your 
entire  estate. 

"Everyone  must  review  all  their 
previous  estate  plans,"  says  James 
Conway,  president  of  Ayco  Corp.,  a 
firm  that  does  financial  planning  for 
executives.  "Since  these  benefits  are 
not  automatic,  like  across-the-board 
rate  reductions,  people  must  study  the 
options  made  available  by  the  unlim- 
ited marital  deduction  to  maximize 
the  planning  tool." 

Chances  are,  you  will  have  to  re- 
draw your  will,  and  if  you  have  set  up 
any  trusts,  have  them  reevaluated, 
too.  For  instance,  under  the  current 
law,  for  property  to  qualify  for  the 
marital  deduction,  it  has  to  be  left  to 
the  spouse  outright,  or  placed  in  a 
trust  naming  the  spouse  as  income 


beneficiary.  The  spouse  also  has  to 
have  ultimate  power  over  disposition 
of  the  trust  principal.  The  new  law, 
however,  says  that  the  surviving 
spouse  does  not  have  to  be  given  the 
power  of  distribution  of  any  trust. 
And  yet  it  can  still  qualify  for  the 
unlimited  marital  deduction. 

That  new  wrinkle  can  be  extremely 
important.  Let's  say  you  have  chil- 
dren by  a  previous  marriage,  and  you 
want  to  pass  along  something  to 
them.  You  will  be  able  to  specify  that 
control  of  your  wife's  trust  upon  her 
death  must  revert  to  those  children, 
and  it  can  still  qualify  for  the  unlimit- 
ed marital  deduction — that  is,  no  fed- 
eral taxes. 

The  new  law  should  also  prompt 
you  to  give  your  insurance  agent  a 
call.  In  the  past,  it  made  sense  to  have 
a  policy  designed  to  cover  estate 
taxes.  But  next  year,  obviously,  it  may 
no  longer  make  sense. 

Moral:  If  you  have  an  existing  es- 
tate plan,  it  needs  attention — prompt- 
ly. If  there  is  one  thing  that  is  crystal 
clear  about  the  new  tax  law,  it's  the 
joy  that  it  brings  to  accountants  and 
lawyers. 


Pricing  yourself 

Advice  about  how  to  negotiate  a  sal- 
ary is  very  easy  to  come  by,  and 
usually  about  as  valuable  as  anything 
that  is  very  easy  to  come  by.  Negotiat- 
ing money  deals  is  never  easy.  Still, 


Lamalie  Associates,  a  managemer 
consultant  firm,  offers  these  point: 
which  are  at  least  worth  bearin 
in  mind. 

•  Don't  be  the  first  to  bring  u 
compensation.  Let  the  company,  o 
the  headhunter,  bring  up  money  firsi 
You  don't  want  to  sound  mone 
hungry. 

•  Use  a  third  party  when  possible- 
such  as  the  headhunter,  or  a  personne 
department  go-between. 

•  Don't  discuss  offers  with  you 
current  superiors.  Using  a  job  offer  a 
leverage  to  hike  your  pay  where  yoi 
now  work  is  shortsighted  (if  some 
times  necessary).  You  will  sour  you 
superiors  in  the  long  run. 

•  Know  exactly  what  your  compen 
sation  is.  There's  more  than  salar 
involved.  Some  benefits,  such  as  de 
ferred  compensation  and  pension  pay 
ments,  may  be  irreplaceable. 

•  Don't  exaggerate  the  size  of  you 
current  compensation.  But  don't  for 
get  to  mention  anticipated  raises  an« 
bonuses. 

•  Don't  ask  for  an  "employmen 
contract"  per  se.  It's  a  turnoff.  In 
stead,  discreetly  insist  on  a  simpli 
letter  or  statement  defining  a  sever 
ance  agreement. 

•  Don't  change  your  mind.  Whei 
you  accept  a  compensation  offer  yoi 
have  to  live  with  it.  Going  back  tc 
renegotiate  an  agreement  can  hur 
you  ultimately. 
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1957.  Andreiv  F.  Brimmer  in  the  Sudan  as  a  member  of  a  mission  to 
help  that  country's  government  create  a  central  bank. 


Andrew  Brimmer, 
s^hen  did  you  start  reading 

The  Wall  Street  Journal? 


"In  1948,  my  economics  professor  at  the  University  of 
Washington  suggested  we  read  The  Wall  Street  Journal.  I  took  the 
suggestion,"  recalls  Andrew  F.  Brimmer,  president  of  Brimmer  & 
Company,  Inc.,  and  former  member  of  the  Board  of  Governors 
of  the  Federal  Reserve  System. 

"Years  later,  when  I  taught  at  the  Wharton  School,  I  made 
The  Journal  required  reading.  It's  simply  the  best  continuous 
source  of  business  and  financial  information  around. 

"There's  hardly  a  day  or  a  meeting  that  goes 
by  that  I  don't  hear  someone  cite  The  Journal 
about  something.  That  tells  you  business 
people  don't  just  read  The  Journal.  They  use 
it  —  all  the  time. 

"If  you  want  to  keep  informed  about 
what's  important  in  business  — informed 
in  depth  —  I'd  say  The  Journal  is  prac- 
tically indispensable." 

Learn  from  Andrew  Brimmer.   %  { 
If  you  want  all  the  important  busi-^ 
ness  news,  put  The  Wall  Street 
Journal  on  your  required  read- 
ing list.  Every  business  day. 

Today.  Andrew  F.  Brimmer, 
president  of  Brimmer  &  Company,  Inc. 
Economic  and  Financial  C  onsultants 


The  Wall  Street  Journal. 

All  the  business  news  you  need.  When  you  need  it . 

ve  The  Journal  delivered  every  business  day.  One  year,  $77.  Or  26  weeks  for  $41.  Call  toll-free  800-358-9999  except  in  Hawaii  and  Alaska.  (In  California, 
)-862-4999.)  Or  write:  The  Wall  Street  Journal,  200  Burnett  Road,  Chicopee,  Massachusetts  01021.  ©1981  Dow  Jones  &  Company,  Inc.  All  Rights  Reserved. 


THIS  NEW  IMAMI 
HAS  A  GREAT  FUTURE 

IN  ENERGY 


PANHANDLE  EASTERN  CORPORATIOt 


The  search  for  new  reserves  of  oil  and  gas  is 
the  fastest  growing  segment  of  our  business. 
Subsidiaries  invest  in  exploration  and  own 
and  operate  drilling  rigs,  such  as  this  unit 
working  in  the  Gulf  of  Mexico. 


A  leader  in  interstate  gas  transmission  for  more  than  ha 
a  century,  Panhandle  Eastern  is  now  a  multi- faceted  ener 
business  which  has  recently  completed  its  reorganization 
into  a  holding  company  structure.  This  new  corporate  po? 
ture  provides  more  flexibility  in  financing  multi-billion 
dollar  energy  projects. 


Thus,  Panhandle  Eastern 
Corporation  is  the  new  par- 
ent company  for  profit  cen- 
ters engaged  in  interstate  gas 
transmission,  oil  and  gas 
exploration  and  production, 
contract  well  drilling  world- 
wide and  importing  LNG. 
These  activities,  plus  in- 
vestments in  Western  coal 
development  and  liquid 
hydrocarbon  extraction  and 
marketing,  complete  the 
diversified  energy  base  of 
Panhandle  Eastern  Corpo- 
ration —  the  new  name  for 
a  strong  energy  business 
whose  assets  exceed 
S3. 5  Billion. 

Consolidated  net  income 
has  improved  at  a  compound 
growth  rate  of  22  percent  in 
the  last  five  years.  Panhandle 


Eastern  has  paid  cash  divi- 
dends on  its  common  stoc 
continually  since  1939. 
The  familiar  PEL  svmbo 

J 

has  been  retained  for  tradi 
the  common  stock  of  Pan- 
handle Eastern  Corporatic 
on  the  New  York  and  othe 
major  stock  exchanges. Ne1 
paper  quotes  of  the  comm< 
stock  now  appear  after  the 
abbreviation  PanhEC. 


Panhandle  Eastern  Corporation 
P.  O.Box  1642,Houston,Texas  77 

PANHANDLE  EASTERN  CORPORATt 

Panhandle  Eastern  Pipe  Line  Company 
Trunkline  Gas  Company 
Anadarko  Production  Company 
Pan  Eastern  Exploration  Company 
Dixilyn-Field  Drilling  Company 
Trunkline  LNG  Company 


The  Forbes/ Wilshire  5000  Review 


_  Market  value  of  Wilshire  5000: ; 
Z$l,407.5  billion  as  of  8/7/81 


WiNhire  5000  Equity  Index 

All  stocks  with  daily  price  quotations, 
weighted  by  market  value 


Dow  Jones  industrial  average 

The  sum  of  the  market  prices 

of  30  blue-chip  industrial  stocks  - — 


Percent  change  in  last  two  weeks  - 


M 
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m't  be  too  pessimistic.  In  the  middle  of  the  summer 
e  Dow  Jones  industrial  average  hit  its  yearly  low.  But 
e  declines  weren't  across  the  board.  Other  indicators, 
ich  as  the  Dow  transportation  and  utility  indices,  didn't 
eak  bottom — and  some  analysts  see  this  resistance  as  a 
)sitive  sign.  Since  its  mid-summer  depths  the  market 
is  crawled  slowly  to  higher  ground.  Now  that  the  tax  cut 
on  the  books  and  interest  rates  have  stopped  climbing, 
least  temporarily,  the  stage  may  be  set  for  a  modest 
inning  streak. 

While  slightly  positive  for  the  last  two  weeks,  the  Dow 
as  the  only  indicator  to  decline  over  the  past  four 
eeks.  It's  down  1.4%.  A  weak  element  was  Internation- 


al Harvester,  which  is  troubled  by  a  collapse  in  demand 
for  agricultural  machinery  and  trucks.  A  weak  Dow,  how- 
ever, puts  a  negative  tinge  on  the  entire  market. 

The  Wilshire  index,  a  measure  of  the  performance  of  all 
stocks  for  which  quotes  are  available — currently  about 
5,000  securities — tells  a  different  story.  Over  the  past  four 
weeks  it  gained  1.9%,  or  $44  billion  in  market  value.  A 
glance  at  the  NYSE  index,  up  1 .9%,  and  the  ASE  index,  up 
1.7%,  shows  that  the  two  big  exchanges  are  carrying  this 
market  while  the  NASDAQ  stocks  are  up  only  0.4%. 

Investors  are  indifferent  about  what  they're  buying, 
however.  Forbes'  five  key  investor  yardsticks  are  virtual- 
ly flat.  Is  this  the  lull  before  the  next  big  market  rally? 


Close-up  On  The  Equity  Markets 


Performance  of  five  leading  indexes 

'ercent  change 

Wilshire 
5000 

Dow  Jones 
industrials 

NYSE 
Composite 

ASE  Market 
Value  Index 

NASDAQ 
Composite 

n  last  4  weeks 

1.9 

-1.4 

1.9 

1.7 

0.4 

n  last  52  weeks 

9.8 

-1.3 

8.1 

15.7 

20.2 

Stock  performance  based  on  five  key  investor  yardsticks 


ercent  change 


Volatility  * 


high 


low 


P/E  multiple 


over  25 


under  5 


Dividend  yield 


over  7.5% 


Growth  profile  t 


high 


low 


Share  price 


over  $40 


under  $4 


in  last  4  weeks 


0.3 


0.6 


0.5 


0.7 


-0.1 


0.0 


1.0 


0.1 


1.0 


-fl.l 


n  last  52  weeks 


32.8 


12.3 


29.4 


18.8 


5.0 


32.3 


29.9 


15.3 


11.3 


35.9 


i  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations;  low-volatility  issues  are  more  stable, 
quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


ite:  All  data  for  periods  ending  8/7/81  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


Energy  stocks  are  soaring— but  look  at  the  utilities. 

Over  the  past  two  weeks  .ill  sectors  were  up.  Energy  again 
led  the  way.  This  isn't  surprising,  since  the  L)u  Pont 
Conoco  merger  has  both  investors  and  corporate  execu- 
tives scrambling  to  gain  or  protect  positions  in  other 
potential  acquisition  candidates.  The  second-best  group, 
however,  was  utilities.  According  to  John  Attahenti,  vice 
president  of  Argus  Research,  they  have  benefited  from  a 


declining  rate  of  inflation,  yet  another  expectation  tha 
interest  rates  have  peaked  and  a  new  popularity  amonj 
institutional  investors.  Technology  also  enjoyed  a  moder 
ate  rebound. 

The  least  impressive  group  is  consumer  durables.  Third 
quarter  profits  from  the  automakers  have  not  lulled  inveS' 
tors  into  complacency.  Until  auto  sales  show  more  life 
this  sector  is  unlikely  to  be  a  market  leader. 


Prrrrnl  iharme  in  last  52  weeks 


Capital  goods 


t  75",, 


I  SO 
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Energy 


.  75"., 
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Technology 
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Percent  change  in  lam  two  weeks 


Consumer  durables 

+78% 

+  50 

+25 
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Finance 


+  50 


+  25 
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Transportation 


t  75",. 


+  50 
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Consumer  nondurables  and  services 


+  75% 


♦  50 
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Raw  materials 


+  75",, 


+  50 
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Utilities 


+•75% 


+  50 


+25 
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Note;  All  data  for  period]  ending  6/7/81  Prepared  by  Wilshire  Associates  Santa  Monica,  Call! 
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EXPANSION. 


Positioning  Tiger  International 
for  the  shippers' 
transportation  needs  of  tomorrow. 


i  the  changing  world  of  transportation, 
?r  International  is  leading  the  way.  All  of 
operating  divisions  have  been  expanding 
rder  to  reinforce  our  commitment  to  total 
sportation. 

Air  Cargo. 

s  soon  as  deregulation  became  effective, 
ig  Tigers  expanded  and  strengthened  its 
e  structure  throughout  North  America, 
n,  we  added  Seaboard  World  Airlines, 
:h  gave  us  routes  across  the  Atlantic  to 
)pe.  Today,  Flying  Tigers'  extensive 
lestic  system  links  the  two  largest 
rnational  cargo  markets,  the  Atlantic  and 
Pacific,  making  it  the  largest  carrier  of  air 
}o  in  the  world. 

Raificar  Services. 

irough  aggressive  marketing,  North 
srican  Car  has  experienced  remarkable 
vth  by  expanding  its  railcar  fleet  and 
'ice  capabilities.  It  now  has  over  60,000 
5  plus  its  own  manufacturing  capabilities 
ank,  pressure  differential  and  covered 
per  cars.  The  repair  facilities  have  been 
anded  to  include  shops  dedicated  to 
l-unit  trains.  Today,  North  American  can 
d,  lease,  finance,  manage,  remarket  and 


maintain  railcars  for  virtually  any  major  shipper 
or  railroad. 

Trucking. 

This  year,  we  purchased  Dohrn  Transfer 
and  merged  it  into  Hall's  Motor  Transit.  This 
greatly  increased  our  capabilities  throughout 
the  East  and  Midwest  and  Hall's  is  now  the 
10th  largest  carrier  of  general  commodities  in 
the  U.S.  To  further  expand  our  trucking  operation, 
we  also  acquired  Warren  Transport,  the  largest 
carrier  of  farm  equipment  in  America. 

Aviation  Services. 

TigerAir  is  expanding  its  fixed  base 
operations  and  worldwide  spare  parts 
distribution  businesses.  It  now  has  four 
fixed  base  operations  and  plans  to  acquire 
additional  facilities.  Expansion  in  both  these 
areas  of  low  capital  intensity  will  provide 
TigerAir  with  steady  growth  in  the  future. 

This  sound  and  prudent  expansion 
program  demonstrates  a  major  commitment 
to  our  corporate  plan:  to  become  the  most 
innovative,  efficient,  customer-oriented 
transportation  company  in  the  world. 

To  learn  more  about  us,  write:  Rosanne  O'Brien, 
Tiger  International,  1888  Century  Park  East, 
Los  Angeles,  California  90067  (213)  552-6345 


INTERNATIONAL 

FLYING  TIGERS  ■  NORTH  AMERICAN  CAR  ■  HALL'S  MOTOR  TRANSIT  ■  WARREN  TRANSPORT  ■  TIGERAIR 
GROWING  TOGETHER  FOR  TOTAL  TRANSPORTATION 


Bunker  Ramo  Corporation 

has  been  acquired  by 
a  wholly-owned  subsidiary 

of 

Allied  Corporation 


The  undersigned  acted  as  financial  advisor  to 
Bunker  Ramo  Corporation 
in  this  transaction. 

DEAN  WITTER  REYNOLDS  INC. 

August  5.  1981 


Capital  Markets 


MONEY  &  INVESTMENTS 


Caution:  Retail  RPs  are  not  deposits,  are 
tot  insured  and,  when  the  chips  are  down, 
enders  may  not  have  title  to  collateral. 

NEW  RULES, 
NEW  CHOICES 


By  Ben  Weberman 


rhe  bad  news  for  the  bond  market 
milt  into  the  new  tax  bill,  with  its 
:uts  in  income  and  capital  gains  tax 
ates,  has,  I  believe,  already  been 
imply  discounted,  especially  in  the 
ax-exempt  sector.  But  a  long  list  of 
:onsequences  elsewhere  in  the  bond 
narket  is  yet  to  unfold. 

As  a  result  of  some  of  these 
:hanges,  GNMA  passthrough  secur- 
ties  and  public  utility  bonds  are 
ikely  to  be  more  attractive,  for  rea- 
sons I'll  get  to  in  a  moment. 

First,  though,  a  cautionary  word  to 
inyone  thinking  about  entering  into 
i  repurchase,  or  RP,  agreement  with 
he  savings  associations  or  commer- 
ial  banks  now  offering  them. 

RPs  permit  their  issuers  a  mea- 
ure  of  competition  against  the 
noney  market  mutual  funds.  For 
naturities  of  up  to  90  days,  they  pay 
ugh  interest,  currently  around  15% 
o  16% .  There  is  no  standard,  but  in 
nost  cases  there  is  a  minimum  pe- 
iod  of  about  eight  days. 

A  worrisome  number  of  users  are 
inder  the  impression  that  these  RPs 
:re  deposits.  They  are  nothing  of 
he  kind.  They  are  not  insured 
gainst  bank  or  thrift  failure.  Should 
he  issuer  fail,  you  could  well  be- 
Some  a  general  creditor,  lining  up 
vith  a  claim  that  comes  after  all 
lepositors  have  been  satisfied. 

The  lender  does  have  a  claim  on 


'en  Weberman  is  economics  editor  of 
:orbes  magazine. 


securities,  to  be  sure,  usually  a 
GNMA  modified  passthrough  certi- 
ficate. But  the  collateral  presents 
two  problems.  First,  should  interest 
rates  climb,  the  market  value  of  the 
collateral  would  deteriorate. 

Second,  and  more  important, 
however,  is  the  possibility  that  in 
the  event  of  a  bank's  or  an  associ- 
ation's insolvency,  the  collateral  se- 
curity would  legally  become  subject 
to  claims  of  general  creditors,  in- 
cluding depositors.  Depositors' 
claims — which  come  ahead  of  oth- 
ers as  a  rule — would  leave  little  or 
nothing  for  the  lenders  who  ar- 
ranged an  RP.  Some  institutions 
have  worked  out  RPs  that  provide 
the  lender  with  a  solid  claim  on  the 
collateral  security.  This  is  known  as 
a  "perfected"  secured  interest. 

RP  arrangements  are  clearly  get- 
ting more  popular  but  are  not  tabu- 
lated anywhere.  To  the  extent  that 
RPs  grow,  GNMA  passthrough  cer- 
tificates will  be  in  demand  and  the 
price  will  strengthen  accordingly. 

Additional  demand  for  GNMA  se- 
curities as  well  as  for  FNMA  deben- 
tures will  come  from  institutions 
offering  the  new  All  Savers  tax-free 
certificates.  Under  new  tax  law,  an 
organization  that  offers  this  type  of 
deposit  must  put  into  mortgages  or 
agricultural  loans  the  lesser  of  75% 
of  the  money  raised  through  All 
Savers  or  75%  of  the  quarterly  in- 
crease in  qualified  net  new  savings 
of  the  institution  during  each  quar- 
ter. GNMA,  FNMA  and  Federal 
Home  Loan  Mortgage  Corp.  issues 
are  classified  as  mortgages. 

Most  institutions  will  choose  the 
second  option  because  its  demands 
are  minimal.  Because  of  net  out- 
flows of  deposits,  few  show  net  sav- 
ings increases  these  days. 

I  like  the  GNMA  modified  mort- 
gage passthrough  securities  as  a  di- 
rect investment  for  those  who  have 


the  capital — the  smallest  unit  is 
$25,000— because  they  are  full  faith 
and  credit  obligations  of  the  U.S. 
Treasury.  At  present,  yields  range 
from  15.73%  for  a  9%  coupon  certi- 
ficate to  16.41%  for  a  certificate 
with  a  14%  coupon.  Assuming  an 
average  life  of  12  years,  the  return 
compares  with  14.5%  on  low-cou- 
pon Treasuries  due  in  10  to  15  years. 
Both  the  GNMA  and  the  Treasury 
securities  have  long-term  capital 
gains  as  part  of  the  yield. 

After  years  of  neglect,  public  util- 
ity bonds  are  also  starting  to  look 
interesting  again  because  of  the  new 
tax  law.  That's  because  of  a  provi- 
sion in  the  legislation  that  allows 
reinvestment  of  dividends  on  public 
utility  common  stock  into  addition- 
al stock  to  be  treated  as  a  long-term 
capital  gain  if  the  acquired  shares 
are  held  for  a  year  or  longer.  The 
ceiling  is  $750  of  reinvestment 
yearly,  or  $1,500  for  those  filing  a 
joint  return.  The  incentive  to  rein- 
vest will  bring  a  large  infusion  of 
capital  to  utilities,  enabling  them  to 
strengthen  their  equity  base  and  re- 
verse the  trend  toward  downgrading 
the  quality  of  utility  debt  issues.  En- 
hance the  Moody's  and  Standard  & 
Poor's  ratings,  and  the  price  of  an 
issue  will  improve. 

In  selecting  a  utility  bond,  look 
for  companies  that  pay  generous 
dividends.  They  are  the  ones  whose 
shareholders  are  likely  to  adopt  divi- 
dend reinvestment  programs.  The 
state's  utility  rate  climate  should 
also  be  reasonable.  Given  these  cri- 
teria, the  rates  of  return  are  very 
attractive  for  long-term  investment. 
Two  such  are  the  Aaa-rated  Moun- 
tain States  Bell  15%s  due  2021  at 
96 Vi  to  yield  16.32%,  or  the  Aaa- 
quality  Dallas  Power  and  Light  first 
mortgage  l5Vs  bonds  due  2011  at 
93  'A  to  yield  16.22%. 


Clarification 

In  my  last  column  I  wrote  that  bank 
certificates  of  deposit  are  not  feder- 
ally insured.  That  was  an  error.  The 
first  $100,000  of  deposit  in  each 
bank  is  insured,  which  is  reassuring 
for  many  individual  or  business  de- 
posits. However,  this  $100,000  in- 
surance is  a  pittance  against  the 
typical  $10  million  to  $100  million 
deposit  of  money  market  funds  in 
single  banks,  which  was  the  context 
for  the  statement.  ■ 
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The  President  may  have  been  able  to 
charm  and  cajole  Congress,  but  not  the 
financial  community. 

IS  IT  "VOODOO 
ECONOMICS"? 


By  Heinz  H.  Biel 


Not  so  long  ago  it  seemed  most 
improbable  that  Congress  would 
pass  a  tax  bill  which  does  so  much 
for  people  in  the  middle  and  upper 
income  brackets  and  for  business 
in  general  but  so  very  little  for 
people  of  modest  means  and  mod- 
est incomes.  The  President  both 
charmed  and  cajoled  Congress  until 
he  succeeded  against  all  political 
odds  in  getting  the  budget  and  tax- 
cut  bills  passed  very  nearly  the  way 
he  had  proposed  them. 

However,  the  President's  persua- 
siveness and  political  savvy  had  lit- 
tle effect  on  the  financial  commu- 
nity, even  though  its  members  are 
the  major  beneficiaries  of  the  tax 
cuts  and  other  provisions  of  the  bill 
and  are  those  who  had  done  so 
much  last  year  to  get  Ronald  Rea- 
gan elected.  They  responded  to  the 
good  news  with  a  notable  lack  of 
enthusiasm. 

It  is  apparent  that  a  great  many 
people  continue  to  look  askance  at 
the  President's  program,  which 
Vice  President  Bush  had  called 
"voodoo  economics"  when  he  bat- 
tled Reagan~  for  the  presidential 
nomination  last  year.  I  share  this 
skepticism.  However,  as  this  is  the 
only  program  we  have,  we  better 
support  rather  than  fight  it.  Since 
the  key  to  success  is  the  lessening 
of  inflationary  expectations,  psy- 


Heinz  H  Biel  «  a  i  ice  president  of  the  NYSE 
firm  of  Jamie}'  Montgomery  Scott. 


chological  factors  may  be  as  impor- 
tant as  economic  factors,  if  not 
more  so.  And  it  may  work. 

The  bete  noire  of  the  investment 
scene,  as  everybody  has  learned  by 
now,  is  the  high  level  of  interest 
rates — both  short  term  and  long 
term.  It  will  be  awfully  hard  for  the 
stock  market  to  make  much 
progress  on  the  up  side  so  long  as  it 
has  to  compete  with  1 7%  yields  on 
good  bonds.  There  are  not  many 
stocks  investment-grade  which  of- 
fer a  total  return  as  high  as  that. 

Members  of  the  Administration 
ooze  confidence  that  interest  rates 
will  come  down  substantially  before 
long.  But  the  men  of  finance  cannot 
be  convinced  as  easily  as  the  mem- 
bers of  Congress.  It  is  not  realistic 
to  expect  significantly  lower  inter- 
est rates  in  the  face  of  the  huge 
borrowing  needs  of  the  Treasury 
and  the  corporate  financing  re- 
quired to  restore  the  deteriorated 
liquidity  of  many  corporations,  un- 
less the  Fed  is  willing  to  buy  a  major 
portion  of  the  Treasury  notes  which 
will  have  to  be  sold  in  the  months 
ahead.  But  Fed  Chairman  Paul  A. 
Volcker  is  not  the  man  willing  to 
accelerate  the  printing  press.  I  am 
sure  he'd  rather  quit  than  reignite 
inflation. 

Business  activity  has  been  slow- 
ing down  in  recent  months.  The 
index  of  leading  indicators  is  giving 
negative  signals,  and  some  econo- 
mists say  that  once  again  we  are  in 
a  recession.  While  this  may  be  put- 
ting it  too  strongly,  it  is  certainly 
true  that  right  now  the  economy  is 
not  expanding.  Under  such  condi- 
tions one  might  expect  an  easing  of 
money  rates  with  the  prime  rate 
coming  down  to  perhaps  14%  or  so. 
But  no  decline  of  such  magnitude  is 
likely  for  intermediate  to  long-term 
interest  rates — and  that  is  what 
counts  for  the  stock  market. 


I  have  been  reluctant  for  some 
time,  as  some  readers  may  have 
noted,  to  make  specific  buy  recom- 
mendations for  stocks.  I  am  still  not 
anxious  to  commit  reserves,  but  I 
am  on  the  lookout  for  stocks  which, 
for  one  reason  or  another,  suffer  a 
severe  sinking  spell.  I  s  Home,  for 
example,  is  a  stock  I  favor,  and 
when  recently  it  dropped  to  a  new 
low  for  the  year  I  bought  it,  even 
though  this  year's  earnings  will  not 
be  nearly  as  good  as  had  been  ex- 
pected just  a  short  time  ago. 

Similarly,  Combustion  Engineering 
became  strikingly  attractive  when 
its  price  fell  to  33%  last  month, 
down  38%  from  last  year's  hij;h. 
Except  for  the  unfathomable  vaga- 
ries of  the  stock  market  there  was 
no  reason  for  the  bottom  to  drop 
out  of  this  stock,  because  both 
first-  and  second-quarter  earnings 
were  even  better  than  had  been 
estimated,  up  25%  from  last  year. 
The  1981  results  now  look  like 
$4.25  a  share,  continuing  a  long 
string  of  steadily  rising  earnings. 
Combustion  Engineering  is  an  out- 
standing company,  producing  a 
wide  variety  of  engineered  products 
and  services  for  the  oil,  electric 
utility,  nuclear,  automotive  and 
construction  industries. 

Another  fine  company  which  has 
re-entered  buying  range  is  Genera/ 
Signal  which  I  first  mentioned  in 
this  column  as  long  ago  as  1958, 
when  it  was  still  called  General  Rail- 
way Signal.  Despite  the  cyclical  na- 
ture of  some  aspects  of  its  diversi- 
fied business,  per-share  earnings 
and  dividends  have  increased  in  ev- 
ery year  of  the  past  decade.  The 
current  year  will  be  no  exception, 
the  estimate  being  around  $4.50  a 
share,  up  from  $4.01  in  1980,  $3.52 
in  1979  and  $2.93  in  1978.  A  stock 
like  that  is  entitled  to  better  treat- 
ment than  being  priced  at  a  multiple 
of  less  than  10. 

I  don't  mean  to  say  that  these  and 
scores  of  similarly  attractive  stocks 
have  to  be  bought  right  away,  but  at 
this  time  it  is  more  important  to 
watch  individual  stocks  you  would 
want  to  own  rather  than  to  be  over- 
ly concerned  with  chart  action  or 
the  support  or  resistance  levels  of 
the  Dow  industrials.  When  a  stock 
drops,  for  no  good  reason,  to  a  point 
where  it  is  more  than  fairly  priced, 
buy  it  and  ignore  the  mumbo  jumbo 
of  the  stock  market  technicians.  ■ 
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[  "standby"  revocable  trust  often  can 
)elp  forestall  the  "sinister  situation. " 

COUNTERING  THE 
CAPTURE 


By  John  Train 


n  "A  sinister  situation"  (Forbes, 
Dr.  13)  I  described  how  a  wealthy 
Id  man  or  old  woman  can  be  "cap- 
ured"  by  one  or  two  younger  ones, 
iy  degrees,  the  younger  captors  de- 
ach  the  older  person  from  his  fam- 
ly  and  friends,  install  their  own 
reatures  to  run  the  household,  and 
ventually  take  over,  changing  the 
lder  person's  financial  arrange- 
lents  to  their  advantage. 

Typically,  a  geriatric  nurse  con- 
ucts  the  capture  of  an  old  man,  and 
wo  decorators  (or  their  equivalent) 
tie  capture  of  an  old  woman.  After 
he  takeover,  the  captors  exercise 
nrelenting  vigilance  in  preventing 
lie  family  from  obtaining  access  to 
he  older  victim,  often  moving  him 
3  another  location,  such  as  a  resort 
ommunity  in  the  South. 

Every  professional  concerned 
/ith  trust  practice  has  encountered 
tiese  episodes.  As  William  L.  Little 
f  National  Bank  of  Commerce, 
ine  Bluff,  Ark.,  writes,  "One  of  the 
sinister  situations'  you  describe  oc- 
ured  in  our  community,  and  I  fear 
le  practice  is  more  common  than 
fe  like  to  admit.  One  should  be 
lert  to  catch  the  first  moves  toward 
uch  a  capture.  The  family  must  be 
famed  at  once." 

In  my  column  I  invited  trust  and 


>bn  Train  is  president  of  Train,  Smith,  In- 
'stment  Counsel,  i\eif  York,  and  the  author 
The  Money  Masters  and  Dance  of  the 
loney  Bees. 


estate  practitioners  to  describe  any 
good  countermeasures  they  had  dis- 
covered. Essentially,  there  seem  to 
be  only  two  ways  to  cope:  The  older 
person  can  (and  should)  "package" 
himself  for  all  business  purposes,  by 
creating  a  revocable  trust  with 
"standby"  or  "takeover"  character- 
istics. Under  such  an  arrangement, 
when  the  trustees  (typically  one  or 
two  family  members  and  one  or  two 
professionals)  conclude,  possibly  on 
the  written  advice  of  the  settlor's 
doctor,  that  he  should  no  longer  run 
his  affairs,  they  step  in  and  take 
over  the  financial  machinery. 

For  obvious  reasons,  this  setup  is 
vastly  preferable  to  a  court-appoint- 
ed committee,  a  custodianship  or  an 
unlimited  "durable"  power  of  attor- 
ney given  to  an  individual — who 
may,  even  if  he  is  a  family  member, 
abuse  matters. 

As  to  the  second  "counter,"  a 
consensus  that  obviously  contains  a 
lot  of  human  wisdom  emerged  from 
the  letters  that  came  in:  To  a  con- 
siderable extent  it  is  the  children's 
own  fault  if  they  allow  themselves 
to  be  done  out  of  their  inheritance 
by  a  wily  schemer  who,  like  the 
cuckoo,  takes  over  and  throws  them 
out  of  the  nest. 

These  correspondents  point  out 
that  it's  natural  for  an  old  person 
who  feels  lonely — usually  because 
he  or  she  is  indeed  neglected  by  the 
children  and  other  relatives — to 
form  a  new  dependency.  On  the 
other  hand,  the  natural  instinct  of 
the  old  person  who  is  loved  by  chil- 
dren and  grandchildren  is  to  love 
them  in  return,  so  that  in  a  healthy 
family  relationship  the  "sinister  sit- 
uation" should  not  arise. 

A  letter  from  Will  Brady  of  Keese- 
ville,  N.Y.  states  the  point  strongly: 
"Had  the  relatives  really  been  con- 
cerned about  'Old  man  Spratt'  or 
'Mrs.  Buttcrfield,'  the  dowager,  they 


would  have  been  attentive  to  pre- 
vent the  unscrupulous  from  going 
for  the  financial  jugular  of  the  fam- 
ily estate.  If  the  relatives  don't  care 
enough  to  keep  in  touch,  then  an 
inheritance  going  to  hospitals  or 
other  strangers  isn't  really  deserved 
by  the  relatives  anyway." 

John  K.  Thurston  of  Paine  Webber 
Jackson  &  Curtis  in  Stuart,  Fla.  de- 
scribes his  experience:  "Working  in 
this  tropical  paradise  with  a  well-to- 
do  crowd,  I  have  occasion  to  talk  to 
or  hear  about  people  like  'Mr. 
Spratt'  and  'Mrs.  Butterfield'  on  a 
much  too  regular  basis.  In  most 
cases,  their  children  either  don't 
care  about  the  situation  or  feel  pow- 
erless to  fight  it. 

"As  you  point  out,  the  best  solu- 
tion for  this  problem  seems  to  be 
the  revocable  living  trust.  The  most 
important  point  to  remember  here, 
I  believe,  is  that  not  all  trustees  or 
successor  trustees  are  competent  to 
bear  that  title.  Selection  of  a  good 
trustee  is  perhaps  the  most  impor- 
tant point  when  establishing  a 
trust — even  more  important  than 
deciding  how  it  will  be  managed. 

"I  think  the  best  protection 
against  the  sort  of  problems  you 
mention  is  love.  When  the  bond  of 
love  is  there,  it's  difficult  for  the 
unscrupulous  to  get  a  toehold. 
Where  there  is  no  love  the  unscru- 
pulous move  in  by  providing  it  in 
their  own  insidious  ways." 

A  correspondent  from  Birming- 
ham, Mich,  points  out  that  fiducia- 
ries, too,  sometimes  take  advantage 
of  their  position:  "A  75-year-old 
widow  created  a  revocable  trust  in 
the  local  small-town  bank.  The  trust 
department  wined  and  dined  the 
widow  and  told  her  that  her  four 
daughters  were  unappreciative  of  all 
she  had  done  for  them.  Its  head  got 
the  widow  to  push  fo^him  to  be  on 
the  board  of  a  small,  closely  held 
company  the  widow's  husband  had 
been  president  of.  He  also  got  on  the 
board  of  a  local  charity,  established 
by  the  founder  of  the  company, 
which  owned  a  substantial  amount 
of  the  company's  stock. 

'The  banker  had  his  slate  elected 
to  the  board  of  directors;  they  in 
turn  hired  him  as  president  at 
$100,000,  plus  a  percentage  of  prof- 
its plus  stock  options." 

There's  a  lot  to  be  said  for  always 
coupling  at  least  one  family  trustee 
with  a  corporate  trustee.  ■ 
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AMETEK,  INC.  N-P 

PAOLI,  PA,  July  21,  1981 — AMETEK,  Inc.'  (NYSE,  PSE) 
today  reported  that  second  quarter  sales  and  earnings  were 
the  highest  for  any  quarter  in  the  industrial  manufacturer's 
fifty-year  history,  surpassing  sales  and  earnings  totals  in 
the  first  three  months  of  this  year  which  had  previously 
been  the  record  quarter  for  the  company. 

Sales  of  $116  5  million  produced  net  income  of  $7  5 
million  or  69  cents  per  share  in  the  three  months  ended 
June  30,  1981,  compared  to  the  $99.7  million  shipped 
during  the  second  quarter  last  year,  when  AMETEK  earned 
$6.9  million  or  55  cents  per  share. 

As  a  result  of  two  consecutive  record  quarters,  sales  for 
the  first  half  totalled  $226.9  million,  on  which  AMETEK 
earned  $14.1  million  or  $1.30  per  share.  In  the  first  six 
months  of  1980,  when  shipment  totalled  $204.6  million, 
the  company  earned  $115  million  or  $1.08  per  share. 

AMETEK's  earnings  have  increased  in  40  of  the  past  42 
consecutive  quarters,  compared  to  the  similar  period  of  the 
preceding  year,  according  to  company  president  Robert  L. 
Noland  Noland  said  that  new  orders  had  continued  to  run 
ahead  of  last  year's  figures  during  the  second  quarter  at 
most  of  AMETEK's  divisions,  with  strong  demand  for 
instrument,  electric  motors,  plastics  and  aluminum. 

AMETEK  has  continued  to  upgrade  its  manufacturing 
facilities  with  a  near-record  $20  million  capital  expansion 
budget,  and  Noland  said  that  during  the  second  quarter  it 
completed  a  new  plant  for  its  Thermox  Instrument  division 
in  Pittsburgh,  PA,  and  began  construction  of  a  new 
instrument  plant  in  Largo  (Clearwater),  Florida.  Both  new 
plants  incorporate  AMETEK's  Sunjammer®  solar  heating 
panels  to  reduce  energy  costs. 

3  Mos  Ended  6  Mos  Ended 

June  30  June  30 

1981  1980  1  981  1980 

Sales  $116,540,000  $99713.000  $228,873,000  $204,606,000 
Net  income  7,467,000  5.908.000  1  4,061,000  11.530.000 
Earnings  per 

share  .69  55  1.30  1  08 

Dividends  per  share       .25  .25  .50  50 

Average  common  shares 

outstanding    10,860,464     10.747.947      10,832,802  10.723.226 

In  the  last  tour  consecutive  quarters  AMETEK  has  earned  12  24  per  share 

(Contact:  Darrah  E.  Ribble,  AMETEK,  Inc.,  Station  Square 
Two,  Paoh,  PA  19301.  Phone:  (215)  647-2121.) 


ALLEGHENY  INTERNATIONAL,  INC.  N 

PITTSBURGH,  July  15— Allegheny  International  Inc.  today 
reported  record  quarterly  and  six-month  earnings  from 
continuing  operations. 

For  the  second  quarter,  Allegheny  reported  earnings  from 
continuing  operations  of  $25  million,  up  14  percent  from 
$22  million  in  1980.  Fully  diluted  earnings  per  share  in  the 
second  quarter  were  $2.33  compared  with  $2.04  in  the 
same  quarter  of  1980. 

Earnings  from  continuing  operations  for  the  first  six 
months  were  $45,8  million,  up  37  percent  from  the  year 
ago  level  of  $33  4  million.  Fully  diluted  earnings  per  share 
for  six  months  were  $4.23  compared  to  the  1980  results  of 
$286 

Second  quarter  sales  were  $435.6  million  compared  to 
$239  million  in  1980  while  sales  for  the  first  six  months  of 
1981  were  $922  9  million  vs.  sales  from  continuing  oper- 
ations of  $480  million  in  the  first  half  of  1980  Sales  of  the 
Wilkinson  Sword  group  are  consolidated  for  the  first  time  in 

mi. 

Continued  strong  performances  by  the  Metals  companies 
including  Titanium  Metals  Corp  of  America  and  special 
mets's  and  the  consumer  products  companies  of  Wilkinson 
Sword.  True  Temper  and  Schenuit  contributed  significantly 
*o  the  1981  half  year  results.  Record  earnings  in  the  second 
quarter  were  achieved  despite  the  impact  of  the  coal  strike 
on  At's  Minetool  business. 

Robert  J.  Buckley,  chairman  and  president,  said  Alleghe- 
■  srnings  for  the  third  quarter— traditionally  the 


slowest  quarter  in  the  year — should  compare  favorably 
with  those  of  the  third  quarter  in  1980,  although  he  pointed 
out  that  Al  has  felt  the  fall  oft  of  demand  in  airline  engine 
orders. 

(Contact:  F.F  Babb,  Vice  President  &  Treasurer,  Allegheny 
International,  Inc.,  Two  Oliver  Plaza,  Pittsburgh,  PA  15222. 
Phone:  (412)  562-5295.) 


BEEHIVE  INTERNATIONAL  0 

REPORTS  RECORD  LEVEL 
THIRD  QUARTER  SALES  AND  NET  INCOME 

SALT  LAKE  CITY.  UTAH— July  20,  1981— Beehive  Inter- 
national (NASDAQ-BHIV)  has  reported  record  level  net  sales 
and  net  income  for  the  fiscal  1981  third  quarter  ending 
June  30,  1981.  Combined  net  sales  and  other  income 
reached  $10,251,149,  compared  with  $9,304,487  reported 
for  the  fiscal  1980  third  quarter.  Net  income  for  the  quarter 
was  $1,141,212,  or  38c  per  share,  a  54%  increase  over 
$739,222  or  29c  per  share  for  the  same  period  last  year. 

Year-to-date  record  level  sales  and  net  income  were  also 
reported.  For  the  nine  months  ending  June  30,  1981,  net 
sales  and  other  income  increased  26%  to  $29,579,301,  a 
substantial  improvement  over  the  $23,418,965  reported  in 
fiscal  1980.  For  this  same  nine-month  period,  net  income 
advanced  to  $3,191,989,  or  $1.18  per  share,  up  128%  from 
the  $1,397,492  reported  in  the  previous  third  quarter. 

"During  the  quarter,  proceeds  from  the  April  stock 
offering  were  used  to  retire  outstanding  bank  debt,  a  move 
that  has  significantly  strengthened  our  financial  position," 
stated  Warren  Clifford,  Beehive  President  and  Chief  Execu- 
tive Officer.  Continuing,  "Management  is  pleased  to  report 
that  with  an  18%  increase  in  average  shares  outstanding, 
earnings  per  share  were  reduced  only  5%  from  the  previous 
quarter,"  Clifford  stated. 

Beehive  International,  based  in  Salt  Lake  City,  Utah,  is  a 
major  independent  supplier  of  smart  video  display  termi- 
nals to  OEM  and  Distributor  marketplaces.  To  help  support 
foreign  distribution  of  its  expanding  product  line,  a  manu- 
facturing plant  is  under  construction  in  Ireland.  Construc- 
tion is  progressing  on  schedule,  and  completion  is  expected 
in  the  early  part  of  fiscal  1982. 

Beehive  International  also  appointed  three  new  vice 
presidents  during  the  third  quarter.  Mr.  John  McPhail,  an 
employee  of  Beehive  for  six  years,  was  appointed  Vice 
President  of  Marketing  and  Sales.  Mr.  William  Lees,  Bee- 
hive's Controller  for  three  years,  was  elected  Vice  President 
and  Controller,  and  Mr.  Joseph  Carbone,  previously  Director 
of  Program  Management  for  two  years,  was  appointed  Vice 
President  of  Manufacturing. 

FINANCIAL  SUMMARY 

(Unaudited) 

Beehive  International  I  Beehive  International  Ltd. 
Combined 

Three  Months  Ended  Nine  Months  Ended 

6/30781        6:30/80  6/30/81  6/30/80 

Net  sales  and  other 

$10,251,149 


Income 
Income  from  operations 

before  taxes 
Income  taxes 
Net  income  from 

operations 
Extraordinary  item 
Net  income  $ 
Earnings  per  share 

Income  from 

operations 

From  extraordinary 

item 

Net  income 


1,917,430 
(776,218) 

1,141,212 


$9,304,487  $29,579,301  $23,418,965 

845.281  5,2  1  5,928  1.531.551 
(186,532)  (2,023,939)    (447  532) 


658.749     3,191,989  1.084.019 

80,473(a)    313.473la) 

1,141,212   $    739  222  $  3,191,989$  1.397.492 


$.38 


$26 


$1.18 


$43 


  .03    .12 

$.38  $29  $1.18  $55 

Weighted  average  number  of  shares 

outstanding         3,026,428  2,534,890(bl  2,7  1  5,978   2.534  890<b> 

(a)  Tax  loss  carryforward 

(b)  Adiusted  for  2-for-l  stock  split  in  February  1981 

(Contact:  Richard  Beck,  Senior  Vice  President-Finance  & 
Treasurer,  Beehive  International,  P.O  Box  25668.  Salt  Lake 
City,  UT  84125.  Phone:  (801)  355-6000 ) 


CENTENNIAL  PETROLEUM  INC. 

DENVER,  June  30,  1981— Centennial  Petrole 
(OTC:  CPET)  said  Tuesday  it  has  completed  four  oil 
wells  in  Oklahoma  and  Colorado  with  a  combined 
tion  flow  of  230  barrels  of  oil  and  2.4  million  cubi 
natural  gas  per  day. 

Centennial's  working  interest  in  these  wells 
between  10  and  47.5  percent. 

Centennial  also  said  that  it  has  run  production 
on  nine  out  of  10  wells  on  independent  prospects 
well  program  in  Oklahoma.  Centennial  holds  a  47.5 
working  interest  in  the  nine  wells.  Recently  Ce 
announced  discoveries  of  seven  commercial  oil 
wells  in  Texas,  Oklahoma,  Kansas  and  Nebraska 
initial  flow  of  420  barrels  of  oil  and  1  million  cubi 
natural  gas  per  day. 

Centennial  said  its  working  interest  in  thes 
ranges  between  16.66  percent  and  32  percent. 

In  addition,  Centennial  also  owns  overriding 
from  a  daily  production  of  700  barrels  of  oil  and  1.! 
cubic  feet  of  natural  gas  per  day  in  the  Williston 
Utah  and  Colorado.  Twelve  additional  wells  are  in 
stages  of  completion  and  testing.  Production  figure 
announced  soon.  Centennial  plans  to  drill  65  more 
its  460,000  net  acres  in  the  continental  Unitec 
before  the  end  of  the  year. 

(Contact:  Steven  D.  James,  President,  Centenni< 
leum  Inc.,  Suite  520,  Denver  Club  Bldg.,  518-1 
Denver,  CO  80202.  Phone:  (303)  825-1808.) 

CENTRAL  LOUISIANA  ENERGY  CORPORATION 
REPORTS  RECORD  SECOND  QUARTER 
AND  FIRST  HALF  RESULTS 

LAFAYETTE,  LA.,  July  27,  1981— Central  Louisiar 
gy  Corporation  reported  record  results  for  the 
quarter  and  first  six  months  of  fiscal  1981, 
Galloway,  Chairman  of  the  Board,  President  an 
Executive  Officer,  announced  today. 

For  the  three  months  ended  June  30,  1981,  to 
enues  were  $367,927,070,  an  increase  of  66.1% 
comparable  period  last  year.  Net  income  i 
$28,519,418,  an  increase  of  89.5%  over  the  $15. 
earned  in  the  second  quarter  last  year.  Per  share  e 
stated  on  the  basis  of  6.4%  more  shares  outstandi 
$1.32  compared  with  the  $.74  reported  in  the 
quarter  of  fiscal  1980. 

For  the  six  months  ended  June  30,  1981,  total  r 
were  $724,698,856,  an  increase  of  57.7%  over  the 
rable  period  last  year.  Net  income  rose  to  $57,400, 
increase  of  83.5%  over  the  $31,274,403  earned  in 
six  months  of  last  year.  Per  share  earnings  stated 
basis  of  8.6%  more  shares  outstanding  were  $2.f 
pared  with  the  $1.58  reported  in  the  first  six  mc 
fiscal  1980. 

On  July  1,  the  Board  of  Directors  approved  a  ( 
distribution  of  the  9,363,508  common  shares  of  th 
pany's  electric  utility  subsidiary.  Central  Louisiana 
Company,  Inc.  (CLECO).  The  distribution  to  Central 
ana  Energy's  shareholders  is  expected  to  be  tax-fret 
contemplated  for  the  fourth  quarter  of  1981. 

•Reviewing  the  Company's  overall  performance 
second  quarter  of  this  year,  Mr.  Galloway  noted.  ' 
pleased  that  each  of  our  operating  companies  com 
toward  the  substantial  profit  gain.  These  record  e 
were  achieved  as  a  result  of  the  continued  fine  ef 
our  dedicated  personnel  and  the  strength  of  the  eco 
our  market  area." 

Looking  ahead  to  the  remainder  of  the  year,  Mr.  G 
said.  "We  are  optimistic  that  1981  will  be  anothei 
year  for  the  Corporation,  with  year-end  results  expf 
show  substantial  increases  over  last  year.  As  3 
transporter  of  natural  gas  in  Louisiana,  we  should  c 
to  benefit  from  the  strong  demand  in  our  market, 
expanding  our  oil  and  gas  exploration  and  pro: 
activities,  both  geographically  and  in  terms  of 
commitments,  and  our  natural  gas  processing  plan 
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good,  viable  economic  ventures.  We  do  not 
the  recent  shutdown  of  our  oil  refinery,  which 

less  than  5%  to  net  income  in  1980,  will 
iffect  our  results  in  1981  Furthermore,  when 
nomics  warrant,  we  are  in  a  position  to  bring 
:k  on  stream." 

.ouisiana  Energy  Corporation  is  a  diversified 
pany  which,  through  its  six  operating  compa- 
tes  gas  pipelines,  engages  in  oil  and  gas 
and  production,  crude  oil  refining  and  gas 
and  provides  electric,  gas  and  water  service, 
ly's  shares  are  traded  on  the  New  York  Stock 
ider  the  symbol  "CEL." 

Second  Quarter  Ended  Six  Months  Ended 

30.  1981  June  30.  1980  June  30,  1981  June  30,  1980 
lues  from  Continuing  Opera- 

,744,243  $195,210,652  $618,454,040  $401,749,237 
1  Continuing  Opera- 

,210,625  $  14.161.487  $  46,658,235  $  27,213.955 
i  Discontinued  Opera- 

,308,793          888,923  1  0,742,56  5  4,060,448 

,519,418    $  15,050.410  $  57  400,800  $  31,274.403 


n  and  Common  Equivalent  Shares  Out- 


,569,062 

20.278,702 

21,541,194 

19,834.326 

d  Common  Equivalent  shares 

ontinuing 

$1.07 

$70 

$2.16 

$1.37 

iscontinued 

 .25 

 .04 

 .50 

 .21 

$1.32 

$74 

$2.66 

$1.58 

iscontinued  operations  represents  CLECO's  net  income  for  the 
mpany  has  announced  its  intention  to  distribute  the  common 
to  its  shareholders 

Carl  S.  Quinn,  Vice  President  and  Chief  Finan- 
or  H.  Richard  Boultinghouse,  Jr.,  Vice  President 
ite  Secretary  of  Central  Louisiana  Energy  Corpo- 
Box  90908,  Lafayette,  LA  70509.  Phone:  (318) 


ESOURCES  LTD  V 

couver  Stock  Exchange)  CAP:  20  MM  Shares 

,104,900,  $3MM/year  cash  flow  after  royalty, 
;,  State  &  WP  tax. 

U.S.  OIL  &  GAS  PROPERTIES 
VAL  COUNTY— 90%  Wl  in  2850  ac,  many  prime 
s  &  8  producing  wells,  appraised  by  Orbison 
ing  at  $20.5MM,  not  including  1070  ac  of  deep 
rmed  out  to  TIPCO  to  drill  a  17,000  ft  test, 
retains  4.5%  GOR  to  payout  converting  to 
after  payout. 

COUNTY— 24%  average  inteiest  in  600  ac  &  6 
ppraised  by  V.P.  Hammerle  &  Assoc  at 
M,  also  22V2%  in  2  wells  at  Muldoon. 
IN  COUNTY— 30%  Wl  in  2170  ac  &  2  Navarro 
Is  being  completed 

NTY— 5%  Wl  in  2200  ac  &  1  Austin  Chalk  well 
mpleted. 

3  COUNTY— 20%  Wl  &  2V2%  GOR  in  15,621  ac 
iut  to  K.P.  Exploration  to  drill  3  X  8000  ft  wells 
te  lower  Yegua  commencing  soon. 
REMONT  COUNTY— 100%  Wl  in  2076  ac.  Prime 
is  the  Tensleep  formation  at  11,700  ft  with  8 
:ential  zones  up  hole. 

-10%  Wl  in  50%  of  32,600  ac  in  the  Tusca- 
sin. 

:  14.28%  Wl  in  40,000  ac  of  oil  &  gas  leases. 
— Farrah  is  purchasing,  subject  to  regulatory 
4400  ac  of  oil  &  gas  leases,  selected  by  Infra 
ection,  a  unique  Technology  with  a  high  success 
illing  to  commence  soon  on  offset  to  5200  ft 
jpian  wells,  with  tests  up  200  bbls/day.  Com- 
icials  expect  good  reserves  &  6  months  payout. 
90  locations,  50  are  in  Noble  County  where  150 
reported  working. 


Other  material  facts:  FARRAH  acquired  48%  of  Overseas 
Securities.  (OVU)  listed  over  50  years  on  AMEX.  Dividends  to 
date  exceed  $10MM.  Its  portfolio  is  $1.7MM  no  debts. 
Deloitte  Haskins  and  Sells  audit  both  companies.  A  merger 
appears  imminent.  No  announcement  made  to  date. 

OFFICERS  &  DIRECTORS— Elected  April  15,  1981  R  E. 
Branch,  P.  Eng.,  Memphis;  Judge  Crisona,  Atty.  N  Y;  J.J. 
Humphries,  P.  Eng.,  Boston;  B.D.  Protter,  Financier,  Toronto; 
F.F.  Reimer,  Exec,  Winnipeg;  G.E.  Spalding,  CPA,  Lexington, 
KY;  R.K.  Sutz,  P.  Eng.,  Scottsdale;  S.E.  Cropper,  Exec, 
Vancouver;  S.W.  Jespersen,  Exec,  R.L  &  O.V.  Burkinshaw, 
Oil  Men,  &  D.B.  Warren,  Secty.,  all  of  Calgary. 

Some  analysts  consider  FARRAH  with  its  management  & 
potential  a  "Real  Sleeper". 

For  detailed  information: 

(Contact:  R.L.  Burkinshaw  or  D.B.  Warren  at  Suite  610. 
355  4th  Ave.,  S.W.,  Calgary,  Alberta,  Canada  T2P  0J1.  Phone 
(403)  269-8206.) 


PIONEER  HI-BRED  INTERNATIONAL,  INC.  0 

DES  MOINES,  IA,  July  7,  1981— Better-than-anticipated 
sales  of  seed  corn  helped  produce  higher  earnings  for 
Pioneer  Hi-Bred  International,  Inc.  for  the  first  nine  months 
of  fiscal  1981,  ended  May  31.  Per  share  earnings  for  the 
period  reached  $3.91  compared  to  $3.60  a  year  earlier. 

Earnings  for  the  third  quarter  were  $2.16  per  share, 
down  from  last  year's  $2.45.  However,  heavier  sales  in  this 
year's  second  quarter  more  than  offset  the  difference  in  the 
third  quarter. 

President  and  Chief  Executive  Officer  Thomas  N.  Urban 
said  that  fiscal  1981  has  been  a  unique  year  for  Pioneer 
operations,  a  year  especially  difficult  to  predict.  "With  our 
supplies  of  seed  corn  limited  by  last  year's  sharply  reduced 
seed  crop,  we  gave  high  priority  to  distributing  seed  among 
customers  as  equitably  as  possible,"  Urban  said.  Wet 
weather  which  delayed  some  farmers  plantings  put  an 
additional  strain  on  the  distribution  system,  he  noted.  Final 
seed  corn  sales  are  not  yet  tallied  because  of  sales  made  in 
June.  The  company  normally  expects  a  return  of  12  to  15  per 
cent  of  the  seed  placed  with  its  salesmen,  but  returns  this 
year  will  likely  be  less  than  10  per  cent. 

The  Company  planted  a  record  number  of  seed  corn 
acres  this  spring  to  help  fill  next  year's  demand  and  rebuild 
carryover  supplies.  So  far,  seed  fields  appear  in  excellent 
condition  although  delayed  plantings  in  southern  Indiana 
could  hamper  yields  there  somewhat. 

Urban  said  the  Company's  other  agricultural  products, 
with  the  exception  of  cotton  seed,  showed  improvement 
over  the  first  nine  months  of  the  previous  year.  Norand 
Corporation,  the  data  systems  subsidiary,  reported  in- 
creased sales  and  reduced  losses  for  the  period. 

Pioneer  typically  operates  at  a  loss  during  its  first  and 
fourth  fiscal  quarters.  Urban  said  the  Company  expects  a 
more  normal  loss  in  the  current  year's  final  quarter.  In 
fiscal  1980,  unusual  conditions  resulted  in  an  unusually 
low  loss  of  1  cent  per  share. 

PIONEER  HI-BRED  INTERNATIONAL,  INC. 

(Unaudited,  In  Thousands.  Except  for  Per  Share  Amounts) 

Quar  Ended  9  Mos  Ended 

May  31       May  31     May  31       May  31 
1981         1980        1  981  1980 
$239,503     $223,676  $448,186  $382,584 
$69,221 
$34,713 
$34,508 
$2.16 


Net  Sales  Revenue 
Income  Before  Taxes 
Provision  For  Taxes 
Net  Income 

Income  Per  Common  Share 
Average  Shares 
Outstanding 


$78,314  $124,487 


$39,250 
$39,064 
$2.45 


$62,097 
$62,390 
$3.91 


$113,468 
$56,109 
$57,359 
$3  60 


15,957 


15,941 


15,955 


15.941 


(Contact:  Jim  Ansorge,  Assistant  Director/Corporate  In- 
formation, Pioneer  Hi-Bred  International,  Inc.,  1206  Mulber- 
ry St.,  Des  Moines,  IA  50308.  Phone:  (515)  245-3578.) 

PRAIRIE  PRODUCING  COMPANY  ™ 

HOUSTON,  June  1 — Prairie  Producing  Company  of  Hous- 
ton announced  that  it  has  successfully  completed  a  signifi- 
cant exploratory  extension  to  its  S.W.  Rugeley  Field  in 


Matagorda  County,  Texas.  The  Prairie  #B-1  Watson  Trust 
was  drilled  to  a  depth  of  13,800  feet  and  completed  as  a 
rich  gas-condensate  well  in  a  Lower  Frio  sand  at  13,100 
feet.  The  well  tested  at  a  rate  of  6.4  million  cubic  feet  of 
gas  per  day  plus  481  barrels  of  condensate  per  day  on  an 
adjustable  choke  with  a  flowing  tubing  pressure  of  5750 
psig.  The  new  well  lies  approximately  1V4  miles  north  of 
nearest  production  in  the  S.W.  Rugeley  field  operated  by 
Prairie.  Prairie  owns  a  54%  interest  in  the  B-l  Watson 
Trust  well  and  46-67%  interest  in  a  surrounding  block  of 
some  1,800  acres.  Additional  development  is  being 
planned. 

In  the  South  Hollywood  area  of  Wharton  County,  Texas, 
John  Voight  successfully  completed  a  gas  discovery  in  late 
1980  on  a  farmout  from  Prairie  Producing  Company.  The 
initial  well,  the  Voight  #1  Vineyard,  tested  at  a  rate  of  1.5 
million  cubic  feet  of  gas  per  day  plus  20  barrels  of 
condensate  per  day  on  an  11/64"  choke  from  a  Frio  sand  at 
7,920  feet. 

Prairie  has  since  joined  with  the  operator  in  drilling  the 
Voight  #2  Vineyard  which  has  been  completed  in  a  Frio 
sand  at  7,475  feet  and  tested  at  a  rate  of  2.5  million  cubic 
feet  of  gas  per  day  plus  83  barrels  of  condensate  per  day 
and  the  #1  Runnells  which  was  completed  in  a  Frio  sand 
at  7,420  feet  with  a  potential  test  of  231  barrels  of  oil  per 
day  plus  171  cubic  feet  of  gas  per  day  on  a  10/64"  choke. 
Prairie  owns  a  20%  interest  in  the  wells  and  a  surrounding 
lease  block  of  2,300  acres.  Additional  drilling  is  planned. 

Prairie  Producing  Company  is  an  oil  and  gas  exploration, 
development  and  production  company  headquartered  in 
Houston,  Texas.  The  Company  went  public  in  April  1981 
and  is  traded  in  the  Over-the-Counter  market  under  the 
symbol  PPCO. 

(Contact:  L.  Bruce  Forney  of  Prairie  at  2200  Houston 
Natural  Gas  Bldg.,  Houston,  Texas  77002,  or  phone  (713) 
658-8413.) 


RATLIFF  DRILLING  &  EXPLORATION  CO.  0 

DUNCAN,  Okla.,  July  23,  1981— Ratliff  Drilling  &  Explo- 
ration Co.  (OTC/RTLF)  today  announced  that  revenues  and 
net  income  for  the  fiscal  third  quarter  ended  June  30,  1981, 
were  the  highest  for  any  quarter  in  the  company's  history. 

Third-quarter  revenues  increased  by  73%  to  $10.2  mil- 
lion from  $5.9  million  last  year.  Net  income  was  up  244% 
to  $1.86  million,  or  63  cents  per  share,  from  $541,000,  or 
21  cents  per  share.  Working  capital  provided  by  operations 
(cash  flow)  rose  to  $3.6  million  from  $1.5  million. 

Nine-month  revenues  increased  by  59%  to  $26.5  million 
from  $16.7  million.  Net  income  was  up  309%  to  $4.83 
million,  or  $1.69  per  share,  from  $1.18  million,  or  46  cents 
per  share.  Cash  flow  was  $9.6  million  vs.  $4  million. 

The  initial  public  stock  offering  in  December  increased 
weighted  average  shares  outstanding  in  both  periods. 

Barton  W.  Ratliff,  president,  attributed  the  gains  primar- 
ily to  the  addition  of  three  drilling  rigs  during  the  current 
year,  bringing  the  total  to  16,  and  more  favorable  prices 
received  for  contract  drilling  services. 

Ratliff  conducts  contract  drilling  operations  in  the  Mid- 
Continent  and  Upper  Rocky  Mountain  regions  and  explores 
for  oil  and  gas  in  the  Mid-Continent  region. 


Three  months  ended  June  30: 
Revenues 
Net  income 
Per  share 
Average  shares 
Nine  months  ended  June  30 
Revenues 
Net  income 
Per  share 
Average  shares 


1981 
$10,192,583 
1 ,863,289 
.63 

2,960.201 

26,481,513 
4,825,949 

1.69 
2,856.034 


1980 

$5,869,669 
540,584 

.21 

2.578,951 

16,679.615 
1.182,728 
46 

2.578.951 


(Contact:  Barton  W  Ratliff,  president,  Ratliff  Drilling  & 
Exploration,  Box  988,  Duncan,  OK.  Phone  405/255-2916.) 
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TELEFLEX  INCORPORATED  A 
REPORTS  RECORD  SALES  AND  EARNINGS 

LIMERICK,  PA — Teleflex  Incorporated  today  reported  a  sig- 
nificant increase  in  revenues  and  net  income  for  its 
operating  companies  for  the  second  quarter.  Revenues 
increased  41%  and  net  income  increased  59%  for  the 
second  quarter,  compared  to  last  year. 

For  the  three  month  period  ended  June  28,  1981,  rev- 
enues were  $27,131,000  compared  to  $19,200,000  for  the 
same  three  months  in  1980.  Net  income  for  the  quarter 
increased  to  $2,022,000  or  $.65  per  share  from  $1,271,000 
or  $.42  per  share  last  year. 

Revenues  for  the  six  months  ended  June  28,  1981  were 
$52,038,000  compared  to  $37,643,000  in  1980  Net  income 
amounted  to  $3,603,000  or  $1.16  per  share  compared  to 
$2,298,000  or  $.76  per  share  in  the  prior  year. 

COMPARATIVE  SUMMARY  OF  REVENUES  AND  EARNINGS 

(Unaudited) 

Three  Months  Ended  Six  Months  Ended 

June  28.  1981)une  29.  1980  June  28.  1981  June  29.  1980 

Revenues  $27,131,000  $19,200,000  $52,038,000  $37,643,000 
Income  before 

taxes          $  3,744,000  $  2,353,000  $  6,671,000    $  4.255,000 

Net  income     $  2,022,000   $1,271,000  $  3,603,000    $  2.298,000 

Earnings  per  share       $.65          $.42  $1.16  $.76 

"These  results  are  somewhat  better  than  we  had 
anticipated  earlier  in  the  year,"  said  President  Lennox  K. 
Black.  "The  substantial  improvement  in  sales  and  earn- 
ings resulted  from  superior  performance  in  our  SermeTel 
coatings  and  commercial  markets.  We  are  confident  that 
overall  company  performance  will  remain  strong  over  the 
balance  of  the  year " 

Teleflex  is  a  multi-market,  multi-national  company 
which  designs,  manufactures,  and  markets  worldwide 
mechanical  and  electromechanical  control  systems,  hy- 
draulic steering  systems,  measurement  systems,  electri- 
cal/electronic interconnect  systems,  high-temperature  wire 
and  cable,  electrical  instrumentation  systems,  fluoroplastic 
products,  and  "SermeTel"  corrosion-resistant  coatings  and 
processes  for  use  in  aerospace,  automotive,  electronic, 
industrial,  marine,  medical,  and  nuclear  power  markets. 

(Contact:  Seaborn  C.  Langley,  Director  of  Corporate 
Communications,  Teleflex  Incorporated,  155  South  Limerick 
Road,  Limerick,  PA  19468.  Phone:  (215)  948-5100.) 


UNITED  ENERGY  RESOURCES,  INC.  N 

HOUSTON,  TX,  July  23  (PRN)— United  Energy  Resources, 
Inc.,  today  reported  unaudited  consolidated  net  income  for 
the  second  quarter  of  1981  of  $53.9  million,  or  $1.94  per 
share,  on  operating  revenues  of  $1.3  billion,  as  compared 
with  net  income  of  $37.1  million,  or  $1.44  per  share,  on 
revenues  of  $929.4  million  for  the  second  quarter  of  1980. 

United  Energy  Resources  is  the  parent  company  of  United 
Gas  Pipe  Line  Company  (Interstate  Gas  Transmission), 
United  Texas  Transmission  Company  (Intrastate  Gas  Trans- 
mission), Cotton  Petroleum  Corporation  (oil  and  gas  explo- 
ration, development  and  production),  United  Energy  Ser- 
vices Company  (contract  drilling  and  well  servicing)  and 
Petrounited,  Inc.  (bulk  liquids  terrninaling  and  marketing). 

J.  Hugh  Roff,  Jr.,  chairman,  president  and  chief  executive 
officer  of  United,  said  the  improved  operating  performances 
in  the  second  quarter  primarily  reflect  higher  volumes  and 
prices  of  natural  gas  sales  on  both  the  interstate  and 
intrastate  transmission  systems  and  increased  utilization 
and  rates  for  contract  drilling. 

Consolidated  net  income  for  the  first  six  months  of  1981 
W3s  $109.3  million,  or  $3  93  per  share,  on  operating 
revenues  of  $2.5  billion,  as  compared  with  net  income  of 
$78.8  million,  or  $3.05  per  share,  on  operating  revenues  of 
$2.0  billion  for  the  same  period  in  1980. 

United's  consolidated  net  income  for  the  12  months 
ended  June  30.  1981  was  $196.0  million,  or  $7.28  per 
share,  on  operating  revenues  of  $4.7  billion,  as  compared 
with  net  income  of  $140.9  million,  or  $5.51  per  share,  on 
operating  revenues  of  $3.8  billion  for  the  12  months  ended 
June  30,  1980. 

(Contact:  C.  Ray  Holland,  Public  Relations  Director,  or 
Gary  N.  Willis.  United  Energy  Resources.  Inc.,  P.O  Box  1478, 
Houston.  TX  77001.  Phone:  (713)  237-5303.) 


UNITED  TELECOMMUNICATIONS,  INC.  N 

KANSAS  CITY,  Mo.,  July  9,  1981 — United  Telecommuni- 
cations, Inc.  earnings  per  share  from  continuing  operations 
for  the  first  half  of  1981  were  $1.37,  up  16  percent  from 
$1.18  in  1980;  Chairman  Paul  H  Henson  announced  today 
Reflecting  a  first  quarter  capital  gain  on  the  sale  of  Calma 
Company,  earnings  per  share  for  the  period  were  $2.15, 
compared  to  $1.19  in  1980. 

In  the  second  quarter,  United  Telecom's  earnings  per 
share  from  continuing  operations  were  70  cents,  compared 
to  60  cents  in  1980.  For  the  12  months  ended  June  30, 
1981,  earnings  per  share  from  continuing  operations  were 
$2.60,  compared  to  $2.42  for  the  12  months  ended  June  30, 
1980.  Earnings  per  share  were  70  cents  for  the  quarter  and 
$3.40  for  the  12  months  ended  June  30,  compared  to  61 
cents  and  $2.45  for  the  similar  periods  in  1980.  prior  year 
results  have  been  restated  in  accordance  with  new  ac- 
counting rules  to  reflect  accrued  vacation  liability. 

United  Telecommunications,  Inc. 

(Consolidated) 

(Thousands  of  Dollars) 
Six  months  ended  June  30 

1981  1980a 

Revenues  and  Sales: 

United  Telephone  System                       $  782,912  $  680,794 

United  Communications  Systems                   234,027  202.218 

United  Information  Systems                        62,899  56,109 

Total  Revenues  and  Sales                      $1,079,838  $  939,121 

Income  from  Continuing  Operations              $   101,491  $  83.523 

Discontinued  Operations                               55,929  610 

Net  Income                                      $   157,420  $  84,133 

Preferred  Stock  Dividends                      $      2,801  $  3,112 

Earnings  Applicable  to  Common  Stock  $  154,619  $  81,021 
Earnings  per  Common  Share  from  Continuing  Operations: 

Assuming  no  dilution                           $        1.37  $  118 

Assuming  full  dilution  $  1.31  $  113 
Earnings  per  Common  Share: 

Assuming  no  dilution                           $        2.15  $  119 

Assuming  full  dilution                          $        2.05  $      1  14 

Average  Number  of  Common  Shares                   71,792  68.591 

a — Restated  to  reflect  accrued  vacation  liability 
(Contact:  Don  Forsythe,  United  Telecommunications,  Inc., 

P.O.  Box  11315  Plaza  Station,  Kansas  City,  MO  64112. 

Phone:  (913)  676-3343.) 
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Vhat  is  important  in  appraising  the 
uality  of  mergers  and  acquisitions  is 
at  bigness  but  <(betterness. " 

DIAL  M 
FOR  MERGER 


By  Ann  C.  Brown 


le  hottest  game  in  town,  thanks 
a  decidedly  anti-antitrust  ad- 
inistration,  is  called  "corporate 
^ltnirig."  Here's  how  it's  played: 
ly  stock  in  an  undervalued  asset 
impany  with  old  roots  (preferably 
anaged  by  deadwood)  and  wait  to 
struck  rich  by  a  big  takeover 
fer.  If  you're  very  lucky,  the  first 
nder  will  turn  out  to  be  tinder 
id  attract  far  bigger  bolts  from 
it  of  the  blue. 

Time  was  when  investors  used  to 
k,  "What  are  the  projected  earn- 
gs  for  X  company?"  Now  the 
lestion  is:  "What  is  the  likelihood 
X  company's  being  acquired?" 
lere  are  those  who  say  this  latest 
ania  is  not  good  for  the  country — 
at  it  is  counterproductive  canni- 
lization  and  a  misallocation  of 
rrently  scarce  funds  that  could  be 
tter  utilized  in  new  ventures, 
aybe.  Maybe  not. 
One  reason  mergers  and  acquisi- 
ms  may  not  be  all  that  bad  is  that 
e  takeover  prices  more  accurately 
fleet  the  true  value  of  many  com- 
nies.  For  nearly  half  a  generation, 
counting  procedures  put  in  place 
times  of  minimal  inflation  failed 
recognize  the  changes  in  the  real 
3rld.  Lately  there  have  been  at- 
mpts  to  revise  these  practices,  but 
any  companies  have  hesitated  to 


n  C.  Brown  is  executive  vice  president  of 
New  York  investment  firm  of  Melhado, 
nn  &  Associates. 


make  the  adjustments.  Fortunately, 
the  new  tax  bill  offers  business  sig- 
nificant relief  in  areas  like  depreci- 
ation, so  in  the  future  the  problem 
of  undervalued  assets  may  not  be  as 
pronounced. 

Another  reason  mergers  are  fre- 
quently desirable  is  that  a  strong, 
well-managed  company  has  what 
it  takes  to  revitalize  a  weaker  one. 
A  company  may  have  access  to 
development  capital  unavailable  to 
other  companies — particularly  in 
periods  of  high  interest  rates.  Or 
sometimes  a  company  will  have  a 
crack  management  team  that  can 
interject  new  ideas  and  apply  new 
concepts  to  another  company  that 
may  be  run  today  just  like  great- 
grandpa  ran  it. 

What  is  important  in  appraising 
mergers  and  acquisitions  is  not  big- 
ness but  "betterness" — better  pro- 
ductivity, better  competitive  posi- 
tion, better  research  and  develop- 
ment, better  combined  bottom  line. 
What  the  latest  spate  of  corporate 
marriages  is  telling  us  is  that  there 
are  many  attractive  companies  on 
the  U.S.  stock  exchanges  for  sale — 
cheap.  And  while  I  never  believe  in 
buying  any  stock  solely  for  its  take- 
over potential,  I  do  believe  in  buying 
stock  in  companies  I  would  like  to 
own  if  I  were  another  company. 

One  of  those  stocks  would  most 
certainly  be  Western  Co.  of  North 
America  (3 1 ),  which  has  the  enviable 
record  of  a  stock  split  in  each  of  the 
last  four  years,  reflecting  its  (esti- 
mated) fivefold  increase  in  earnings. 
Western  is  the  fastest-growing  com- 
pany in  the  oil  and  gas  pumping 
service  market.  This  market,  in 
turn,  is  one  of  the  fastest-growing 
segments  of  the  entire  energy-ser- 
vice industry  because  of  the  trend 
toward  recovery  of  tight  gas,  greater 
well  depth  and  the  workover  of  ex- 
isting wells. 
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fornia  (42);  Santa  be  International 
(27);  andFreepdrt-McMoran  (36).  Also 
worth  a  good  look  is  Williams  Co. 
(30),  which  appears  sold  out  at  the 
present  price.  This  year  the  fertiliz- 
er company's  earnings  will  be  a  dis- 
appointment, but  in  1982  earnings 
could  be  right  back  on  track.  ■ 


Pumping  demand  is  expected  to 
accelerate  over  the  next  five  years 
and  it  would  appear  that  planned 
capacity  additions  will  not  be  able 
to  keep  up  with  demand.  For  the 
second  quarter  (during  the  glut, 
mind  you),  Western  reported  earn- 
ings of  58  cents  per  share,  up  from 
26  cents  for  the  same  period  a  year 
earlier.  For  the  year,  $2.25  per  share 
looks  possible,  vs.  $1.24  a  year  earli- 
er. With  earnings  per  share  estimat- 
ed to  grow  around  40%  per  year 
through  1985,  the  stock  may  well 
have  seen  its  low  for  this  year.  The 
chances  of  a  takeover  here  seem 
unlikely  since  the  chairman  and  his 
family  own  31%  of  the  company 
(but  that's  more  than  enough  to 
keep  them  interested  in  the  com- 
pany's continued  growth). 

Purolator,  Inc.  (68)  is  a  company  I 
have  been  on  the  verge  of  recom- 
mending for  many  months  now — 
and  should  have  when  the  stock 
was  half  its  current  price.  I  delayed 
to  try  to  figure  out  Tiger  Interna- 
tional's intentions  toward  Purola- 
tor, which  is  a  major  factor  in  couri- 
er service  and  armored  cars,  and 
which  also  manufactures  several 
automotive-related  products. 

With  the  deregulation  of  the 
trucking  industry,  Purolator's  vans 
(85%  of  its  courier  business)  now 
can  travel  400  miles  instead  of  the 
previous  legal  limit  of  35.  Since  vans 
are  cheaper  than  planes  and  since 
the  U.S.  mails  continue  their 
unblemished  record  of  unreliability, 
Purolator  seems  to  be  in  the  right 
place  at  the  right  time.  For  the  year 
to  date,  the  company  has  reported 
earnings  of  $2.90  per  share,  up  from 
82  cents  for  the  first  six  months  of 
last  year.  For  all  of  1981,  the  esti- 
mates range  from  $5.65  to  $6.15  per 
share  with  $6.50  to  $7.50  possible 
for  1982.  And  finally,  there's  still 
Tiger  International,  which  owns 
12.5%  of  Purolator. 

Among  some  previous  recom- 
mendations that  have  taken  on  add- 
ed luster  as  a  result  of  the  Conoco 
bidding  frenzy  are  Amerada  Hess 
(34);  Beard  Oil  (15);  Union  OilofCali- 
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The  growth-stock  gurus  who  decimated  c 
generation  of.  investors  are  hack  agair 
demanding  center  stage. 

FAST  TRACK 
TO  DISASTER 


By  David  Dreman 


No,  you  don't  have  to  go  back  to  the 
Sixties  or  the  early  Seventies  to  see 
examples  of  investor  madness.  Just 
look  at  the  prices  of  the  current 
wave  of  new  issues  and  high-tech 
stocks.  Sure,  multiples  at  50  or  60 
times  earnings  were  also  sported 
back  then,  but  because  markets 
were  also  substantially  higher,  the 
P/Es  of  today's  go-go  stocks,  on  a 
relative  basis,  are  about  double 
those  in  the  Sixties.  The  rationales 
for  the  high  P/Es  are  every  bit  as 
bizarre  now  as  they  were  then. 

Item:  In  July  1979  speculators  put 
a  market  value  of  $50  million  on  the 
shares  of  a  recent  issue — Western 
Oil  Shale.  The  company  had  lost 
money  in  the  two  years  of  its  exis- 
tence, and  in  fact  had  no  revenues  at 
all — its  only  resources  were  its  three 
employees.  Why?  The  hope  of  re- 
ceiving large  federal  grants  to  fi- 
nance oil  shale  development. 

Never  mind  that  the  government 
had  put  no  money  into  such  compa- 
nies at  that  time,  nor  that  there 
were  hundreds  of  potential  competi- 
tors. According  to  the  company's 
own  prospectus,  "No  commercial 
method  for  extracting  petroleum 
from  oil  shale  has  been  developed  to 
date  ...  or  may  be  developed"  and 
"many  companies  are  more  finan- 

David  Dreman  is  managing  director  of  Dre- 
man, Gray  &  King,  Investment  Counsel, 
New  York,  and  author  of  Contrarian  Invest- 
ment Strategy. 


cially  able  to  finance  research  pr< 
ects  and  the  development  of  sui 
projects."  But  these  were  only  facl 
speculators  believed  Western  ( 
Shale  would  coin  gold.  The  feder 
gravy  train  did  not  arrive  and  tl 
stock  subsequently  nosedived. 

Item:  Genentech,  as  a  Forbes  l 
tide  (Nor.  10,  19X0)  noted,  we 
public  at  120  times  sales.  If  earnin 
grow  at  50%  annually  for  the  ne 
ten  years,  or  6,000%,  an  unlike 
possibility,  the  stock  at  its  origin 
price  would  still  carry  the  not  ir 
modest  P/E  of  80  in  1991.  Sui 
its  technologies — gene-splitting  ai 
modified  life  forms — are  exotic,  b 
they  are  in  the  early  stages  of  devt 
opment.  Like  Western  Oil  Sha! 
there  are  also  hundreds  of  compe 
tors — scientists  in  well-endow< 
universities  across  the  country  a 
working  on  very  similar  project 
Could  the  endings  be  the  same? 

An  interview  in  a  national  pub 
cation  with  one  of  the  emergii 
growth-stock  gurus  provided  the  fc 
lowing  justification  for  high  P/E 
Some  of  the  new-technology  cor 
panies  were  able  to  sell  addition 
stock  to  the  public  at  very  hij 
prices,  investing  the  proceeds 
money  market  funds  at  16% 
17%.  The  substantial  interest  l 
come  received  resulted  in  mu« 
larger  profits  for  the  compank 
which  in  turn  would  make  enthu; 
astic  investors  pay  even  higher  mi 
tiples  for  the  stocks. 

In  other  words,  say  you  h; 
$1,000  and  could  earn  $170  a  ye 
directly  in  a  risk-free  money  mark 
fund.  But  you  buy  a  risky  technol 
gy  company  sporting  a  multiple  c 
say,  60.  This  way  (if  we  assume  f 
illustration  that  all  income  com 
from  the  money  market  fund),  yo 
$1,000  gets  $17  of  earnings,  or  on 
tenth  as  much — and  with  almost  i 
dividends.  Is  this  a  good  reason  f 
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ing  an  absolutely  riskless  in- 
ment  for  a  highly  risky  one?  If 
don't  think  so,  we're  both  miss- 
something  that  makes  perfect 
e  to  the  guru.  But  then  again, 
lar  situations  made  sense  to 
in  1962  and  1968. 
nfortunately,  as  my  work  in 
rarian  Investment  Strategy  indi- 
s,  the  massacres  of  manias  past 
quickly  forgotten.  Many  of  the 
e  new  issue/emerging  growth 
irds  who  decimated  a  genera- 
of  investors  in  the  Sixties  (and 

prudently  kept  the  lowest  of 
les  for  years)  are  again  demand- 
:enter  stage  with  boasts  of  gains 
0%  to  30%  or  more  annually 
ntly.  If  one  were  unkind  enough 
ote  that  some  had  lost  80%  to 

of  their  clients'  money  in  the 
1-74  period,  then  even  30%  an- 

growth  from  1975  on  would 

leave  their  clients'  portfolios 
under  water  at  the  end  of  1980. 
:>,  I  will  stay  with  the  low  P/Es. 
,  the  speculative  issues  may 
by  us  for  a  while.  But  a  year  or 
from  now,  we  should  be  ahead, 
as  low-P/E  players  in  1973-74 
veil  ahead  of  the  top  crowd  of 
period. 

r  those  interested  in  building 
:al  rather  than  the  excitement 
ast  ride,  what  about  the  apparel 
cs?  Here  is  an  industry  general- 
unned  by  The  Street  that  has  a 
ber  of  first-rate  companies  trad- 
tt  low  P/Es,  some  below  book 
t,  and  with  good  yields. 
v*o  interesting  situations: 
te  Bell  (28),  one  of  the  largest 
ufacturers  of  work  and  play 
les.  Income  has  grown  at  better 
20%  over  the  past  decade, 
tngs,  although  hurt  by  Europe- 
perations  in  the  current  year, 
Id  rebound  in  1982.  The  stock 
:s  at  7  times  depressed  1981 
ngs  and  yields  6.2%. 
llips-Van  Heusen  (15),  trading  at 
:  than  a  55%  discount  from  tan- 
book  value.  This  large  manu- 
rer  of  men's  and  boys'  wear 
Id  report  record  earnings  in 
.  The  stock  is  priced  at  a  P/E  of 
1  yields  4%. 

),  it's  not  high-tech,  but  since 
)rate  executives  are  also  look- 
at  company  fundamentals, 
ibers  of  this  group  have  come 
r  increasing  scrutiny  as  take- 
candidates.  Perhaps  some  may 
fast  moves  anyway.  ■ 


Money  Market  yields 
with  just  $1,000 


Our  money  market  fund  offers: 

□  Prompt  liquidity  by  telephone 

□  Free  checkwriting  over  $500 

□  No  early  withdrawal  interest 
penalty 

□  Free  exchange  with  other 
Price  stock  and  bond  funds 

□  No  sales  charge 

Call  toll  free  1-800-638-5660. 
In  Maryland  1-800-492-1976. 
In  Baltimore  547-2308. 

For  more  complete  information  including 
management  fee  and  other  charges  and 
expenses,  obtain  a  prospectus.  Read  it 
carefully  before  you  invest  or  send  money. 

T.  Rowe  Price  Prime  Reserve  Fund,  Inc. 

A  No-Load  Fund,  T.  Rowe  Price  Marketing,  Inc.  Dept.  A6.  1 00  E.  Pratt  St..  Baltimore.  MD  2 1 202 

Name  

Address  

City  State  Zip  


HOW  CONSERVATIVE 
SHOULD  YOUR  MONEY  MARKET 
PORTFOLIO  BE?  = 

VANGUARD  GIVES  YOU  A  CHOICE.  "~ 


Now  Vanguard  offers  you  a  choice  of  ail-American 
money  market  portfolios. 

Their  new  Federal  Portfolio  consists  100%  of  securities 
guaranteed  or  backed  by  the  U.S.  Government  and 
its  agencies.  So,  although  the  Portfolio's  shares  themselves 
are  not  guaranteed  or  backed  by  the  U.S.  Government, 
all  its  investments  are. 

And  Vanguard's  popular  Prime 
Portfolio  invests  primarily  in  high- 
quality  money  market  securities  of 
major  U.S.  banks  and  corporations. 

Which  Portfolio  is  right  for  you? 
Send  for  your  free  Information  Kit, 
and  then  decide.  You'll  find  full 
details  of  Vanguard  Money  Market 
Trust,  including  free  checkwriting,  no 
sales  charge  and  low  operating  costs. 


FREE  MONEY  MARKET 
 KIT  INCLUDES:  

Informative  Prospectus  with  full 
details  and  an  Account  Registration 
Form . .  ."When  you  want  more  from 
your  cash,"  an  explanation  of  how 
the  Trust  works . .  .and  How  to  Write 
a  Check  and  earn  daily  dividends  until 
it  clears. 


VANGUARD 
MONEY  MARKET 
INFORMATION 


FREE  MONEY  MARKET  KIT: 
CALL  TOLL-FREE  800-523-7025* 
OR  MAIL  THIS  TODAY 

Vanguard  MMT,  Drummer's  Lane,  Valley  Forge,  PA  19482 
YES,  please  send  me  your  exclusive  Information  Kit- 
including  a  prospectus,  so  I  may  read  it  carefully  before  I 
invest  or  send  money.  I  understand  that  it  includes  more 
complete  information  about  advisory  fees,  distribution 
charges  and  other  expenses.  31C-FB-B1-243 


*  IN  PENNSYLVANIA  CALL  800-362-0530 


m  A  MEMBER  OF  THE  B 

Vanguard 

GROUP  I  II  ^^^P  I  NVf  STME  NT  COMPANIES 
OVER  50  YEARS  OF  SERVICE  TO  INVESTORS  •  OVER  $3.  S  BILLION  IN  ASSETS 


ES,  AUGUST  31,  1981 


135 


Commodities 


Growing  with 
solar  energy . . . 


Ametek's  high- 
efficiency  solar 
panels  are  pro- 
viding low-cost  hot  water 
in  homes  from  Hawaii  to  Hyannis. 
Write  for  latest  reports  to: 

AMETEK 

410  Park  Avenue,  21st  Floor. 
New  York,  NY  10022 


Forbes 

Classified 

appears  in 
the  first  issue 
of  every  month 

Look  for  it  in 
the  upcoming 
issue. 

For  rates  and  other 
information  on 
FORBES  CLASSIFIED 
call 

Linda  Loren 
(212)  620-2440 

Forbes: 
Capitalist 
Tool 


How  can  you  tell  whether  a  trading 
technique  is  suitable  for  your  use?  That  i 
not  a  trivial  question. 

THE  ART 
OF  EVALUATION 


By  Stanley  W.  Angrist 


As  the  cost  of  computation  drops 
with  each  passing  month,  more 
technical  trading  methods  are  be- 
ing developed  and  offered.  One  of 
the  questions  I  am  asked  most  fre- 
quently is  how  one  goes  about  eval- 
uating a  trading  method — that  is, 
how  can  you  tell  whether  a  tech- 
nique is  suitable  for  your  use  as  a 
trading  vehicle? 

At  first  blush,  that  might  seem 
like  a  trivial  question.  After  all,  if  a 
plan  is  "reasonably  profitable"  then 
it  must  have  merit,  right?  Unfortu- 
nately (although  many  traders  be- 
lieve exactly  that),  such  an  analysis 
is  extremely  naive.  A  "reasonable 
profit"  is  not  the  same  thing  to  ev- 
eryone; furthermore,  since  we  all  do 
not  have  bottomless  purses,  a  pru- 
dent trader  would  want  to  know 
what  he  might  reasonably  expect  to 
face  in  the  way  of  adversity  before 
he  can  expect  to  earn  that  reason- 
able profit. 

Thus  other  factors  must  be  con- 
sidered along  with  the  concept  of 
reasonable  profit.  And  that  is  where 
the  art  of  trading  technique  evalua- 
tion comes  into  the  picture. 

If  we  assume  that  the  system  pro- 
duces a  net  profit  after  taking  into 
account  commissions  and  slippage 
due  to  bad  executions,  what  do  we 
look  at  next  ?  My  choice  is  the  success 

Stanley  W.  Angrist  is  a  professor  at  Carnegie- 
Mellon  (  nii  ersity  and  the  author  of  Sensi- 
ble Speculating  in  Commodities. 


ratio — a  ratio  that  is  found  by  div 
ing  the  number  of  profitable  trades 
the  total  number  of  trades  made 
the  study  period.  Typically,  this  rat 
ranges  between  40%  and  50% . 

There  is  a  relatively  simple  w 
to  combine  the  net  profit  figure  a 
success  ratio  in  a  single  number  tl 
is  called  the  "profit  factor."  In  on 
to  find  it,  one  first  computes  t 
ratio  of  the  average  profit  to  t 
average  loss  for  the  study  pent 
whatever  that  is.  Then  multip 
that  ratio  by  the  quotient  found 
dividing  the  success  ratio  by  1| 
minus  the  success  ratio. 

For  example,  suppose  you  havt 
trading  plan  that  produces  avera 
profits  which  are  2.2  times  larj 
than  the  average  loss,  while  43% 
all  trades  are  profitable.  The  pro 
factor  is:  2.2  x  [43/  (100-^3)]  =  1.4 
Note  that  the  more  this  number 
ceeds  1,  the  more  interesting  t 
trading  plan  should  be  to  you. 
should  also  be  noted  that  we  coi 
have  gotten  this  same  profit  facti 
for  example,  in  which  the  avers 
profit  was  only  1.7  times  as  large 
the  average  loss,  if  49.4%  of 
trades  were  profitable. 

Two  other  criteria  which  ma 
traders  consider  important  are  t 
maximum  unrealized  and  ma 
mum  realized  losses.  The  ma 
mum  unrealized  loss  is  the  bigg' 
drop  in  equity  on  a  single  trade  tl 
one  would  have  suffered,  while  t 
maximum  realized  loss  is  simj 
the  maximum  drop  in  equity  re 
lzed  on  a  single  trade. 

Perhaps  a  more  important  nu 
ber  is  the  maximum  equity  loss 
the  trading  period.  This  is  sun] 
the  greatest  total  drop  in  realii 
equity  that  occurs  between  any  t 
winning  trades.  It  is  a  good  measi 
of  downside  risk,  and  so  is  anotl 
measure  that  should  probably 
viewed  in  conjunction  with  it:  i 
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Special  Introductory  Trial  Offer! 


Value  Line  for  the  next 
10  weeks  for  only  S33 
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Observations 


Growing  with 
energy  conservation . . 

Flue  gas  analyzers 
from  the  Thermox 
Division  are  one 
I  0.18  I  example  of  the 
BESSES  many  Ametek 
instruments  helping  to  cut 
industry's  fuel  costs. 
Write  for  latest  reports  to: 

\RfliEl  EK 

410  Park  Avenue,  21st  Floor, 
New  York,  NY  10022 
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DEFECTS 

MARCH  OF  DIMES 
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m  Ristorante  Italiano 

A  F0R8ES,  NEW  YORK  TIMES 
WT  *         AND  GOURMET 

1460  SECCND  AVE.,  (76  &  77)  N.Y.C.  535-9310  . 


/  have  yet  to  find  a  historical  example  o 
a  serious  inflation  that  was  broken  with 
out  an  absolute  shortage  of  credit. 

MONETARIST 
MADNESS 


By  Ashby  Bladen 


Anyone  who  still  believes  inflation 
can  be  brought  under  control  gradu- 
ally and  painlessly,  without  a  finan- 
cial crisis  and  a  severe  break  in  the 
securities  markets,  deserves  the 
losses  that  those  markets  will  con- 
tinue to  inflict  upon  him.  Neverthe- 
less, two  things  that  have  happened 
repeatedly  this  summer  compel  me 
to  reemphasize  a  few  points  that  I 
had  hoped  would  be  obvious  by  now. 

First,  the  politicians  continue  to 
assure  us  that  inflation  will  decline 
as  long  as  the  Fed  keeps  the  growth 
of  the  money  supply  moderate.  And 
since  it  seems  clear  that  the  Fed  is 
doing  its  level  best,  the  Administra- 
tion is  disappointed  that  the  bond 
market  has  not  yet  begun  to  dis- 
count a  substantial  reduction  of  the 
rate  of  inflation.  Second,  while  bond 
traders  obviously  remain  skeptical 
about  the  long-run  prospects,  they 
continue  to  believe  that  the  week- 
to-week  fluctuations  in  the  money 
supply  are  important. 

Personally,  I  believe  that  most 
changes  in  the  money  supply  num- 
bers are  meaningless  and  that  inves- 
tors would  do  better  if  they  ignored 
them.  No  serious  student  of  finan- 
cial affairs  believes  that  the  weekly 
fluctuations  in  the  money  supply 
mean  anything.  Large  changes  in 
the  initially  reported  figures  fre- 

Asbby  Bladen  is  an  insurance  executive, 
and  author  of  How  to  Cope  with  the  Devel- 
oping Financial  Crisis. 


quently  vanish  in  the  subsequc 
revisions  of  the  same  figures — re' 
sions  to  which  bond  market  parti 
pants  pay  no  attention  at  all.  Indei 
a  sensible  trading  reaction  to  m. 
ket  swings  that  are  touched  off 
the  first  reports  of  a  drama 
change  in  the  money  supply  wot 
be  to  go  in  the  opposite  directii 
Not  only  do  the  big  changes  tend 
get  flattened  out  by  the  revisioi 
they  are  also  frequently  reversed 
the  next  week's  initial  report,  a 
the  market  thereupon  reverses 
self.  We  had  an  example  of  th 
toward  the  end  of  July. 

However,  my  own  basic  objecti 
to  monetarism  as  a  guide  to  bo 
trading,  to  national  economic  poli 
or  to  anything  else,  is  that  as  so 
as  you  start  to  think  about  what  t 
word  money  really  means  it  I 
comes  complete  gibberish.  Peoi 
are  rapidly  changing  their  financ 
habits  in  their  attempts  to  prote 
their  savings  against  inflation.  A 
in  the  process  the  things  they  use 
money  also  change  rapidly.  L; 
year  the  Fed  had  to  lay  down  r 
one  but  several  new  definitions 
money  to  take  account  of  the  prol 
eration  of  novel  liquid  assets  li 
money  market  fund  shares;  and 
long  as  the  inflation  persists  t 
meaning  of  money  will  continue 
evolve. 

For  example,  inflation  and  so. 
ing  interest  rates  have  already  c 
ated  a  liquidity  crisis  for  the  depc 
it  institutions  that  traditionally 
nance  homes  with  conventior 
mortgages.  Ever  since  World  War 
long-term,  fixed-interest  rate  mo 
gages  have  amounted  to  an  em 
mous  subsidy  of  home  buyers 
the  expense  of  savers  and  depo 
tors.  But  now  the  depositors  i 
waking  up  and  finding  ways  to  i 
much  higher  interest  rates  at  mu 
shorter  term.  So  far,  the  develc 
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of  innovative  private  finan- 
irrangements  has  substituted 
le  drying  up  of  conventional 
;ages  and,  by  creating  an  un- 
jred  but  obviously  very  large 
nt  of  new  purchasing  power, 
rolonged  the  inflation  of  house 
;.  The  rate  of  growth  of  the 
y  supply  sheds  little  or  no 
on  this  process. 

0  kinds  of  insight  are  essential 
ang-run  investment  success, 
is  to  be  able  to  understand 
is  actually  going  on  in  the  real 
I.  The  other  is  to  be  able  to 
iguish  between  the  temporary 
ie  permanent.  The  most  useful 
ach  to  understanding  inflation 
othing  to  do  with  the  money 
y.  It  is  based  upon  the  recogni- 
:hat  we  get  purchasing  power 
e  of  two  ways:  by  earning  it  or 
arrowing  it.  Since  earning  it 
mably  involves  the  creation  of 
quivalent  amount  of  useful 

1  or  services,  it  does  not  affect 
ialance  between  demand  and 
y,  and  thus  does  not  cause  in- 
n.  The  inflationary  gap  be- 
1  real  output  and  nominal  pur- 
ng  power  is  caused  entirely  by 
wing.  This  summer  the  rate  of 
increases  has  been  moderating 
variety  of  temporary  and  cycli- 
;asons.  But  the  fundamental 
s  that  the  inflationary  overex- 
on  of  credit  is  continuing  una- 
.  And  as  long  as  that  goes  on, 
nderlying  rate  of  inflation  can 
worsen. 

course,  during  a  serious  infla- 
people  have  an  enormous  rn- 
ve  to  borrow  and  buy  now,  and 
)ff  in  tomorrow's  depreciated 
rs.  (Really  dedicated  inflation- 
's never  do  pay  off — they  just 
aver  their  loans  and  borrow 
.)  But  I  have  yet  to  find  a  his- 
il  example  of  a  serious  inflation 
vas  broken  gradually  and  in  the 
ice  of  an  absolute  shortage  of 
t  that  bankrupted  the  most 
xtended  borrowers,  and  left 
est  more  worried  about  bank- 
y  than  about  inflation.  The 
exceptions  are  the  cases  in 
h  hyperinflation  totally  de- 
ed the  financial  system,  as  it 
1  China  in  1948.  Until  the  Fed 
ling  to  make  credit  unavailable 
:  margin,  it  can  manipulate  the 
:y  supply  until  the  cows  come 
:,  but  it  is  not  going  to  break 
lflation.  ■ 
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P.O.  Box  200 
Kansas  City,  Mo.  64141 
(816)  531-5575 


5  WAYS  TO  FIGHT  BACK 
AGAINST  TAXES 

CALL  TOLL-FREE  800-523-7025 
TO  GET  THE  FACTS  ABOUT  TAX-FREE  INCOME 

Income  that's  100%  free  from  Federal  income  tax.  That's  the  foremost  appeal  of  municipal 
bonds.  But  in  shopping  for  tax-free  investments,  individual  needs  vary.  And,  the  range  of 
choices  can  be  bewildering. 

That's  what  makes  the  Vanguard  Municipal  Bond  Fund  so  helpful.  It  is  the  only  tax-free 
fund  with  five  different  professionally  manag  ed  Portfolios:  MONEY  MARKET.  SHORT- 
TERM,  INTERMEDIATE-TERM,  LONG-TERM  AND  HIGH-YIELD.  This  one-stop 
shopping  is  more  than  a  conve- 
nience. It  helps  assure  that  you  get 
the  right  balance  of  tax-free  yield- 
price  stability— and  investment  qual- 
ity to  meet  your  personal  objectives. 


ALL  5  VANGUARD  PORTFOLIOS 
OFFER  THESE  BENEFITS: 


■  No  sales  charges. 

■  Daily  liquidity— redeem  anytime  at 
the  then  current  price. 

■  Free  checkwriting  over  $500. 

■  Diversification  ofholdings. 

■  Low  $3,000  per  Portfolio  initial 
minimum  investment. 

■  Opportunity  to  reinvest  income 
and  enjoy  benefits  of  compounding. 

W  hile  these  Portfolios  provide  income  that  is 
100'?  free  from  f  ederal  income  (as.,  it  may  be 
subject  to  some  state  and  local  taxes. 


FREE  "5-IN-!"  INFORMATION  KIT 

Vanguard  MBF.  Drummer's  Lane.  Valley  Forge.  PA  19482 
YES,  please  send  me  your  exclusive  information  Kit  —  includ- 
ing a  prospectus,  so  I  may  read  it  carefully  before  I  invest  or  send 
money.  I  understand  that  it  gives  more  complete  informal  ion  includ- 
ing advisory  fees,  distribution  charges  and  other  expenses 

37-FB-G1-243 

NAME   


ADDRESS 
CITY  


STATE . 


*1N  PENNSYLVANIA  CALL  800-362-0530 


Wt      m  A  MEMBER  OF  THE  M 

Vaiwuara 

GRI  )UP  I  'I  ^^^F  INVESTMENT  COMPANIES 
OVER  SO  YEARS  OF  SERVICE  TO  INVESTORS  •  OVER  S3.  S  BILLION  IN  ASSETS 


Psychology  &  Investing 


Growing  with  oil 
and  gas  exploration . . 

Unmanned  work 
submarines  from 
|Uj  Ametek's  Straza 
Division  are 
exploring  most  of  the  world's 
deep  ocean  oil  fields. 
Write  for  latest  reports  to: 

AMETEK 

410  Park  Avenue,  21st  Floor, 
New  York,  NY  10022 


HOW  IT  FEELS 
TO  HAVE  A 
HEARTATTACK 

The  way  a  heart  attack  feels  can  vary.  So 
how  can  you  be  sure  that  what  you're  feeling 
is  really  a  heart  attack? 

By  remembering  this. 

If  you  feel  an  uncomfortable  pressure,  full- 
ness, squeezing  or  pain  in  the  center  of  your 
chest  (that  may  spread  to  the  shoulders,  neck 
or  arms)  and  if  it  lasts  for  two  minutes  or  more, 
you  could  be  having  a  heart  attack  Severe 
pain,  dizziness,  fainting,  sweating,  nausea  or 
shortness  of  breath  may  also  occur  Sharp, 
stabbing  twinges  of  pain  are  usually  not  signals 
of  a  heart  attack. 

Your  survival  may  depend  on  getting  medical 
attention  as  quickly  as  you  can  Call  the  emer- 
gency medical  service  immediately  If  you  can 
get  to  a  hospital  faster  in  any  other  way,  do 
so. 

">on't  refuse  to  accept  the  possibility  that  you 
are  ^ving  a  heart  attack  Many  heart  attack 
victims  do  just  that.  They  say  it's  indigestion 
or  tensioi  They  worry  about  embarrassment 
They  often  vait  three  hours  or  longer  before 
netting  help. 

But  before  Those  three  hours  are  up,  one 
out  of  two  is  dead. 

Ren  ?-nber  what  you've  just  read.  The  time 
might  come  when  your  life  will  depend  on  it. 


Congress  has  just  made  it  a  lot  easier  fc 
the  wealthy  investor  to  play  the  downs  c 
well  as  the  ups  in  the  stock  market. 

THE  FLEXIBLE 
INVESTOR 


By  Srully  Blotnick 


1% 


The  new  tax  legislation  that  has  just 
been  signed  into  law  by  President 
Reagan  will  have  noteworthy  ef- 
fects on  both  the  stock  market  and 
the  bond  market. 

A  substantial  number  of  investors 
in  my  sample  would  like  to  increase 
the  flexibility  of  their  actions  in  the 
market.  Until  now,  their  transac- 
tions have  been  of  the  simplest 
kind:  either  buy  a  stock  or  sell  one. 
Where  does  that  leave  them  when 
their  portfolios  are  full  and  the  mar- 
ket is  declining-  Sitting  on  their 
hands.  There  is  one  action  they 
could  take,  but  haven't:  shorting 
stocks  that  are  especially  vulnerable 
during  the  period.  And  there  are  al- 
ways some.  So  why  aren't  they  do- 
ing it?  The  answer:  taxes. 

Tax  law  has  traditionally  treated 
as  short-term  gains  any  profit  you 
make  from  shorting  a  stock.  That 
was  true  regardless  of  how  long  you 
held  the  position.  Two  days  or  two 
years,  it  was  all  the  same  to  the  IRS. 
The  gain  was  taxed  as  ordinary  in- 
come, to  be  added  to  whatever  other 
earned  and  unearned  income  you 
had  during  that  year. 

It  still  is,  unfortunately;  the  tax- 
code  revisions  just  passed  into  law 
didn't  change  that.  But  something 
else  did  change.  The  reduction  in 

Dr.  Srully  Blotnick  is  a  practicing  psyclxilo- 
gist  and  author  of  Getting  Rich  Your  Own 
Way  and  Winning:  The  Psychology  of  Suc- 
cessful Investing. 


the  maximum  tax  on  income  h 
any  source,  from  70%  to  50%, 
an  important  spillover  effect.  Sh 
ing  becomes  more  appealing  to 
top-bracket  investor.  Of  every  $• 
he  previously  made,  he  got  to 
$30.  Now,  he  can  retain  $50. 

That  may  not  seem  like  mi 
given  the  potentially  unlimited 
associated  with  this  type  of  tram 
tion.  Nevertheless,  if  you've  pla 
the  market  for  a  number  of  ye 
you've  probably  already  notice 
significant  fact:  Stocks  usually 
cline  a  great  deal  faster  than  they  r 

Your  money  therefore  has  tc 
tied  up  for  a  considerable  lengtl 
time,  maybe  years,  to  make  the  s; 
amount  on  the  upside  that  you 
haps  can  make  in  months  when 
stock  plummets.  Since  money  h 
time  value — particularly  during ; 
riod  of  high  interest  rates — the  ac 
difference  in  profits  isn't  nearb 
large  as  it  seems  at  first  glance. 

Keep  in  mind  that  the  mai 
doesn't  have  to  plunge  outrigh 
make  it  appropriate  to  have  at 
a  few  short  positions  in  additioi 
long  ones.  From  the  end  of  the  tl 
quarter  of  1980  until  now,  in  f 
investors  who  had  both  long 
short  positions  benefited  most, 
stagnant  market  of  the  last  l 
months  has  been  especially  pre 
able  for  those  who  like  to  hedge 

While  shorting  has  become  rr 
attractive,  municipal  bonds  t 
become  less  so  under  the  new 
code  revisions.  More  than  n 
people  realize,  tax-exempt  marl 
are  in  for  some  profound  change 

The  investors  I  monitor  boi 
municipal  bonds  (even  though 
didn't  generally  like  bonds)  for 
reason:  the  tax-free  status  of 
dividends.  It  wasn't  merely  11 
federal  income  tax  rates  that 
responsible  for  the  growth  of  in 
tor  interest.  State  and  local  taxi 
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h  rose  from  7.6%  to  11.9%  of 
mal  income  between  1953  and 
— also  were  a  major  factor, 
e  demand  was  enormous,  and 
:d  create  supply.  According  to 
rt  Lamb  and  Stephen  Rappaport 
;ir  recently  published,  first-rate 
raw-Hill  textbook,  Municipal 
>,  "By  1973  the  total  volume  of 

municipal  issues  increased 
:  corporate  issues  declined,  and 
77  the  municipal  new-issue  vol- 

was  twice  that  of  corporate 
s.  In  that  year  the  total  volume  of 
municipal  issues  reached  $47 
n,  while  corporate  issues  de- 
dto  $25  billion." 
might  be  expected,  the  bonds 
bought  very  unequally  by  indi- 
tl  investors.  According  to 
)  and  Rappaport,  "It  has  been 
lated  that  fully  70%  of  all  mu- 
al  bonds  are  held  by  those  indi- 
ils  with  marginal  tax  rates  of 
"  or  more. 

at  group  tended  to  be  active  on 
the  buy  and  sell  side:  "Some 
cipal  bond  holdings  and  trading 
iividuals  are  larger  than  those  of 
'  smaller  institutions.  And  even 
important  is  the  collective  im- 
3f  these  8  million  individuals, 
e  municipal  bond  transactions 
g  a  year  can  outstrip  the  move- 

of  institutions,  particularly  in 

ability  to  create  sharp  up  or 
.  trends  in  markets." 
e  new  legislation  is  likely  to 

such  a  potent  effect  on  the 
tors  I  study  because  the  protec- 
these  bonds  were  supposed  to 
de  turned  out  to  be  an  illusion, 
dividends  may  have  been  tax- 
pt,  but  the  safety  of  principal 
:dly  offered  was  nonexistent.  In 
nvestors  got  an  extra  tax-relat- 
bonus"  they  hadn't  counted 
— a  capital  loss.  Few  investors 
thrilled  about  it.  As  one,  age  66, 
,  "I'd  rather  play  the  Amex  than 
cipals.  It's  less  risky." 
estors  previously  had  no  in- 
ve   strong  enough   to  make 

consider  abandoning  the  tax- 
pt  sector.  Now  they  have,  and 
timate  from  my  surveys  that  2 
3n  of  the  8  million  holders  of 
xempts  will  pull  out  in  the  next 
years,  jit  will  take  even  less 
for  that  to  happen  if  interest 
come  down,  so  that  municipal 
investors  can  get  even  and  get 
Next  time  they'll  be  looking  for 
al  gains.  ■ 


In  our  book, 
common  stocks 
have  worked. 

A  well-rounded  portfolio  of  undervalued  common 
stocks  has  given  us  a  proven  24-year  track  record. 

At  Penn  Square,  we  look  for  long  term  capital  growth 
with  the  view  that  good  values  can  be  missed  by  overem- 
phasizing timing  and  cycles. 

If  you  think  we  talk  sense,  talk  to  us. 

For  more  information,  including  management  charges 
and  expenses,  write  or  call  us  for  our  prospectus.  Read  it 
carefully  before  you  invest  or  send  money. 

800/523-8440      In  PA,  call  collect,  215/376-6771 
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Penn  Square  Mutual  Fund 

5th  &  Washington  Sts.,  PO.  Box  1419,  Reading,  PA  19603 


Name. 


Address_ 


City_ 


State _ 


Investment  experience  since  1957.  Ove 


I 
I 

Zip    I 

rer  $1 50,000,000.  in  assets.  ^fmJ 
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Kids  don't  have  a  fighting  chance 
without  a  good  club!' 


—O.J.  Simpson 


Support  the  Boys' Clubs  of  America. 


For  more  information  write:  B.C.A.  National  Headquarters.  771  First  Avenue.  New  York.  N  Y.  10017 


TAXES! 


Consistent  with 
preservation  of 
capital,  the  Fund  seeks 
to  provide  high 
income  exempt  from 
all  present  Federal 
New  York  State  and 
New  York  City 
income  taxes 


Money 

Market  Benefits: 

Free  Checking 
Daily  Dividends 
Automatic  Compounding 
Telephone  Redemptions 
Wire  Transfers 
No  Withdrawal  Charges 
Minimum  Initial 
Investment— $1,000 
and  No  Sales 
Charges! 


_  New  York  Muni  Fund,  Inc. 

i  Suite  1611/401  Broadway 
|  New  York,  N  Y.  10013 

I  For  more  complete  information 
|  including  management  fees  and 
■  expenses,  send  or  call  anytime 
J  (212)  431-6265  or  1-800-528-6050 
'  (ext.  1516)  for  a  free  prospectus 
I  Read  it  carefully  before  you 
|  invest  or  send  money.  FO-8/31 

_  Name  
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Value  Lines  respected  stock  ranking  sys- 
tem got  some  surprises  in  the  first  half  of 
1981.  Statistician  Sam  Eisenstadt  tells  why. 


"Things  just  didn't 
work  out  so  hot" 


Value  line's  Samuel  Eisenstadt 

He's  not  throwing  away  the  golden  goose  yet. 


By  Steve  Kicheo 


Until  this  year,  the  computer- 
based  stock  selection  system 
developed  by  the  Value  Line  In- 
vestment Survey  seemed  close  to  in- 
fallible. A  portfolio  started  each  Janu- 
ary with  the  100  stocks  in  Value 
Line's  Group  One  for  Timeliness 
would  have  appreciated  nearly  800% 
since  the  rankings  began  16  years  ago. 
Over  the  same  period,  an  investment 
in  the  Dow  Jones  industrials  would 
have  appreciated  only  1%. 

That's  why  it's  so  surprising  to  find 
the  current  Value  Line  rankings  off 
base.  The  $330-a-year  subscription 
service  reviews  some  1,700  stocks, 
placing  them  in  five  categories  based 
on  anticipated  stock  market  perfor- 
mance. Tlu  companies  in  Group  One 
generally  perform  best  over  a  12- 
month  period  beginning  in  January, 


followed  by  Group  Two  and  so  on.  But 
for  the  first  six  months  of  this  year, 
some  of  the  lower-ranked  groups  out- 
performed higher-ranked  groups. 
"Things  just  didn't  work  out  so  hot," 
says  Samuel  Eisenstadt,  the  firm's 
chief  statistician. 

To  understand  the  cause  of  this  slip- 
up is  to  appreciate  the  strengths — and 
weaknesses — of  computer-assisted  in- 
vesting. First,  however,  a  bit  of  histo- 
ry. Arnold  Bernhard,  Value  Line's  79- 
year-old  founder,  began  dabbling  with 
a  stock  ranking  system  over  50  years 
ago.  A  product  of  the  Great  Crash, 
Bernhard  saw  the  danger  of  relying  on 
emotions  to  make  investment  deci- 
sions and  wanted  to  develop  a  quanti- 
tative discipline.  Early  on,  he  used 
visual  approximations  of  price  and 
earnings  graphs  to  assess  stock  values. 
But  this  eyeball  approach  was  only  a 
start.  In  1946  Eisenstadt  applied  the 


The  Money  Men 


mathematical  tool  of  regression  ax 
ysis  to  the  problem. 

Value  Line  was  Eisenstadt's  first 
after  getting  out  of  the  service, 
gethei  with  Bernhard,  he  worked 
19   long  years  refining  their  te 
niques.  By  the  mid-Sixties,  the  r. 
lunked  the  old  system  of  using  a  sc 
rate  mathematical   equation  to 
each  company.  Instead,  they  devL 
one  formula  to  apply  across  the  boa 
Eureka!  It  worked!  Now,  from  his 
fice  in  midtown  Manhattan,  Eis 
stadt  works  with  a  staff  of  about 
stock  analysts,  economists,  stati 
cians  and  programmers  who  com 
ually  feed  new  data  into  two  powei 
computers.  Their  system  evalu. 
over  1  million  financial  statistics 
ranks  each  of  1,700  companies, 
top  100  stocks  go  into  Group  One 
the  bottom   100  into  Group  Fi 
Groups  Two  and  Four  both  cont 
300  stocks.  Group  Three,  expectec 
perform  about  in  line  with  the  n 
ket,  gets  the  remaining  900. 

Now  back  to  this  year's  problei 
Value  Line  evaluates  its  recomm 
dations  two  ways.  The  "frozi 
method  assumes  that  ranked  sto| 
are  held  for  an  entire  year,  disregi 
ing  the  computer's  weekly  upda 
For  the  first  half  of  1981,  the  gro| 
selected  by  the  frozen  method  { 
formed  almost  totally  out  of  exped 
order.  Even  allowing  for  wee- 
changes  in  rank — the  second  metl 
Value  Line  uses  to  evaluate  its  - 
tern — inconsistent  results  were 
tamed.  Here  stocks  in  Value  Ln 
Group  One  did  beat  the  other  f 
groups.  But  Group  Two  was  ah 
8.6%  while  the  poorer-ranked  Cn 
Four  was  ahead  8.8%. 

"There  was  a  sharp  change  in  n 
ket  character  during  the  early  par 
this  year,"  says  Eisenstadt.  "Basics 
it  was  a  shift  from  an  inflation-orM 
ed  market  to  a  disinflation-onen 
market."  Back  in  January,  howc 
Value  Line's  top  groups  were  heav^ 
energy  and  drilling  stocks — inflat) 
plays.  At  the  same  time,  airlines 
retail  trade  companies,  which  tur 
out  to  be  top  performers,  were  r 
the  bottom  of  its  rankings. 

Eisenstadt  offers  a  rare  insight  i 
the  mechanics  of  Value  Line's  syst 
to  help  explain  why  it  missed 
market  shift.  There  are  three  com 
nents  of  its  Timeliness  rankings.  ' 
first  measures  the  relationship 
tween  a  stock's  reported  earnings 
price  over  the  past  ten  years  relai 
to  that  of  all  stocks,  as  well  as 
stock's  recent  price  momentum.  Ei 
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year,  however,  energy  and  drilling 
cs  were  statistically  strong  even 
the  price  weakness  that  began  to 
lop  late  in  1980. 

le  second  component  measures  a 
c's  quarterly  earnings  momentum 
ive  to  all  other  stocks  Value  Line 
?ys.  Again,  energy  and  drilling 
ts  started  the  year  looking  very 
ig.  Finally,  there  is  the  earnings 
rise  factor — a  quarterly  adjust- 
t  that  reflects  how  close  reported 
ngs  matched  the  estimate  of  Val- 
ue's analysts. 

ce  momentum,  however,  ac- 
ts for  just  16%  of  Value  Line's 
diness  rankings.  Earnings  data, 
dition  to  other  fundamental  fac- 
carry  the  rest  of  the  weight.  So  it 
considerable  downward  price 


movement  to  overshadow  the  strong 
showing  of  most  oil  drilling  stocks. 

Eisenstadt  points  out  that  price  mo- 
mentum data  help  the  system  to  self- 
correct.  Heavy  selling  pressure  can 
cause  a  stock's  ranking  to  fall  even 
though  earnings  are  rising.  But  with 
Value  Line's  weightings,  buy  signals 
still  flashed  for  the  energy  companies 
despite  the  fact  that  their  share  prices 
were  collapsing.  At  the  same  time, 
the  system  missed  turnarounds  else- 
where because  it  had  no  evidence 
showing  improved  earnings. 

Eisenstadt  readily  admits  that  both 
ways  of  tracking  Value  Line's  perfor- 
mance— the  frozen  method  and  allow- 
ing for  weekly  changes  in  rank — are 
unrealistic  in  practice.  Few  investors 
hold  a  diversified  portfolio  for  an  en- 


tire year  without  making  changes, 
and  only  a  broker  would  get  rich  by 
shifting  stocks  each  week.  Still,  Value 
Line's  top  number  cruncher  is  quick 
to  point  out  that  for  the  last  16  years 
when  the  full  12-month  data  were  in, 
the  average  performance  of  Groups 
One  and  Two  has  always  been  better 
than  the  average  performance  of  the 
three  other  groups.  This  streak,  which 
gives  fits  to  Random  Walk  theorists, 
is  challenged  by  the  results  through 
June.  But  even  if  the  streak  is  broken, 
Eisenstadt  won't  reprogram  his  com- 
puters. "If  we  had  started  just  two  or 
four  weeks  later,  the  results  would 
have  been  perfect.  Look  at  energy 
stocks.  They're  now  hot  as  a  pistol," 
he  says.  "We're  not  throwing  away 
the  golden  goose."  ■ 


ernational  Paper  may  soon  be  flush 
h  cash.  Its  basic  business  looks  promis- 
\,  too.  Is  there  an  opportunity  here? 


An  odds  on 
double  play 


The  Streetwalker 


By  Howard  Rudnitsky 

[TERNATIONAL         PAPER,  the 

orld's  largest  pulp  and  paper 
ompany,  has  not  made  its  stock- 
:rs  rich.  Its  shares  now  trade  in 
ligh  40s,  little  more  than  half 
1976  high  and  slightly  above 
decade-ago  price.  Still,  two  Wall 
t  analysts  see  in  this  lumbering 
the  seeds  of  future  profit. 
'  is  becoming  an  intriguing  in- 
ient,"  says  Mark  Rogers,  paper 
st  at  L.F.  Rothschild,  Unterberg, 
•in.  "It's  both  an  earnings  recov- 
lay  and  a  potential  asset  play." 
more  cautious  Gary  Palmero  of 
nheimer  &  Co.  argues,  "My  res- 
ions  all  along  had  been  that  the 
ok  over  the  next  few  years  for 
dian  newsprint  is  basically  unat- 
ve,  and  that  accounts  for  nearly 
of  IP's  operating  income.  With  IP 


selling  out  to  Canadian  Pacific  Enter- 
prises for  $1.1  billion  (Canadian) 
(about  $910  million  U.S.),  that  nega- 
tive is  being  removed." 

The  sale  would  also  give  IP  $20  a 
share  in  cash — roughly  40%  of  its  cur- 
rent market  price.  That  won't  be  lost 
on  acquisitors,  especially  when  it's 
added  to  IP's  huge  U.S.  timberland 
holdings.  Even  after  the  Canadian 
sale,  IP  will  own  7  million  acres.  That 
asset  alone  is  worth  over  $100  a  share. 

And  IP  also  has  hundreds  of  mil- 
lions of  dollars  worth  of  pulp  mills  and 
plants  that  could  be  replaced  only  at 
much  higher  cost.  Despite  all  its  cur- 
rent spending,  IP  is  in  good  financial 
shape.  By  year-end,  if  the  Canadian 
sale  goes  through,  says  analyst  Rogers, 
"IP's  debt  as  a  percent  of  capital  will 
be  below  20%,  and  it  won't  have  to  do 
any  debt  financing  to  complete  its 
capital  expenditure  program." 


That  makes  a  bid  for  IP  all  the  more 
enticing.  For  the  next  few  years,  at 
least,  the  company  would  be  self-fi- 
nancing. Buying  IP,  of  course,  would 
take  at  least  $3.5  billion — assuming  a 
reasonable  premium  over  its  current 
stock  price.  That  is  well  within  take- 
over range  of  big  companies  these 
days.  While  a  takeover  is  a  long  shot, 
at  least  the  potential  is  there.  "With 
what  happened  at  Conoco,  anything's 
possible,"  says  Palmero. 

Still,  IP's  future  may  look  bright  for 
investors  even  if  it  doesn't  spark  a 
bidding  war.  This  year  alone  it  is 
spending  $900  million  on  new  mills 
and  repairs  at  existing  facilities,  part 
of  a  $4  billion  splurge  through  1983. 
That  should  produce  substantially  bet- 
ter earnings  than  the  dismal  perfor- 
mance IP  has  posted  since  1974.  Prof- 
its then  were  just  under  $6  a  share. 
This  year  IP  will  earn  25  to  35  cents  a 
share  less,  before  special  items. 

In  the  past,  paper  producers  like  IP 
simply  added  to  capacity  when  they 
spent,  then  wound  up  with  inad- 
equate returns  on  their  investment. 
Today  there's  less  emphasis  on  new 
capacity  and  more  on  upgrading  exist- 
ing operations.  As  a  consequence, 
modernized  facilities  should  increase 
productivity  and  finally  turn  IP  from  a 
high-cost  producer  to  a  lower-cost 
one.  IP  has  also  been  building  a  strong 
position  in  packaging.  "When  capac- 
ity shortages  begin  showing  up  in  lin- 
erboard  by  late  1982  and  prices  begin 
rising  faster  than  costs,"  says  Mark 
Rogers,  "it  could  add  $3  a  share  to 
earnings." 

Next,  he  expects  a  substantial  up- 
turn in  wood  products,  as  IP's  new 
capacity  comes  on  stream.  This  could 
add  another  $2  a  share  to  annual  earn- 
ings over  the  next  few  years.  He's 
projecting  earnings  to  double  by  the 
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The  Streetwalker 

end  of  1983.  "I'm  not  even  counting 
on  a  booming  economy,"  concludes 
Rogers.  "There's  a  lot  of  operating 
leverage  in  IP." 

Boom  or  not,  IP  today  may  be  an 
appealing  investment.  Its  shares  sell 
tin  about  20%  below  book  value. 
There's  the  possibility,  however  re- 
mote, of  handsome  takeover  premi- 
ums, and  the  outlook  for  earnings 
growth  seems  much  improved.  That 
combination  could  be  Wall  Street's 
equivalent  of  a  double  play. 

Ingersoll  Rand:  Is 
price  pressure  ending? 

Ingersoll- Rand,  the  world's  larg- 
est manufacturer  of  compressors, 
was  a  bit  of  a  glamour  stock  last  year. 
Its  shares  zipped  from  a  low  of  $46  to 
a  late-year  high  of  $80.  Oil-patch  or- 
ders and  the  benefits  of  reindustriali- 
zation,  so  the  argument  ran,  would 
put  oomph  behind  I-R's  earnings.  Since 
April,  however,  it's  as  if  Wall  Street 
popped  a  safety  valve.  The  $3  billion-a- 
year  company  is  now  trading  at  about 
$60,  approximately  book  value. 

Not  that  performance  isn't  on  tar- 
get. I-R's  profits  are  up  22%  for  the 
first  half.  What  has  I-R's  stock  price 
under  pressure,  however,  is  the  very 
thing  that  helped  in  1980.  Despite  its 
broad  product  line,  investors  see  the 
company  as  an  energy  play.  About  $1 
billion  in  revenues  comes  from  equip- 
ment sales  to  the  petroleum  and  natu- 
ral gas  industries,  and  another  $200 
million  or  so  relates  to  coal.  In  addi- 
tion, I-R's  Oilfield  Products  Co.,  ac- 
quired late  last  year,  should  generate 
more  than  $120  million  in  revenues 
this  year.  In  total,  energy-related  busi- 
ness accounts  for  40%  of  corporate 
earnings.  So  the  "oil  glut"  has  hit  I-R 
just  as  hard  on  Wall  Street  as  it  did 
Exxon,  Gulf  and  Texaco. 

There  are,  of  course,  other  nega- 
tives. High  interest  rates  have  forced 
postponements  of  many  big  construc- 
tion projects.  I-R  does  40%  of  its  busi- 
ness outside  the  U.S.,  and  a  strong 
dollar  could  bring  problems  with  cur- 
rency translation.  Sagging  European 
economies  could  slow  sales,  too.  Still, 
at  least  one  recent  overseas  headache 
may  have  disappeared:  I-R  has  sub- 
stantial operations  in  Britain,  and  ex- 
ports from  there  should  be  helped  by 
the  pound's  recent  fall. 
Is  there  a  chance  that  the  selling 
ressure  on  I-R's  stock  may  soon  re- 
i  r  I-R  stands  to  benefit  mightily 
Dm  major  pipeline  projects  in  Mexi- 
co  md  the  Soviet  Union.  What's 


more,  new  management  at  the  New 
Jersey-based  company  is  committed 
to  boosting  margins.  In  the  past,  com- 
petitors Cooper  Industries  and  Dress- 
er Industries  have  consistently  out- 
performed I-R — so  there's  room  for 
improvement.  First  Boston's  John 
McGinty  sees  "potential  to  surprise 
people  on  the  upside  rather  than  the 
downside." 

Peg  current  earnings  at  $9  a  share, 
and  I-R  is  now  selling  at  a  multiple  of 
just  over  6,  vs.  8  for  the  market  as  a 
whole.  The  stock  offers  a  5.7% 
yield — competitive  in  its  industry — 
and  several  developments  could 
prompt  a  significant  upward  move- 
ment: I-R  will  benefit  from  declining 
interest  rates  and  new  tax  policies, 
which  should  spur  capital  spending. 
The  company  stands  to  gain  consider- 
ably, at  least  on  paper,  if  accounting 
rules  for  foreign  currency  translation 
are  changed.  Then  again,  what  if  Wall 
Street  suddenly  discovers  that  energy 
stocks  are  a  bargain?  No  doubt  they 
will  realize  that  Ingersoll-Rand  is  a 
bargain,  too. — Paul  Bornstein 

Florida  Steel:  Rising 
dollar  hammers  profits 

Until  12  weeks  ago  Florida  Steel 
was  a  Wall  Street  success  story.  As 
a  nonunion  employer,  the  $300  mil- 
lion-a-year  company  was  the  low-cost 
producer  of  steel  reinforcing  bars, 
with  sales  growing  by  15%  annually. 


Its  stock,  which  traded  around  $5 
share  for  two  years,  hit  a  high  of  44 
April — 3  times  book  value  and 
times  estimated  1981  earnings. 

The  high  didn't  last  long.  Flor 
Steel  has  many  loyal  shareholdt 
and  thus  the  stock  is  thinly  trad 
Careless  institutional  buying  had 
flated  its  price  as  much  as  4  points 
a  single  day.  For  the  next  few  mono 
the  stock  lingered  in  the  30s. 

Then  results  for  the  compan 
third  quarter,  ending  in  June,  hit 
market  like  a  falling  ingot.  Hefty  c 
italized  interest  and  investment 
credits  contributed  over  one-third 
the  quarter's  earnings,  which  rose  ' 
over  1980,  but  sharp-penciled  analv 
detected  a  29%  drop  in  operating 
come.  In  a  matter  of  days,  Flor 
Steel's  stock  slumped  to  $25. 

Why  the  collapse?  The  compar 
"rebar"  business  depends  on  nonn 
dential  construction,  which  has  bi 
hurt  by  high  interest  rates.  With 
creased  production  levels  and  slow 
mestic  demand,  however,  Flor 
Steel  had  doubled  exports  to  nea 
25%  of  sales.  Then  came  the  risj 
dollar.  "That  means  a  price  deteric 
tion  of  25%  in  order  for  U.S.  expon 
to  be  competitive  in  the  world  rr 
ket,"  says  Alfred  Gres,  Florida  Ste 
chief  financial  officer. 

To  make  matters  worse,  Floi 
Steel  was  also  a  victim  of  the  pr< 
On  July  29  the  trade  daily  Amem 
Metal  Market  ran  a  front-page  art 
indicating  that  chief  executive  1 
Flom  had  announced  two  $10-per- 
domestic  price  cuts  in  recent  monj 
a  time  when  competitors  were  c 
sidering  price  hikes.  The  repor 
however,  misinterpreted  Flom,  v 
was  referring  to  price  reducti 
made  in  1980.  But  investors  took 
incorrect  information  as  a  sign 
marketing  trouble.  "The  first  st 
appeared  on  page  1,  but  the  correct 
appeared  on  page  2  one  week  lat 
notes  Gres. 

It  may  take  even  longer  for  V 
Street  to  correct  its  current  disillu1- 
with  Florida  Steel.  Without  the  bt 
fit  of  1981's  extraordinary  items,  r 
year's  earnings  are  likely  to  decliij 
largely  because  of  the  strong  dolla 

"When  the  stock  was  trading  in 
30s  people  didn't  realize  that  earni 
would  be  down  next  year,"  says 
penheimer  &  Co.'s  John  Tuma 
"Fundamentally  it's  a  great  comp; 
but  I  think  the  market  got  car 
away.  At  a  time  when  LTV,  U.S.  S 
and  Republic  Steel  are  all  trading 
times  earnings,  even  at  8  times  e 
ings  Florida  Steel  is  still  selling 
premium." — Jonathan  Greenberg 
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fortune  stems  from  a  consolidation  of 
operations,  a  product  mix  suddenly  in 
strong  demand  and  interest  income 
from  a  stockpile  of  cash. 

Another  standout  is  Penn  Central. 
Its  revised  forecast  is  up  almost  1 12% 
from  six  months  ago.  The  holding 
company  is  benefiting  from  an  earn- 
ings boost  from  its  new  acquisitions 
and  its  ability  to  offset  much  of  the 
additional  earnings  with  large  tax-loss 
carryforwards. 

This  list  of  companies  with  higher 
earnings  estimates  comes  courtesy  of 
the  Institutional  Brokers  Estimate  System 
of  Lynch,  Jones  &  Ryan,  a  New  York 
brokerage  firm.  In  light  of  the  recent 
developments  with  the  air  traffic  con- 
trollers strike,  six  airline  stocks  origi- 
nally slated  to  appear  on  the  list  below 
were  excluded.  Analysts  had  been  ex- 
pecting a  resurgence  for  many  carri- 
ers, but  because  of  the  strike,  flight 
operations  have  been  disrupted  and 
the  profit  picture  clouded. 


Some  pleasant  surprises 


In  a  year  when  many  earnings  estimates  are  30  companies  are  the  beneficiaries  of  upward 
being  reduced,  everything  isn't  bleak.  These    readjustments — some  by  as  much  as  450%. 


Gain 

 Earnings  per  share  

P/E 

from 

1981 

1980 

ratio 

Dec 

average 

actual 

Recent 

based  on 

Number 

lpany/pnncipal  business 

estimate 

estimate 

earnings 

price 

estimate 

of  estimates 

ser  Steel/steel 

450.7% 

$9.86 

$1.10 

44  % 

4.5 

3 

.owenstein/textiles 

146.7 

4.93 

1.15 

32  % 

6.4 

3 

nmins  Engine  automotive 

116.3 

7.79 

d  1.31 

45% 

6.1 

9 

n  Central/multicompany 

111.8 

8.18 

2.72 

42  Vs 

5.2 

3 

ichmen  Inds/recreational  vehicles 

100.6 

1.08 

d2.09 

83/4 

8.2 

3 

ller-Globe/automotive  parts 

82.0 

1.62* 

d0.52* 

10% 

6.3 

3 

ih  Mfgapparel 

68.7 

1.38 

0.64 

11  Va 

8.1 

3 

ublic  Steel/steel 

64.8 

6.25 

3.15 

27% 

4.5 

11 

■lia'multicompany 

64.4 

1.23 

d2.06 

14% 

11.7 

3 

Steelsteel 

59.8 

6.94 

5.25 

30  Va 

4.5 

14 

/'multicompany 

56.7 

5.92 

3.95 

20 'A 

3.6 

7 

llmari  electrical  equipment 

49.1 

1.33 

0.02 

11% 

8.9 

3 

nhattan  Inds/apparel 

47.7 

2.75 

1.47 

12 

4.4 

3 

hasco/home  furnishings 

46.1 

1.07 

0.26 

12 

12.0 

6 

royaltire  and  rubber 

44.7 

1.32 

d0.30 

9% 

6.9 

6 

riklin  Electric/electrical  equipment 

44.3 

1.96 

0.60 

21% 

10.4 

4 

;twood  Enterprises/recreational  vehicles 

42.1 

0.77 

dO.75 

12'/2 

16.8 

7 

d  Meyer/food  retailer 

41.8 

4.00* 

3.05* 

47% 

11.8 

7 

anex  steel 

41.6 

4.09 

2.84 

40% 

10.0 

6 

eman  recreation  equipment 

39.9 

3.29 

2.19 

26% 

8.0 

7 

k America  Realty  Inv'REIT 

38.6 

2.74 

1.44 

28% 

10.3 

3 

ry  Kay  Cosmetics/cosmetics 

37.5 

1.71 

1.05 

35'/g 

19.9 

6 

man-Gordon/machinery 

36.6 

2.55 

1.65 

25% 

10.0 

5 

ta  Fe  Intl  oilfield  equipment 

32.7 

3.12 

1.85 

28Vs 

9.0 

16 

Shoeyshoes 

32.5 

4.98 

4.31 

33  Vi 

6.9 

11 

Z-Boy  Chair/chairs 

32.3 

2.26 

2.10 

\2Vi 

5.4 

4 

co/machine  tools 

32.2 

3.15 

0.97 

IAVa 

7.8 

5 

adrex/building 

31.5 

1.17 

0.68 

18% 

15.8 

4 

irlpool/home  appliances 

30.9 

3.64 

2.81 

25  Vfe 

6.8 

11 

rthwest  Inds  multicompany 

30.5 

8.01 

5.03 

48'/2 

5.9 

8 

y  diluted  earnings  d:  deficit.  Source:  Lynch,  Jones  &  Ryan,  Institutional  Brokers  Estimate  System. 


n  in  an  economic  downturn,  some 
ipanies  should  do  better  than  what 
ny  analysts  originally  expected. 


Now,  the 
good  news 


By  Paul  Bernstein 


: ALTERING   ECONOMY  prompted 

its  to  downgrade  earnings  esti- 
on  many  companies  (Forbes, 

7).  But  despite  the  economy's 
some  firms  are  doing  so  well 

Vail  Street's  experts  have  made 


large  upward  revisions  in  their  earlier 
forecasts. 

Steels  and  multicompanies  lead  the 
list  of  companies  with  prospects  that 
look  brighter  now  than  they  did  six 
months  ago.  Earnings  estimates  for 
Kaiser  Steel,  for  example,  have  been 
raised  by  a  spectacular  450%.  Its  good 
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Index  of  companies  covered  in  news  stories  and  by  the  columnists  in  this  issue. 


Adobe  Oil  &  Gas  115 

Advent   100 

Amerada  Hess  '.  133 

American  Airlines  .'  50 

ABC   31 

Aquitaine  Cn  of  Canada   54 

Beard  Oil   133 

Arnold  Hernhard  &  Co,  Inc   14 

Blue  Bell   135 

Borden   112 

Borg-Warner   10 

Brascan  (Canada]   55 

Bucyrus-Erie   8 

Burlington  Northern   43 

Burroughs  Ill 

Cable  News  Network   31 

Canada  Development  54 

Canadian  Pacific  Enterprises   143 

Chase  Econometrics  8 

Chase  Manhattan   8 

Chicago  &  North  Western  Transportation   42 

Chrysler   10,  38 

Citicorp  32 

Combustion  Engineering   128 

Consolidated  Edison  38,  1 12 

Consolidated  Freightways  94 

Control  Data  17 

Cooper  Inds  144 

Dallas  Power  and  Light   .■   127 

Delmarva  Power  &  Light   38 

Delta  Airlines   91 

Dentsu  (|apan|  8 

Distribution  Sciences  94 

Dresser  Inds   1 44 

Dreyfus   58 

Eaton  &  Howard  Special  Fund   59 

Eaton  Vance   58 

Equitable  Life  Assurance  Society   61 

Eskimo  Pie  112 

Exxon   10,  114 

Federal  Express   95 

Federated  Investors   61 

Fidelity  Cash  Reserves  Fund   58 


Firestone  Tire  &  Rubber   8 

Florida  East  Coast  Railway   K  14 

Florida  Power  &  Light   38 

Florida  Steel   144 

Ford  Motor  8,  10,  37 

Frccport-McMoran   133 

Gcnentech   134 

GE   10 

CM   10,  37 

General  Signal   128 

Gold  Bondholders  Protective  Council   10 

B.F.  Goodrich  8 

Gulf   144 

Hazel  Bishop  Inds   1 14 

G.  Heilcman  Brewing  35 

Honda  ||apan)  37 

Hospital  Corp  of  America  88 

Ingcrsoll-Rand   144 

INA   88 

IBM  112 

International  Paper  143 

Kloss  Video   100 

Kodak   35 

LTV   144 

Lever  Bros   94 

Loews   21 

MGIC  Investment   1 1 1 

Manufacturers  Hanover   32,  50 

Memorex   1 1 1 

Merrill  Lynch  117 

Mountain  States  Bell   127 

Nabisco  Brands   1 1 1 

NBC   31 

National  Securities  &  Research   58 

New  England  Electric  System   38 

Nissan  (Japan)  37 

Nissan  Motor  Mfg  U  S  A  37 

Norfolk  &  Western   50 

Oak  Inds  44 

Oilfield  Products   144 

Oppenheimer  &  Co   61 

Pabst  Brewing   35 

Pacific  Gas  &  Electric   17 


Phillips  Van  Heusen   

Pioneer  Group  

Pioneer  U  S.  A  

Prudential  Insurance   

Public  Service  Electric  c*  Gas   

Purolator   

Quadrillon   

Reliance  Electric   

Republic  Steel  

Reynolds  Metals   

Ricoh  (|apan|   

Roadway  Express  

Safeway  Stores  

Santa  Fe  Intl  

Savin   

Jos.  Schlitz  Brewing  

Societe  Nationale  Elf  Aquitaine  (France)   

Sony  (|apan|   8,  4? 

System  99   

TREK  Services   

Teleprompter  

Texaco   

Texas  Federal  Savings  &  Loan  Assn  

Texasgulf   

Tiger  Intl   

Time  Inc   2 

Turner  Broadcasting  

Union  Oil  of  California   

Union  Pacific   * 

Uniroyal  

U.S.  Home   

U.S.  Steel  11 

Value  Line   

Volkswagen  |W  Germany!   

Western  Bancorporation   

Western  Co  of  North  America   

Western  Oil  Shale   

Westinghouse   

Williams  Co   

Xerox  

Yellow  Freight  System   

Young  &  Rubicam   

Zenith  


Do  you  know  anybody 
who  is  somebody  in  busine 
who  does  not  read 
Forbes  Magazine? 
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Flashbacks 


Edited  By  Dero  A.  Saunders 


The  more  things  change.  .  .  ." 
:ms  from  past  issues  of  Forbes 


:y  years  ago  in  Forbes 

U.S.  Steel  Corporation  has  re- 

i  wages  for  the  third  time  since 
ecline  in  steel  prices  began.  The 
t  reduction  became  effective  on 
ist  29,  and  amounted  to  7  cents 
our  for  unskilled  labor,  bringing 
ate  down  to  30  cents  an  hour — 
evel  which  prevailed  on  May  1, 
fudge  Gary  also  announced  that 
r  wages  and  salaries  would  be 
ably  adjusted.'  " 

automobile  industry,  which  is 
imentally  sound,  is  suffering 
the  same  troubles  that  vex  the 
cotton,  woolen,  leather  and  oth- 
Justries,  according  to  W.C.  Du- 
President  of  the  Durant  Motors, 
But,'  he  says,  'its  recovery  will  be 


FoRBESfounder  B.C.  Forbes 


lsingly  rapid,  taking  the  lead  in 
(trial  activity.  The  automotive 
itry  is  and  will  continue  to  be  an 
tial  factor  in  the  development  of 
ivhole  civilization.  It  has  gone 
igh  its  period  of  reconstruction, 
s  reorganized  its  policies  and 
ods  to  meet  the  new  order  of 
s,  and  is  better  prepared  today 
running  start  than  almost  any 
branch  of  industry.  .  .  .  Prosper- 
eans  an  expansion  of  transporta- 
acilities.  The  burden  of  transpor- 
l  expansion  will  fall  to  the  auto- 
le.  The  automobile  will  meet  the 
nd  upon  it.'  " 


y  years  ago 

eked  out  of  the  ring  [by  illness] 
iur  months,  the  writer  has  had 
e  opportunity  to  ponder  what  it 
about.  .  .  .  Born  into  a  large  fam- 
meager  means,  and  in  a  locality 
s  it  called  for  unremitting  toil  to 
',  a  sparse  existence  from  the  soil, 
i  from  my  earliest  years  taught 
life  was  a  hard,  stem  struggle, 
toil  and  tribulation  were  the 
ion  human  lot,  that  if  a  man 
d  not  work  he  could  not  hope  to 
Religion  was  portrayed  no  more 
stively  than  life.  .  .  .  The  Shorter 
:hism,  which  we  wrestled  with 
we  could  recite  it  from  end  to 
aid  down:  'Man's  chief  end  is  to 
y  God  and  enjoy  Him  forever.' 
/e  had  it  drummed  into  us  that 
was  to  be  feared  rather  than 
or  enjoyed.  Also,  that  man's 
end  was  to  slave  and  pinch  and, 
nanly  possible,  save. 


"Such  conceptions  of  life  and  of 
religion  I  have  shed.  A  religion  which 
does  not  enrich  and  enlarge  life  here 
and  now,  which  does  not  generate 
joyousness,  which  denies  rewards  for 
worthiness  this  side  of  the  grave,  is  not 
worthwhile,  has  not  and  should  not 
have  an  irresistible  appeal  to  a  normal- 
ly minded  human  being.  Such  was 
totally  different  from  the  brand  of 
religion  Christ  enunciated,  I  am  pro- 
foundly convinced.  The  Old  Country 
concentrated  mainly  on  the  Old  Testa- 
ment. The  New  Testament  fits  better 
into  the  New  World  and  the  new  day. " 

— Editor  B.C.  Forbes 

"The  spectacular  moves  of  Governors 
Murray  of  Oklahoma  and  Sterling  of 
Texas  have  temporarily  cut  off  two- 
fifths  of  the  crude  oil  production  of 
the  United  States.  However  much  we 
may  deplore  the  means,  we  cannot 
but  applaud  the  result  which  will  lop 
off  nearly  1,000,000  barrels  from  the 
daily  output.  With  huge  quantities  of 
oil  in  storage  ...  an  end  to  the  slaugh- 
tering of  values  was  fervently  to  be 
desired. 

"With  temporary  martial  law  shut- 
ting off  production  in  the  rampant 
East  Texas  fields,  the  Texas  Legisla- 
ture has  adopted  a  conservation  mea- 
sure which  is  pleasing  to  oil  men. 
Control  of  production  will  be  in  the 
hands  of  the  Railroad  Commission, 
and  it  is  estimated  that  the  new  act 
will  cut  the  state's  production  20%." 

The  economic  savagery  of  the 
Great  Depression  is  well  illustrated  by 
Texas'  and  Oklahoma's  experience  in 


trying  to  limit  the  flow  of  excess  oil. 
In  both  states  a  shrinking  market  co- 
incided with  vast  new  discoveries — 
especially  in  the  huge  East  Texas  field, 
where  output  soared  from  25,000  bar- 
rels a  day  in  early  1931  to  1  million 
within  six  months,  driving  prices 
down  to  10  cents  a  barrel  and  below. 

When  both  states'  early  conserva- 
tion/limitation efforts  met  with  local 
opposition  ranging  from  court  injunc- 
tions and  evasion  to  armed  resistance, 
in  August  of  1931  Governors  William 
H.  "Alfalfa  Bill"  Murray  of  Oklahoma 
and  Ross  Sterling  of  Texas  sent  troops 
into  major  producing  areas  and  closed 
down  the  wells.  For  the  next  14 
months  the  prorationing  orders  of  the 
Texas  Railroad  Commission  were  en- 
forced by  troops,  at  times  in  defiance 
of  federal  court  injunctions.  In  May 
1932  the  Supreme  Court  finally  ruled 
that  it  was  reasonable  to  prevent 
physical  waste  by  limiting  output  to 
market  demand,  and  that  the  price 
effects  of  such  limitation  did  not  con- 
stitute price-fixing.  But  by  July  of 
1932  the  price  was  up  to  85  cents. 


Twenty  five  years  ago 

"The  New  Haven's  President  George 
Alpert  took  a  long  look  at  his  rail- 
road's prospects  last  month  when  he 
signed  a  299-year  lease  on  a  projected 
station  for  New  Rochelle,  N.Y.  'That 
is  long  enough,'  said  he.  'After  being 
president  of  the  New  Haven  for  seven 
months,  I  am  confident  there  will  not 
be  any  railroad  in  299  years.'  " 

"That  most  exclusive  of  industrial 
clans,  the  Billion  Dollar  Sales  Chfb, 
received  a  new  member  last  month: 
famed,  old  (119  years)  Procter  &  Gam- 
ble Co.,  the  U.S.'  largest  maker  of 
soaps  (Ivory,  Camay)  and  synthetic 
detergents  (Tide,  Cheer,  Dreft),  as 
well  as  a  big  producer  of  shortenings 
(Crisco)  and  toiletries  (Gleem  tooth- 
paste, Prell  shampoo,  Lilt  home  per- 
manents).  Reporting  for  its  fiscal  year 
ended  June  30,  P&G  posted  sales  of 
$1,038.3  million  .  .  .  more  than 
enough  to  qualify  it  as  the  34th  mem- 
ber of  U.S.  industry's  most  exalted 
and  exclusive  elite." 

Thanks  to  the  continued  growth  of 
the  U.S.  economy,  499  companies 
qualified  for  the  Billion  Dollar  Sales 
Club  last  year  (Forbes,  May  11).  Even 
allowing  for  more-than-tripled  prices 
in  the  meantime,  some  170  compa- 
nies would  still  have  qualified  at  1956 
price  levels. 
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I  always  try  to  tell  them 
that  it's  what  you  learn 
after  you  know  it  all 
that  really  counts. 
1  Larry  S  Truman 


Education  is  what  survives 
when  what  has  been  learned 
has  been  forgotten. 
B.F.  Skinner 


Perhaps  the  most  valuable 
result  of  all  education 
i s  the  ability  to  make 
yoursclt  do  the  thing 
you  have  to  do,  when  it 
ought  to  be  done,  whether 
you  like  it  or  not. 
Thomas  H.  Huxley 


The  best  effect  of  any 
book  is  that  it  excites 
the  reader  to  self-activity. 
Thomas  Carlyle 


A  Text . . . 

To  give  subtilty  to 
the  simple,  to  the 
young  man  knowledge 
and  discretion. 

Proverbs  1:4 


Sent  in  by  Jennifer  Moran,  Pennington, 
N.|  What's  your  tavonte  text'  The  Forbes 
Scrapbook  ot  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of  texts  used. 


Education  is  to  teach 
men  not  what  to  think 
but  how  to  think. 
Calvin  Coolidge 


There  is  no  lack  of 
opportunity  for  learning 
among  us.  What  is  lacking 
is  a  respect  for  it  ...  an 
honest  respect  such  as  we 
now  have  for  technical 
competence  or  business 
success. 

Whitney  Griswold 


Thoughts 

on  the  Business  of  I  jfe 


Vitally  important  for  a 
young  Did)/  oryoung  woman 
is.  first,  to  realize  the 
value  of  education,  and 
then  to  cultivate  earnestly, 
aggressil  'el\ ;  ceaseless/)  < 
the  habit  of  self  education 
w  ithout  fresh  supplies  of 
knowledge,  the  brain  will 
not  dei  vldj  i  healthily  and 
vigorously  any  more  that! 
the  body  can  he  sustained 
ii  ithout  fresh  supplies 
of  food. 
B.C.  Forbes 


The  object  of  education 
is  to  prepare  the  young 
to  educate  themselves 
throughout  their  lives. 
Robert  M.  Hutchins 


The  real  purpose  of  books 
is  to  trap  the  mind  into 
doing  its  own  thinking. 
Christopher  Morley 


Lessons  are  not  given, 
they  are  taken. 
Cesare  Pavese 


Learning  is  often  spoken 
of  as  if  we  were  watching 
the  open  pages  of  all 
the  books  which  we  have 
ever  read,  and  then, 
when  occasion  arises,  we 
select  the  right  page  to 
read  aloud  to  the  universe. 
Alfred  North  Whitehead 


More  than  3.000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a 
574-page  book  at  SI  1.95.  Send  check  and 
order  to:  Forbes  Inc..  60  Fifth  Ave.,  New 
York.  N.Y.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


The  difference  between 
intelligence  and  education 
is  this'  intelligence  will 
make  you  a  good  living. 
Charles  F.  Kettering 


Most  ignorance  is  vincible 
ignorance.  We  don't  know 
because  we  don't  want  to  know. 
Aldous  Huxley 


The  mind  itself  must,  like 
other  things,  sometimes  be 
unbent;  or  else  it  will  be 
either  weakened  or  broken. 
Philip  Sidney 


So  long  as  man  is 
capable  of  self-renewal 
he  is  a  living  being. 
Henri  Frederic  Amiel 


There  are  books  in  which 
the  footnotes,  or  the 
comments  scrawled  by  some 
reader's  hand  in  the  margin, 
are  more  interesting  than 
the  text.  The  world  is 
one  of  these  books. 
George  Santayana 


We  should  treat  our  minds 
as  innocent  and  ingenuous 
children  whose  guardian  we 
are — be  careful  what  objects 
and  what  subjects  we  thrust 
on  their  attention. 
Henry  David  Thoreau 


The  ability  to  think  straight, 
some  knowledge  of  the  past, 
some  vision  of  the  future, 
some  skill  to  do  useful 
service,  some  urge  to  fit 
that  service  into  the  well- 
being  of  the  community — 
these  are  the  most  vital 
things  education  must  try 
to  produce. 

Virginia  Gildersleeve 


Cultivation  is  as  necessary 
to  the  mind  as  food  is  to 
the  body. 
Cicero 
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I  FOUGHT  A  BATTLE  HERE. 
I'M  GLAD  I  LOST." 

-FRANK  BORMAN,  PRESIDENT,  EASTERN  AIRLINES 


£3 

or  Lines.  Inc 


"When  Congress  wanted  to  deregulate 
the  airlines,  I  wasn't  sure  Eastern  could 
survive.  I  was  wrong.  Because  I  underesti 
mated  the  people  of  Eastern.  They  worked  hard  to  get  you  to  fly  us  instead  of 
somebody  else. 

And  according  to  a  recent  C.A.B.  Report  on  complaints  per  100,000  passengers 
boarded  during  1980,  Eastern's  standing  improved  to  third  best  among  trunk  airlines. 
Above  American.  Above  TWA.  Above  Pan  Am  and  Braniff. 

Maybe  that's  one  reason  why  more  people  have  chosen  to  fly  Eastern  than  any  othei 
airline  in  the  free  world.  For  two  years  in  a  row. 

There  may  be  more  competition,  but  we're  a  much 
better  airline  than  before. 

And  I'm  glad  to  say  it's  because  of  our  people. 

After  all,  I  may  get  you  to  fly  Eastern 
once,  but  they're  the  ones  who  make  you 

want  to  come  back!'  I    fcZ  K"t  I^J 

WE  HAVE  TO  EARN  OUR  WINGS  EVERYDAY 


tegin  your  Executive  Program®  to  success 


flaryaid 


CLARENCE  D. 
cO^  NKZKER50N 


JOHNLCOOBS 


I  MANAGEMENT 

§  TASKS  fitSPOKSlBIUTIES  PRflCTfCES 

§      PETER  F.  DRUCKER 


ACCOUNTING 
HANDBOOK 

NON 

ACCOUNTANTS 


ake  this  $60.00  Basic  Management  Library  for  only  $3.95 
as  your  introduction  to  The  Executive  Program® 

You  simply  agree  to  buy  3  more  books  — at  handsome  discounts  — within  the  next  12  months. 


is  carefully  selected  three-volume 
is  guaranteed  to  increase  your 
owledge  of  all  facets  of  manage- 
:nt  by  giving  you  the  skills,  tools, 
d  techniques  necessary  to  succeed. 


KVARD  BUSINESS  REVIEW— ON  HU- 
N  RELATIONS.  The  human  side  of  man- 
nent.  Includes:  •  Putting  Judgement  Back 
the  Manager's  Job  •  Developing  People's 
nts  •  Intuitive  Ways  of  Relating  to  People  • 
g  an  Effective  Leader.  Publisher's  Price: 
00 


HUNTING  HANDBOOK  FOR  NON- 
:OUNTANTS.  Second  Edition.  Clarence 
lickerson.  Explains  the  entire  range  of  prac- 
accounting  principles  underlying  all  annual 
trts,  balance  sheets  and  income  statements. 
:ific  areas  including  cash  flow  analysis, 
geting,  depreciation,  ratio  analysis,  asset 
ation  and  income  determination  are  dis- 
ed  in  a  clear,  direct-to-the-point  manner, 
lisher's  Price:  $27.50 


NAGEMENT:  Tasks,  Responsibilities, 
ctices.  Peter  F.  Drucker.  The  emphasis  is  on 
accomplishments  that  a  successful  manager 
is  to  achieve.  Chapters  include:  The  Power 
Purpose  of  Objectives,  Making  Work  Pro- 
tive,  Managerial  Communication,  Decision 
dng,  Organizational  Structure,  Business 
Government,  Managing  Growth  and  Di- 
ity  and  much  more.  Case  histories  are  in- 
led.  839  pages.  Publisher's  Price:  $17.50 


The  Executive  Program®  is  a  profes- 
sional book  club.  For  almost  two 
decades  we've  been  helping  men  and 
women  keep  up  with  the  swiftly 
changing  world  of  business.  We  have 
the  books  that  give  you  the  know-how 
to  keep  moving  forward  in  your  ca- 
reer— from  how  to  influence  people 
to  how  to  develop  fresh  business 
ideas,  from  finance  to  management  to 
promotion.  Join  now  ana  see  for 
yourself. 

4  Good  Reasons  to  Join 


1 .  The  Finest  Books.  Of  (he  hundreds  and  hundreds  of 
books  submitted  lo  us  each  year,  only  the  very  finest 
are  selected  and  offered.  Moreover,  our  books  are 
always  of  equal  quality  to  publishers'  editions,  never 
economy  editions. 

2.  Big  Savings.  In  addition  to  getting  the  Basic  Man- 
agement Library  for  only  $3.95  when  you  join,  you 
keep  saving  substantially — up  to  30%  and  occasionally 
even  more.  (For  example,  your  total  savings  as  a  trial 
member — including  this  introductory  offer — can  eas- 
ily be  over  50%.  That's  like  getting  every  other  book 
free!) 

3.  Bonus  Books.  Also,  you  will  immediately  become 
eligible  to  participate  in  our  Bonos  Book  Plan,  with 
savings  of  70%  off  publishers '  prices . 

4.  Convenient  Service.  At  3-4  week  intervals  ( 1 6  times 
per  year)  you  will  receive  the  Book  Club  News,  describ- 
ing the  Main  Selection  and  Alternate  Selections,  to- 
gether with  a  dated  reply  card.  If  you  want  the  Main 
Selection,  do  nothing  and  it  will  be' sent  to  you  auto- 
matically. I  f  you  prefer  another  selection,  or  no  book  at 
all,  simply  indicate  your  choice  on  the  card,  and  return 
it  by  the  date  specified.  You  will  have  at  least  10  days  to 
decide.  If,  because  of  late  mail  delivery  of  the  News, 
you  should  receive  a  book  you  do  not  want,  we  guaran- 
tee return  postage. 


|  The  Executive  Program®  3-AS3 
|  Riverside,  New  Jersey  08075 


■  Please  accept  my  application  for  trial 
|  membership  and  send  me  the  Basic  Man- 

Iagement  Library-C  (10075),  billing  me 
only  $3.95.  1  agree  to  purchase  at  least 

■  three  additional  Selections  or  Alternates 
"  over  the  next  1 2  months.  Savings  range  up 
I  to  30%  and  occasionally  even  more.  My 

■  membership  is  cancelable  any  time  after  I 
'  buy  these  three  books.  A  shipping  and 
|  handling  charge  is  added  to  all  shipments. 


I 


No-Risk  Guarantee:  If  you  are  not  satis- 
fied—for any  reason— you  may  return 
your  introductory  books  within  10  days 
and  your  membership  will  be  canceled  and 
you  will  owe  nothing. 

Name  


Name  of  Firm . 


(If  you  want  subscription  sent  to  your 
office.) 

Address  

City  

State  


Zip . 


(Offer  good  in  Continental  U.S.  and  Can- 
ada only.  Prices  slightly  higher  in  Can- 
ada.) 


A  GREAT  BALLPLAYER  CA 

NEWSPAPERS  CA 


MCE  IT  TO  THE  HALL  OF  FAME 
IKE  HIM  A  LEGEND. 

>okie  of  the  Year— 1951.  Most  Valuable  Player— 1954  and  1965.  Most 
tins  for  the  year— not  once,  twice  or  even  three  times.  But  four  times, 
ally,  the  number  three  all-time  home  run  hitter, 
complishments  like  these  have  gotten  Willie  Mays  into  baseball's  Hall 

it  newspapers  had  a  lot  to  do  with  getting  him  into  America's  hearts 
ids. 

iwspapers  nicknamed  him  the  "say  hey  kid,"  from  his  favorite  expression, 
iber  reading  about  the  time  he  played  so  hard  in  the  heat,  he  passed  out 
ley  Field?  And  how  about  the  pictures  of  him  making  spectacular  catches 
s  shoulder? 

We  at  Hearst  are  proud  to  have  had  a  small  part 
in  spreading  Willie's  fame. 

We're  in  the  newspaper  business.  We  publish  13 
of  them,  coast  to  coast.  From  the  San  Francisco 
Examiner  to  Albany's  Times  Union  and 
The  Knickerbocker  News. 

But  Hearst  is  a  total  communications 
company.  We  also  publish  20  magazines  like 
Good  Housekeeping  and  Cosmopolitan. 
And  we  distribute  them  in  30  countries,  in 
8  languages. 

We  publish  countless  books.  Best 
sellers  from  Arbor  House  like  "Come 
Le  Wine"  and  from  William  Morrow  like  "Rage  of  Angels."  And 
lorn  Birds"  and  "Ashes  in  the  Wind"  from  Avon, 
s  operate  3  television  stations  and  7  radio  stations  in  major 
s  like  Baltimore,  Pittsburgh  and  Milwaukee.  We're  even 
ng  cable  TV  networks. 

ng  Features,  home  of  "Popeye"  and  "Blondie,"  is  Hearst  too. 
it's  not  to  mention  other  industries  we're  involved  in.  Like 
>roducts,  ranching  and  real  estate. 

it  basically,  if  you  can  read  it,  watch  it  or  hear  it,  chances  are 
is  involved  in  it. 

5  inform  you,  entertain  you,  challenge  you. 
id  every  day  our  newspapers  bring  you  the  most  vocal  sports 
ge.  On  a  printed  page. 

THE  HEARST  CORPORATION 


eball  star,  Willie  Mays, 
peek  at  an  article  about  himself, 
i  from  one  of  our  current 
TV  commercials. 


We  talk  to  millions  of  you.  One  at  a  time. 
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unsheltered  mortgage 
market 
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business  is  business. 


31  Canada: 

Go  North,  Young  Man 

With  the  Canadian  dollar  hovering  near  its 
lowest  level  in  a  half-century,  big  money  is 
flowing  across  the  border. 
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37  Companies: 
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Ray  Hunt  is  the  poor  Hunt — he  is  worth  only 
$1  billion.  He  also  may  be  the  smartest  Hunt 
of  this  generation. 
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Standard  Oil  Of  California 

Why  does  "the  healthiest  oil  company  in  the 
world"  sell  at  24  cents  on  the  dollar? 
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The  power  of  a  simple  idea. 

46  Insurance: 

Gimme  That  Old-Time  Fraternity 

In  the  life  insurance  game,  it's  worth 
millions. 

55  Ethical  Drugs: 
The  24-Hour  Flu? 

The  industry's  profits  ailment  may  well  be 
only  that. 

60  Oil  And  Gas: 
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A  slowdown  in  the  North  Sea. 
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Frank  Crossen.  That's  not  heresy,  just  the 
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Charles  P.  Kindleberger 

MIT's  renowned  economic  historian  says  the 
U.S.  is  copping  out. 
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Bill  Baldwin 


For  sale 

Bill  Baldwin,  who  wrote  this  issue's  cov- 
er story  on  housing  finance  (p.  150),  has 
been  brooding  about  the  health  of  the 
real  estate  market  for  wholly  personal 
reasons,  too.  A  for  sale  sign  is  about  to 
go  up  on  his  cooperative  apartment  in 
Washington,  D.C.  Soon,  he  will  be  mov- 
ing to  Houston  to  take  over  as  manager 
of  Forbes'  bureau  there. 

His  one-bedroom  apartment,  only  re- 
cently thoroughly  renovated,  is  nicely 
situated  in  the  Adams  Morgan  area, 
across  the  street  from  the  National  Zoo. 
"Except  for  the  6  a.m.  hooting  from  the 
gibbons,  this  is  a  nice  place  to  live," 
Baldwin  says.  "But  now  is  no  time  to  be 
selling.  Not  only  is  the  market  soft  generally,  but  in  Washington  it's 
been  in  a  tailspin  since  Ronald  Reagan  came  to  town,  vowing  to  send 
all  the  bureaucrats  packing." 

Baldwin  has  been  trying  to  look  on  the  bright  side.  "We  co-op  owners 
haven't  felt  the  collapse  in  the  mortgage  market.  That's  because,  down 
here  at  least,  you  could  never  get  a  mortgage  on  a  co-op  anyway.  In  New 
York  City  the  banks  look  upon  co-ops  as  solid  collateral.  In  D.C.  they 
consider  them  on  a  par  with  fraternity  houses." 

A  Harvard  graduate  ('73)  and  journalist  for  the  past  six  years, 
Baldwin  has  been  covering  the  stock  market,  taxes  and  local  corpora- 
tions since  joining  Forbes'  Washington  bureau  last  year.  Hobbies?  He 
answers  that  he  considers  himself  "a  great  indoorsman,"  having  spent 
weekends  for  the  last  year  sanding,  nailing  and  painting. 

He  has  been  thinking  of  renting  the  place.  He  likes  his  9%  mortgage 
(held  by  the  previous  owner).  On  the  other  hand,  he  says  he'll  consider 
any  offer  over  $52,500.  Creative  financing  a  must. 

What  relief? 

The  audible  sighs  of  relief  heard  round  the  world  following  the  recent 
OPEC  meeting  in  Geneva  are  merely  another  grateful  whimper. 
OPEC's  current  inability  to  restore  the  cartel's  internal  discipline  and 
stick  energy-dependent  nations  large  and  small  with  still  more  extor- 
tionate bills  for  their  crude  oil  is  cheering  only  for  the  moment.  The 
more  durable  fact  is  that  today,  almost  eight  years  after  the  first 
"shocks,"  the  U.S.  economy  is  still  in  thrall  to  what  the  oil  potentates 
do  or  do  not  do. 

Not  only  the  U.S.  economy  but  even  its  diplomacy  is  at  hazard 
whenever  OPEC  meets.  Unappeased — will  they  get  those  AWACS?- 
the  Saudis  could  turn  OPEC's  present  disarray,  overnight,  into  a 
united  front  once  again. 

A  measure  of  progress  toward  energy  independence  has  undoubted- 
ly been  made — chiefly,  through  conservation  motivated  by  price  rises. 
And  at  last,  thanks  to  Mexico's  new  eagerness  to  export  more  oil,  it 
appears  that  substantive  progress  will  be  made  in  building  a  signifi- 
cant strategic  oil  reserve.  But  much  more  could  be  done,  especially  in 
tapping  U.S.  coal  reserves,  than  we  seem  ready  to  undertake.  We  keep 
reading  in  the  newspapers  these  days  about  "glut."  We  sigh,  relieved, 
and  contemplate  paying  a  penny  or  two  less  for  a  gallon  of  unleaded 
gas.  The  real  story  continues  to  be  the  certainty  of  scarcity,  either  real 
or  created  by  the  oil  cartel. 


Managing  Editor 
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Trends 


Edited  By  Jf>hn  A.  (Conway 


The  Fed's  fees 

To  meet  one  mandate  of  the  Mone- 
tary Control  Act  of  1980,  the  Federal 
Reserve  is  beginning  to  charge  for  ser- 
vices such  as  check  clearance  and 
cash  transport  that  it  used  to  give 
away  to  member  banks.  The  Fed  now 
clears  a  daily  average  of  65  million 
checks,  for  example,  almost  half  the 
number  written.  The  rest  are  han- 
dled— for  a  fee — by  private  services, 
most  notably  the  New  York  Clearing 
House,  owned  by  12  of  the  city's  big 
banks.  The  new  charges,  the  Fed  ex- 
pects, may  cost  it  5%  to  20%  of  the 
check  volume  it  now  has,  but  it  esti- 
mates that  if  the  fees  for  this  and  its 
other  services  had  been  in  effect  for  all 
of  1981,  they  would  have  brought  in 
about  a  billion  in  revenues.  Not  every- 
body is  happy  about  the  change.  The 
Treasury,  which  gets  any  income  left 
after  the  Fed  pays  its  expenses,  is  nat- 
urally delighted.  Donald  Buchanan, 
chairman  of  the  American  Bankers 
Association  task  force  on  Fed  policies, 
is  wary.  "How  reasonable  is  it  to  have 
the  regulator  of  the  payments  system 
also  be  the  operator?"  asks  Buchanan, 
who  is  executive  vice  president  of 
North  Carolina  National  Bank.  The 
Fed  should  be  the  "processor  of  last 
resort,"  he  says. 


Pain  on  the  sidelines 

Builders  and  brokers  aren't  the  only 
ones  taking  a  beating  in  real  estate. 
The  billion-dollar  title  insurance  in- 
dustry is  also  feeling  the  pain  of  de- 
pressed housing  sales  and  climbing 
mortgages  rates.  Last  year  the  title 
firms  showed  a  S63.6  million  loss  on 
operatmg  revenues  of  SI. 2  billion;  in 
1 979  they  made  S5 1 .3  million  on  S 1 .36 
billion.  Premiums  have  moved  up  with 
real  estate  prices  but  costs  have  offset 
the  increases.  Ticor,  the  industry  lead- 
er, had  a  pretax  loss  of  S2.9  million  for 
1980,  and  second-biggest  Chicago  Ti- 
tle &  Trust  lost  S200,000,  the  first  red 
ink  in  its  134-year  history.  Chicago 
Title,  moreover,  has  a  special  prob- 
lem— dwindling  business  in  Cook 
County,  for  20  years  its  private  turf. 
Smaller  regional  companies  have 
moved  in,  and  one  fast  comer  is  a 
lawyer-owned  firm  in  Champaign,  111., 
the  17-year-old  Attorneys  Title  Guar- 
anty Fund.  Starting  with  the  premise 
that  a  lawyer's  opinion  is  essential  to 
any  real  estate  transaction,  the  fund 
now  has  2,50G  members  in  Illinois, 
and  reported  a  61%  increase  in  policy 
volume  and  an  85%  jump  in  premiums 


during  the  first  seven  months  of  198 1 . 
Because  members  issue  policies  indi- 
vidually, the  fund  needs  no  branch 
offices  or  similar  overhead.  It  has,  in 
fact,  lowered  its  rates  four  times  in  the 
last  seven  years. 


The  durable  bureaucrat 

Even  with  the  White  House  taking 
dead  aim  at  them,  bureaucracies  take  a 
lot  of  killing.  Eight  months  ago,  when 
the  President  scrapped  price  controls 
on  oil,  the  Department  of  Energy  had 
1,993  employees  enforcing  those  regu- 
lations. Did  no  controls  mean  no  en- 
forcers? Hardly.  The  DOE's  Economic 
Regulatory  Administration  still  has 
1,418  of  them  "winding  up"  the  oil 
controls.  The  docket  still  has  close  to 
2,000  cases  of  alleged  violations,  and 
the  ERA  is  slated  to  get  S28.5  million 
to  keep  winding  up  for  fiscal  1982.  But 
500  or  so  employees  have  departed? 


Secretary  of  Energy  James  Edwards 


They  don  t  even  fade  away. 


Again,  hardly.  About  100  have  been 
shifted  within  the  DOE,  and  400  or  so 
have  transferred  to  other  parts  of  the 
government,  retired  or  found  private 
jobs.  Of  the  1,993  original  regulators  in 
the  ERA,  exactly  77  have  been 
bounced  out.  Secretary  of  Energy 
James  Edwards  now  has  plans  to  fire 
another  442  before  the  end  of  Septem- 
ber. Keep  counting. 


At  home  abroad 

If  Americans  can't  run  an  American 
industry  profitably,  why  are  strangers 
so  eager  to  try?  In  the  past  ten  years, 
U.S.  producers  of  ferroalloys,  those 


small  but  vital  ingredients  of  steel  and 
specialty  metals,  have  been  dropping 
out.  All  were  hit  hard  by  the  quantum 
jump  in  power  prices  and  new  envi- 
ronmental and  safety  regulations,  but 
the  final  blow  for  most  came  when 
foreign  producers  of  ores  not  mined  in 
the  U.S.  built  their  own  refineries  at 
home.  No  U.S.  producer  could  match 
the  resultant  lower  prices.  Curiously, 
however,  foreign  companies  have 
been  snapping  up  American  plants  (at 
distress  prices,  of  course)  and  by  one 
estimate,  70%  of  ferroalloy  capacity 
here  is  now  owned  by  Norwegians, 
West  Germans,  Belgians,  Canadians, 
Mexicans  and  South  Africans.  One 
reason  is  that  the  U.S.  is  one  of  the 
biggest  markets  for  ferroalloys  in  the 
world.  And  the  world  being  what  it  is, 
American  customers  are  willing  to 
pay  a  little  more  for  the  product  made 
at  home.  The  foreign  owners  are  also 
betting  that  U.S.  energy  costs  will  in 
the  long  run  prove  lower  than  else- 
where, which  would  make  the  domes- 
tic product  more  competitive.  Mean- 
while, they  are  overlooking  no  bets. 
The  Ferroalloys  Association — includ- 
ing the  foreign-owned  members — has 
just  applied  for  Washington's  help  in 
combating  imports. 


The  windup  lives 

The  windup  watch  may  seem  to  be 
going  the  way  of  the  sundial  but  not  to 
Japanese  manufacturers.  More  than 
half  the  watches  sold  in  industrialized 
countries  are  quartz,  but  one  of  Ja- 
pan's biggest  makers,  Citizen  Watch 
Co.,  is  boosting  its  production  ofl 
mechanical  timepieces — currently  15 
million  a  year — by  50%.  The  reason: 
Windups  are  the  big  sellers  in  the 
developing  Third  World,  where  bat- 
teries for  the  quartz  watches  are  not 
easy  to  find. 


Blacks  in  business 

Campuses  and  corporations  are  mak- 
ing a  new  effort  to  bring  more  blacks 
(and  other  minorities!  into  business. 
Figures  from  the  Department  of  Edu- 
cation did  show  143,000  black  stu- 
dents enrolled  in  college  business 
courses  last  fall,  a  respectable  ratio  to 
the  1.16  million  whites  taking  such 
studies.  On  the  graduate  level,  howev- 
er, where  corporate  recruiters  tend  to 
focus  most,  the  gap  was  great — 
173,000  whites  and  7,400  blacks. 
"Black  students  normally  head  for 
law,  medicine  or  teaching,"  says  Peter 
Scarperi,  a  Johnson  &  Johnson  execu- 
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ve  who  runs  a  summer  business  edu- 
ition  program  for  minority  high 
:hool  seniors.  It  involves  month-long 
ommer  sessions  for  groups  of  30  who 
)end  the  time  meeting  college  busi- 
ess  faculty  and  working  corporate 
tecutives  (not  including  personnel 
irectors,  Scarperi  points  out).  Michi- 
in,  Northwestern  and  Pennsylva- 
ia's  Wharton  School  are  in  the  pro- 
■am  now;  Columbia  and  Texas  will 
>in  next  summer,  five  other  schools 
/  1985.  With  support  from  40  blue- 
lip  corporations,  the  two-year-old 
rogram  is  tagged  LEAD  (for  "leader- 
hp,  education  and  development"). 

Joy  among  the  tree  men 

emodelers  and  do-it-yourselfers  have 
;come  the  heroes  of  the  building- 
laterials  industry.  Despite  the  new- 
)me  doldrums,  Georgia-Pacific, 
umber  one  in  plywood  and  number 
tree  in  wood  building  materials,  says 
lat  for  the  first  time  remodeling 
lies  have  topped  its  new-home  con- 
ruction  business.  During  the  first 
ilf  of  this  year,  sales  to  the  hammer- 
jur-own  set  rose  41%,  to  $549  mil- 
an,  from  the  1980  first-half  figure  of 
590  million.  New-home  business 
iring  those  periods  rose  less  than 
>%,  from  $461  million  to  $548  mil- 
3n.  Stanley  Dennison,  senior  vice 
esident  of  the  forest-products  com- 
iny,  says  remodelers  have  found 
;reat  incentives"  in  climbing  con- 
ruction  costs  and  mortgage  rates, 
rhe  tract  houses  of  the  Sixties  and 
;venties  are  prime  candidates  for  re- 
odeling  and  additions  during  the 
ghties,"  he  says.  What's  more,  he 
es  the  trend  holding  up,  estimating 
l  11%  increase  in  the  residential  re- 
odeling  market  to  more  than  $51 
llion  this  year  and  to  nearly  $65 
llion  by  1983. 

Lincoln  in  zinc 

be  much-talked-of  zinc  penny — 
r.6%  zinc  and  2.4%  copper- — will 
ach  the  changemakers  early  next 
:ar.  The  Mint  has  given  an  $8.7  mil- 
)n  contract  to  a  Tennessee  manufac- 
rer  for  new  blanks  to  replace  the 
esent  95% -copper  cent.  Eventually, 
cording  to  Frank  Annunzio,  the  Illi- 
)is  Democrat  who  heads  the  House 
linage  subcommittee,  the  switch 
lould  save  $76,000  a  day  on  the  cost 
producing  12  billion  pennies  a  year, 
nee  copper  is  twice  as  expensive  as 
nc.  The  new  coin  will  be  19%  lighter, 
it  with  its  copperplated  faces  and 
[ges,  "I  doubt  that  anyone  will  even 
)tice  the  difference, "  Annunzio  says. 


IRBES,  SEPTEMBER  14,  1981 


Every 
investme 
portfoli 
should 
have 
a  silver 
lining 


If  you're  still  questioning  the  vc 
investment,  take  this  simple  test: 

Choose  any  investment  in  your  portf  oho  and  compare  its 
price  today  with  its  price  two  years  ago. 

Now  do  the  same  with  silver,  gold  or  platinum.  As  you 
can  see,  precious  metals  have  out-performed  your  other 
investments  and  stayed  ahead  of  inflation. 

At  Premex,  we  do  more  than  just  sell  precious  metals. 
We  provide  guidance  in  helping  you  maximize  gains  and 
protect  your  assets  from  inflation.  We  offer  a  wide  variety 
of  programs,  including  one  that  allows  you  to  control  up  to 
four  times  as  much  precious  metal  as  your  initial  dollar 
investment. 

Our  free  "Opportunities  in  Precious  Metals"  brochure 
has  more  details.  Write  or  call  toll-free  for  a  copy  today. 


F191 


Gentlemen:  Please  send  me  your  informative  free 
Investment  guide:  "Opportunities  in  Precious  Metals!' 

NAME   


ADDRESS. 
CITY  


STATE. 


_ZIP_ 


PREMEX 

Registered  CFTC 


HOME  PHONE. 


BUSINESS  PHONE 


7670  Opportunity  Road,  P.O.  Box  11982,  San  Diego,  California  92111 

Or  call  toll-free:  (800)  854-2222 

In  Calif.,  call:  (800)  532-3776 

When  you  call  Premex.  ask  for  extension  number  959  for  the 
fastest  personal  service. 


Follow-Through 


I0ND0N 

for 

LESS 

Businessmen  like  staying 
at  London  Tara  Hotel.  It's  one  of 
the  largest,  most  modern  hotels  in  London 
with  bath,  shower  and  color  tv  in  every  room. 

A  central  Kensington  location  that  puts 
business  and  entertainment  within  easy  reach. 
Plus  conference  facilities,  restaurants  and 
cocktail  lounges  all  under  the  same  roof. 
Call  800-223-6537    N.Y.  State  800-631-7917 
N.Y.C.  557-1110. 


"Based  on  current  conversion  rales  Per  person  oei  nigh! 
double  occupancy  Rale  effective  until  Oci  31  1981 


INVESTMENT  OPPORTUNITIES 


TAX  SHELTERS 
POSITIONS  AVAILABLE 
BUSINESS  OPPORTUNITIES 
REAL  ESTATE,  ETC. 

Turn  to  pages  247-248-249 
of  this  issue  for 

Forbes 
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Henry's  hill 

After  Henry  Ford  acquired  the  500- 
mile  Detroit,  Toledo  &  Ironton  Rail- 
road during  the  Twenties,  Forbes 
commented  that  "our  Henry  will  stir 
up  the  dust  of  some  of  these  drier- 
than-bones  old  railroaders"  (Mar  15, 
1926).  Forbes  was  right.  By  the  time 
Ford  sold  his  railroad  to  the  Pennsyl- 
vania in  1929  for  $36  million  (he  had 
paid  $5  million  for  it),  the  auto  pio- 
neer had  transformed  the  DTI  from 
two  streaks  of  rust  into  a  smoothly 
operating  coal  hauler,  with  half  its 
business  coming  from  his  own  vast 
River  Rouge  complex,  the  rest  from 
outside  customers.  He  had  also  re- 
drawn the  map  of  Ohio. 

The  rebuilding  of  northeast  Ohio 
came  when  Ford  decided  to  straighten 
some  kinks  in  the  DTI's  north-south 
right  of  way.  The  big  east-west  lines 
promptly  refused  to  let  him  cross 
their  tracks  at  grade  level.  Our  Henry 
solved  that  by  creating  a  7-mile  hill 
along  the  new  route;  where  his  35- 
foot-high  hill  met  the  protesting  rail 
lines,  he  left  a  cut  and  built  bridges 
over  them.  The  result  was  a  shortcut 
that  saved  his  freight  trains  35%  in 
running  time.  In  all,  the  horse-drawn 
carts  Ford  hired  had  moved  2.6  mil- 
lion cubic  yards  of  dirt  and  his  crews 
had  built  eight  steel-and-concrete 
bridges. 

Today  the  gandy  dancers  are  back 
on  Henry's  hill,  working  for  the 
Grand  Trunk  Rail  System,  the  Cana- 
dian National  Railway  subsidiary  that 
bought  the  DTI  for  $25.6  million  in 
June  1980.  It  did  so  after  beating  off 
objections  from  the  Chessie  and  the 
Norfolk  &  Western,  which  wanted 
the  DTI's  coal-carrying  capacity  for 
their  own  billion-dollar  lines.  (Grand 
Trunk  has  about  $240  million  in  rev- 
enues.) The  new  owner  is  replacing  14 


miles  of  Henry's  old  track  with  quar- 
ter-mile lengths  of  115-pound  welded 
rail.  When  the  job  is  completed,  the 
clickety-clack  that  Henry  Ford  lis- 
tened to  in  his  private  car,  the  Fair- 
lane,  will  disappear,  but  the  hill  he 
built  to  speed  his  trains  and  confound 
his  rivals  will  stand  as  one  more  of  his 
monuments. 

New  York's  newspaper  war 

"Manhattan  free-for-all"  was  Forbes' 
phrase  for  the  media  war  that  started 
in  New  York  a  year  ago  (Aug.  4,  1980). 
The  morning  News,  biggest  U.S.  daily 
until  passed  by  the  Wall  Street  Journal, 
was  launching  a  new  evening  edition, 
Tonight,  to  challenge  Rupert  Mur- 
doch's Post,  the  city's  lone  afternoon 
paper.  Armed  with  $20  million  from 
its  parent,  the  Chicago  Tribune  Co., 
News  publisher  Robert  Hunt  talked  of 
"the  most  ambitious  editorial  im- 
provement plan  in  the  61-year  history 
of  this  newspaper."  Murdoch  was 
counterpunching  with  a  morning  edi- 
tion aimed  straight  at  the  News' 
strength. 

Hunt's  high  hopes  ended  last 
month,  when  the  News  decided  To- 
night  had  no  tomorrow  and  killed  it, 
dropping  the  320  hands  it  had  taken 
on  to  produce  it.  Instead  of  the 
300,000  in  new  circulation  from  the 
"upside"  audience  Tonight  was  de- 
signed to  attract,  it  had  garnered 
70,000.  Nor  was  that  all.  The  whole 
paper  was  in  trouble  (total  circulation 
has  dropped  from  1.9  million  to  1.5 
million  in  six  years)  and  Hunt  predict- 
ed an  $11  million  loss  for  this  year, 
despite  revenues  of  $340  million. 
Along  with  the  exodus  of  Tonight's 
newcomers,  the  entire  staff  will  be 
frozen  at  198 1  pay  levels  and  top  man- 
agement will  forego  bonuses  and  take 
a  10%  cut.  "We  made  a  mistake  and 


Horse-drawn  carts  haul  fill  for  Henry  Ford's  railroad 
If  you  cant  beat  'em,  bridge  'em. 
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If  you  were  reconditioning  this  1932 
Auburn,you<d  go  to  an  expert. 

Why  buy  Workers'  Comp.  any  differently? 


■  i 


Jmost  any  insurance  company  can  offer 
a  Workers'  Compensation  program  for 
r  business.  But  finding  the  expertise  to 
<e  it  work  for  you  is  another  matter. 
A  American  Mutual,  nearly  70%  of  our 
iness  is  in  Workers'  Comp.  So  we  know 
re  about  it  than  almost  anybody.  And  we 
•ly  what  we  know  to  what  you  need,  with 
grams  as  individual  as  you  are. 
Ve  can  also  tailor  general  liability  and 
nmercial  auto  insurance  plans  for  you  - 
i  the  same  know-how  we're  known  for. 
o  if  you  value  your  business,  shouldn't 
be  talking  with  the  experts? 


Location  courtesy  of  Heritage  Plantation.  Sandwich.  Massachusetts. 


American 
Mutual 

INSURANCE  COMPANIES.  WAKEFIELD.  MASS.  0 1  880 


Put  Burns  between 
you  and  trouble, 


urns  Guards  were  at  the 
wedding,  controlling 
traffic  and  parking, 
directing  guests,  and 
protecting  the  newlyweds' 
valuable  gifts.  Our  guards 
perform  a  wide  variety  of 
essential  protective  services 
in  shopping  malls,  banks, 
high-rise  office  buildings, 
industrial  facilities,  airports, 
sports  arenas,  convention 
centers  and  nuclear 


1 


power  plants. 


Accident  or  arson? 
LBurns  professional 
agents  perform  many 
investigations  services 
including  confirmation  of 
insurance  claims,  pre- 
employment  screening 
and  credit  checks,  as  well 
as  undercover  operations 
against  theft,  industrial 
espionage  and  m-plant 
narcotics  use  or  sale. 


n 


Burns  Integrated 
Systems  designs, 
installs  and  maintains 
electronic  security 
systems.  Call  on  us  for 
custom-designed  access 
control,  intrusion,  fire, 
alarm,  audio-visual  or 
energy  management 
systems. 


I 


ndustrial  pilferage  alone  now  costs  business  over 
$12  billion  annually.  Burns  will  analyze  your  needs 
and  provide  a  custom  designed  combination 
of  investigations  services,  electronic  equip- 
ment and  uniformed 
guards  to  protect 
your  organization 
and  its  assets. 


We  protect 
your  people, 
your  property, 
your  profits. 

©  1981,  Burns  International  Security  Services. 


PHPPi  Don't  wait 
»  KLbifn    .  ible 
to  strike.  Send  for  our 
helpful  booklet, 
"Protecting  people, 
property  and  profits." 

Burns  International 
Security  Services,  Inc. 

P.O.  Box  10934, Chicago, 

Illinois  60610 

Mail  this  coupon  today. 


Name 


Title 


Company 


Address 


City 


State 


Zip 


Telephone  Area  Code  (  ) 


For  faster  action  call  toll  free-free  800-621-1776  Illinois  312-951-7692  1009B-2 


Fbllow7hit>ugh 

we're  going  to  correct  it,"  Hunt  said. 

What  went  wrong?  Part  of  it  was; 
going  into  the  afternoon  field,  rapidly 
becoming  a  graveyard  for  big-city  dai- 
lies, which  find  their  delivery  trucks 
snarled  in  impenetrable  traffic  and 
their  old  readers  sitting  in  the  suburbs 
watching  TV  newscasts.  Time  Inc., 
the  largest  communications  company 
in  the  world,  folded  the  Washington 
Star  a  month  ago,  after  losing  $85  mil- 
lion in  three  years.  The  Philadelphia 
Bulletin  won  a  last-minute  reprieve 
only  when  employees  agreed  to  give 
up  almost  $5  million  in  wage  and 
benefit  cuts.  The  1,388  afternoon  pa- 
pers may  still  sell  32.8  million  copies  a 
day— but  387  AMs  sell  29.4  million. 

Rupert  Murdoch,  who  had  put  his 
raucous  Post  head-to-head  with  the 
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Rupert  Murdoch 

One  down,  a  long  way  to  go. 

News,  was  probably  least  surprised  by 
the  outcome.  "We  are  not  large  in  the 
market,"  he  told  Forbes  recently, 
"but  competitively  we  are  everything 
because  we  are  stopping  the  News 
from  recovering  its  costs."  The  Post, 
with  1,100  on  its  payroll,  a  quarter  of 
theNews'  staff,  certainly  has  the  edge 
in  costs.  But  it  still  has  to  persuade 
New  York's  big  department  stores  to 
buy  its  space — and  75%  to  80%  of 
newspaper  revenues  come  from  retail 
and  classified  ads.  Last  year  the  Post 
lost  $12  million  and  will  likely  do  as 
poorly  this  year.  But  Murdoch  has 
vowed  to  fight  it  out  for  three  or  four 
more  years  to  win  what  he  calls  the 
"popular"  New  York  newspaper  mar- 
ket— 5  million  readers. 
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f  SPIRIT 


nt  to  congratulate  yoiC 
te  the  Berkeley  professor  to 
local  editor,  "on  your  efforts 
ansform  the  Oakland  Tribune 
a  substantial  and  valuable 
spaper..." 

i  June  of  1979,  the  Oakland 
une  became  a  member  of 
nett,  and  its  leaders  set  about 
task  of  editing  and  publishing 
wspaper  that  truly  reflects  its 
ly  diverse  community, 
he  management  was  strength- 
i,  the  news  staff  was  increased, 
:overage  was  expanded 
ugh  new  editions  and  formats, 
the  professional  leadership  was 
ched  to  reflect  the  population 


mix  of  the  Eastbay  community 
In  the  newsroom,  for  example, 
veteran  minority  journalist  Robert 
C.  Maynard  was  named  editor.  He 
went  to  work  guiding  the  Tribune 
and  its  new  morning  companion, 
Eastbay  TODAY,  in  refreshed 
efforts  to  serve  all  of  the  people. 

The  people  have  recognized  and 
responded  to  these  efforts.  The 
Tribune  and  Eastbay  TODAY'S  cir- 
culation has  spurted  from  160,000 
to  212,000  in  little  more  than  18 
months. 

More  important,  the  Tribune  has 
contributed  to  a  new  spirit  which, 
coincidentally,  is  bringing  revitali- 
zation  to  many  phases  of  Eastbay 
life. 

The  Berkeley  professor  made 
that  point  in  his  letter  to  the  editor: 

"A  newspaper  in  a  major  urban 
area  must  serve  a  diverse  set  of 
audiences.  Unfortunately,  that  set 
had  shriveled  for  too  long  a  time. 
Currently,  regardless  of  profes- 
sion, age  or  income  bracket,  the 
Oakland  Tribune  is  beginning  to 
provide  a  common  reference  for  all 
who  live  in  Oakland!' 


The  city  and  its  newspaper  are 
growing  together  again. 

At  Gannett  we  believe  our  news 
papers,  broadcast  stations  and 
other  information  services  are  the 
lifelines  of  the  community,  and 
they  can  and  must  grow  together. 
Gannett  news  and  information 
services  work  as  community 
lifelines  from  San  Rafael  to  San 
Bernardino,  Reno  to  Rochester, 
Nashville  to  Niagara  Falls,  Bel- 
lingham  to  Binghamton,  each 
growing  together  with  its  commu- 
nity in  its  own  way. 

For  more  information,  write: 
Gannett;  Corporate  Communica- 
tions; Lincoln  Tower;  Rochester, 
N.  Y.  14604.  Or  call  (716)  546-8600. 


GANNETT 

A  WORLD  OF  DIFFERENT  VOICES 
WHERE  FREEDOM  SPEAKS 


Readers  Say 


Sportsman's  black  chronograph  watch 

features  dual  time  zones,  alarm, 
stopwatch,  day/date,  in  digital  readout. 
LCD  quart/,  movement,  and 
battery.  35.00. 
Add  1  95  for  handling. 


Toll  Free: 

In  Texas,  800-492-5510 
Outside  Texas,  800-527-5800 
In  Dallas,  823-7939 
Dept.  56,  HO.  Box  2968, 
Dallas,  Texas  75221. 
Add  tax  for  delivers'  in  Ariz  , 
Ca.,  Fla.,  Ga.,  111.,  Mo.,  Nev,  N.Y,  Tex., 
and  Wash.,  D.C. 
Send 2.00 for  a  19X1  Christmas  Catalog. 


CHANGE  OF  ADDRESS 

If  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming. 
Enter  your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on 
this  form  and  check  the  subscription 
you  prefer.  □  1  year  $30  □  3  years  $60 
(the  equivalent  of  one  year  free).  Canadi- 
an orders,  add  $5  a  year.  Orders  for  other 
countries  add  $18  a  year. 

Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  N.Y  10011 


ATTACH  MAGAZINE  MAILING  LABEL 
OR  WRITE  SUBSCRIBER  NUMBER  HERE 
(see  above  name  on  label) 


Name  (plea>«  prim  i 


New  Address: 


City 


State 


Zip 


Date  of  Address  Change 
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Protectionism  favored 

Sir:  Doug  Fraser's  proposal  for  a  law 
requiring  that  most  autos  sold  in  the 
U.S.  contain  at  least  75%  made-in- 
U.S.  components  should  not  be  lightly 
dismissed  (Side  lines.  Aug.  17).  The 
Japanese  car  companies  especially 
have  established  extremely  close  ties 
with  their  suppliers.  Combine  this 
with  the  special  tax  breaks  enjoyed  by 
the  Japanese  auto  industry,  and  U.S. 
parts  suppliers  face  near  impossible 
odds  competing  here  or  overseas. 

Unless  the  Japanese  purchase  a  rea- 
sonable quantity  of  U.S.  parts  and  com- 
ponents, a  2-million-job  American  in- 
dustry is  likely  to  be  emasculated. 
— George  M.  Galster 
Chairman, 

Automotive  Products  Export  Council 
Toledo.  Ohio 


Scotland 

Sir:  Re  your  eulogy  to  "Bonny"  Scot- 
land (Fact  and  Comment,  Aug.  17);  after 
having  visited  the  land  of  my  fore- 
bears, I  now  understand  why  so  many 
intelligent  Scotsmen  migrated  to 
more  promising  lands. 
—FW.  Ross 
O/ympia  Fields,  III. 

Sir:  Wouldn't  Scotland  be  in  clover 
now  with  the  oil  off  Aberdeen,  if  it 
had  not  reunited  with  England? 

—Will  M.  Adam 
Vandalia,  Mo. 

Sir:  Please  note  the  spelling  oibonnie. 
Bonnie  with  a  y  is  almost  as  bad  as 
spelling  whisky  with  ane. 
— Bruce  A.  McNaughton 
Setauket,  N.Y. 

Not  according  to  Webster's. — MSF 


Smirnoff  and  slumming 

Sir:  Ever  since  I  first  laid  eyes  on  the 
so-called  Elbow  Bending  Smirnoff 
vodka  ad  (Fact  and  Comment,  Aug.  17), 
I  was  well  convinced  they  were  selling 
more  than  spiked  lemonade.  "Elbow 
Bending"  is  an  example  of  subliminal 
advertising  at  its  craftiest. 
— Cynthia  Gallaljer 
Chicago,  111 

Sir:  I  take  exception  to  your  negative 
comments  on  that  Smirnoff  ad.  To  a 
person  of  my  age  (34)  and  class,  there 
is  a  strong  connection  between  exer- 


cise, trim  bodies  and  living  the  good 
Life  [i.e. ,  drinking  vodka). 

As  for  that  other  ad  "selling  the 
sizzle,"  what  sophisticated  woman, 
capable  of  spending  a  large  amount  ol 
money  on  perfume,  wants  to  do  sa 
only  to  make  out  with  the  chauffeur 
at  the  servants'  entrance?  That's  not 
sizzle,  that's  slumming. 
—Michael  G.  Wandell 
Palo  Alto,  Calif. 


They  do  have  guarantees 

Sir:  A  letter  in  Readers  Say  (Aug  17} 
commenting  about  your  article  on 
"universal"  life  insurance  (July  20} 
said  that  these  are  open-ended  con- 
tracts with  no  guarantee  of  annual 
cost  of  protection  or  the  rate  of  return. 
The  "universal"  life  contracts  that  1 
have  seen  contain  both  a  guaranteed 
maximum  cost  of  insurance  and  a 
guaranteed  minimum  rate  of  return. 
— Bill  Mangin 
Ui  Moure,  N.D. 


The  right  reference 

Sir:  In  your  article  about  the  oil  indus- 
try's booming  demand  for  drill  pipe 
("Everybody  into  the  water V'June  22), 
you  make  reference  to  Sumitomo 
Metal  Mining. 

The  reference  should  have  read  Su- 
mitomo Metals  or  Sumitomo  Metal 
Industries.  Sumitomo  Metal  Mining 
is  a  mining  firm  and  has  nothing  to  do* 
with  steel  tube  product  manufactur- 
ing, though  it  is  a  member  of  the  same 
Sumitomo  Group. 
—S.  Colby 
New  York,  N.Y. 


We're  not  gougers 

Sir:  The  tenor  of  your  article  "What 
price  headhunting?"  (Aug.  17)  sug- 
gests that  search  firms  are  gouging 
their  markets.  The  selection  of  the 
search  strategy  is  freely  entered  into 
by  a  business  with  an  eye  to  the  qual- 
ity of  return  expected. 
— Daniel  F.  Collins 
Vice  President. 
The  Stevenson  Group  Inc. 
Boston,  Mass. 


Poor  students 

Sir:  In  Flashbacks  (Aug.  3),  you  attri- 
bute the  postwar  1920-21  recession  to 
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Why  small  copiers  quit 


You  overwork  them. 

Not  intentionally,  of  course.  It's  just  that  you 
ay  have  no  idea  how  many  copies  you're  making 
rery  month. 

So  you  may  not  even  know  you've  pushed  your 
nail  copier  past  its  limits  until  it  starts  giving  you 
)or  quality  copies.  Or  no  copies  at  all. 
But  you  can't  really  blame  the  small  copier.  It's 
jilt  for  small  work  loads. 
What  you  can  do  is  get  the  bigger  small  copier, 
le  Minolta  EP520.  A  plain  paper  copier  with  the 
pacity  for  big  jobs. 

It  was  designed  to  take  options,  so  it  can  grow 
i  your  business  grows.  You  can  get  a  document- 
eder  and  a  sorter.  Or  a  counter  that  tells  how 
any  copies  you've  made 
And  Minolta's  exclusive  micro-toning  system 
sures  rich  contrasts  and  crisp,  clear  copies.  Edge 
edge,  and  corner  to  corner.  On  any  kind  of  paper 
>toll"xl7" 


It  even  lets  you  know  about  trouble  before  it 
happens,  with  a  self-diagnostic  system  that  tells 
you  when  it  needs  service.  And  what  kind  of  service 
it  needs. 

So  get  the  Minolta  EP520,  and  give  yourself  a 
break.  Before  your  small  copier  gives  you  a  breakdown. 

For  a  bigger  small  copier,  call  toll-free  800-526-5256. 
InN.I.(call201-797-7808.Foryour  BIMIM,.ur  , 

* i      .       «mM.      i-  »  ©1981  Minolta  Corporation 

authorized  Minolta 
dealer,  look  for 
our  trademark 
in  the  Yellow 
Pages. 

The  EP  520. 
Your  Next 
Copier.  ^ 


fticheu'Jreeman 


When  you  try  on  a  Hickey-Freeman 
British  Woollens  sport  coat  you  know 
why  it  costs  what  it  does. 

Even  if  you  don't  know  the  price  of  a  Hickey-Freeman  sport 
coat  tailored  of  British  Woollens,  you  realize  when  you  slip 
it  on  that  it  costs  a  good  deal  of  money. 

But  more  important,  you'll  know  why.  You'll 
experience  the  look  and  feel  of  premium, 
all-wool  born-in-Britain  fabrics.  Loomed  in 
classic  British  patterns,  these  fabrics  are 
luxurious  to  the  touch  and  take  naturally  to 
the  timeless  lines  of  Hickey-Freeman  styling. 

You'll  also  experience  the  comfort  and 
impeccable  fit  that  only  hand-tailoring 
by  Hickey-Freeman  master 
craftsmen  can  provide. 

From  the  Meridian  Collection. 

1981  Hickey-Freeman  Co  .  lnc  .  1 155  Clinton  Ave  .  N  .  Rochester.  NY  1462 


Money  Market  yields 
with  just  $1,000 


Our  money  market  fund  offers: 

□  Prompt  liquidity  by  telephone 

□  Free  checKwriting  over  $500 

□  No  early  withdrawal  interest 
penalty 

□  Free  exchange  with  other 
Price  stock  and  bond  funds 

□  No  sales  charge 

Call  toll  free  1-800-638-5660. 
In  Maryland  1-800-492-1976. 
In  Baltimore  547-2308. 

For  more  complete  information  including 
management  fee  and  other  charges  and 
expenses,  obtain  a  prospectus.  Read  it 
carefully  before  you  invest  or  send  money. 


T.  Rowe  Price  Prime  Reserve  Fund,  Inc. 

A  Nb-Load  Fund,  T.  Rowe  Price  Marketing,  Inc.  Dept.  A6.  100  E.  Pratt  St..  Baltimore.  MD  21202 

Name  .  

Address  

City  State  Zip  


the  "working  off  of  overpriced  war- 
born  inventories."  This  was  merely  a 
symptom.  The  U.S.  economy  was  sti- 
fled in  1920  by  high  wartime  tax  rates 
left  in  place  by  the  Democratic  Con- 
gress in  a  foolhardy  attempt  to  pay  off 
the  $24  billion  war  debt.  The  subse- 
quent great  boom  and  Coolidge  bull 
market  were  made  possible  by  the 
Mellon  tax  breaks  of  1921-22. 

Congress  is  such  a  poor  student  of 
history  that  Reagan  had  to  spend  six 
months  reteaching  it  economics. 
—SR.  Mark 
Pasadena,  Calif. 


Half  the  figure 

Sir:  Your  article  "The  bounty  hunt- 
ers" (July  20)  states,  "under  the  Tar- 
geted Jobs  Tax  Credit  definition,  an 
economically  disadvantaged  youth  is 
anyone  under  the  age  of  25  who  made 
less  than  $3,970  in  the  six  months 
immediately  before  he  was  hired,  as- 
suming he  lived  alone."  Is  that  right? 
— Duane  J.  A>iderson 
Marshall,  Minn 

No.  The  error  was  in  the  incorrect  infor- 
mation supplied  by  the  Labor  Dept.  The 
six-month  income  test  to  qualify  for  the 
TJTCis  $1,9X5.— Ed 


Higher  cost 

Sir:  The  article  "Teledyne's  winning 
roster"  (Aug.  17)  estimates  that  Tele- 
dyne  purchased  GAF  common  at 
about  9  to  10.  GAF's  13-D  reveals  that 
Teledyne  bought  GAF  common  at 
about  15  per  share  and  the  preferred  at 
17'/2  per  share. 
—John  P.  He?in 
New  York,  NY. 


Taking  chances 

Sir:  In  your  article  on  Time  Inc.  (Aug. 
17),  you  say,  "A  management  tough- 
minded  enough  to  wipe  out  previous 
management's  follies  like  Time-Life 
Films  and  the  Washington  Star  must 
have  something  like  that  in  mind." 
How  do  you  think  that  Time  got  into 
such  a  fortunate  mix  of  products,  prof- 
its and  assets  if  it  wasn't  for  the  care- 
ful planning  of  these  former  Time  Inc. 
managers?  Anyone  who  doesn't  take 
a  few  chances  will  make  no  progress. 
— Frank  Card  Jameson 
Glendale,  Calif. 
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The  E.E  Hutton  Account  Executive 


The  best  investment 

I  ever  made 
isn't  in  my  portfolio'.' 


r  do 
lany 
Hutton 
omers 
rider 
:  broker 
2  their  best 
stment? 

First  of  all,  Hutton 
;ers  are  so  thoroughly 
'med.  So  professional. 
ness  Week  magazine  re- 
ly quoted  Lipper  Analytical 
ributors  Inc., "Nobody  trains 
ie  extent  Hutton  does." 
Then  there's  the  vast  sup- 
system  of  E.F.  Hutton. 
For  example,  "The  Know 
1."  An  amazing  computer 
does  everything  its  name 
ies.  In  a  matter  of  seconds 
/es  your  Hutton  broker  up- 
ate  market  information  on 
ks,  bonds,  commodities, 
lities,  options,  tax  shelters 
mutual  funds. 


But  most  impor- 
tant of  all  is  the 
E.F.  Hutton  phi- 
losophy: The  better  we 
know  you,  the  better 
we  can  serve  you. 
A  philosophy  that 
translates  into  an 
investment  program  that  fits 
your  needs.  Not  your  neigh- 
bor's. Not  anybody  else's. 

To  find  out  more  about  how 
investing  in  an  E.F.  Hutton  bro- 
ker may  be  the  best  investment 
you'll  ever  make,  send  in  the 
coupon  or  call  the  number  below. 

We'll  send  you  our  free 
"Investment  Objectives"  book- 
let, and  if  you  wish,  we'll  set  up 
a  face-to-face  meeting  with  a 
Hutton  broker. 

After  all,  you'll  want  to 
meet  your  investment  in  person. 
Call  toll-free,  day  or  night,  7  days 
a  week:  800-228-2626 

(In  Nebraska,  call  800-642-8777) 


TalktoE.E  Hutton. 
Face  to  face. 


MFBS9141RI32 

□  Yes,  I'd  like  to  invest 
in  an  E.F.  Hutton 
broker.  Please 
arrange  for  one  to 
call  me  and  set  up  a 
face-to-face  meeting. 

□  Please  send  me  your 
free  "Investment 
Objectives"  booklet. 


Name 

Address 

City 

State 

Zip 

Business  Phone 

Home  Phone 

My  E.F.  Hutton  Account  No.  is 

□  I  do  not  have  an  E.F.  Hutton  Account 


IT 


Hutton 


E.F.  Hutton  &  Company  Inc. 
E.  F.  Hutton  Information  Center 
P.O.  Box  10318 
Des  Moines,  Iowa  5030(5 

When  E.  R  Hutton  talks,  people  listen. 

Member  SIPC 


"With  all  thy  getting  get  understanding 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


SO  WHO  LOST  THE  BATTLE  FOR  CONOCO? 

For  sure,  not  Seagram. 

DAMNING  CAPITALISM  BECAUSE  SOME  GET  MORE  RICHLY  REWARDED 


anothers  by  freely  enterprisingharderj  with  dollops  of  luck 
ually  a  major  contributor)  has  resulted  in  the  very  words 
emselves  taking  on  a  sort  of  graffiti-like  connotation. 
According  to  educators  and  oft-promising  politicos  of  the 
mething-for-nothing  ilk,  the  wealthy  have  to  be  malefac- 
rs  and  wealth  itself  the  cause  of  poverty. 
In  fact,  as  George  Gilder  documents  in  Wealth  and 


Poverty,  "It  is  far  more  true  to  say  that  what  causes  poverty  is 
the  widespread  belief  that  wealth  does." 

"College  professors,  paid  mostly  in  leisure  time  and  other 
perks,  are  in  the  forefront  of  the  movement  to  'redistribute' 
other  people's  earnings  of  money  but  when  the  IRS  threat- 
ened to  tax  free  tuitionsf  or  faculty  children,  the  outcry  shook 
the  marble  walls  of  Washington." 


A  RECENT  POLL  SHOWED  THAT  OUR  COLLEGE  STUDENTS 


n't  know  their — er — elbow  from  a  hole  in  the  wall  when  it 
mes  to  world  affairs. 

In  a  test  of  101  multiple-choice  questions  taken  by  3,000 
idergraduates  around  the  country,  more  than  half  the 
Kers  knew  less  than  half  the  answers.  History  majors  did 


best,  education  majors  worst — hardly  a  surprise  (see  above). 

Even  at  that,  though,  the  students  probably  have  a  higher 
proportion  who  know  something  about  foreign  affairs  than 
many  of  those  who've  been  dealing  with  the  subject  in  D.C. 
for  so  long. 


CONTINUING  STUDY  ON  HOW  TO  DELIVER  THE  MX  MISSILE 

tolerable  so  long  as  work  goes  full  steam  ahead  on  the  Only  the  cruise  missile  and  fail-proof,  tank-busting  mis- 
issile  itself,  and  so  long  as  turning  Utah  and  Nevada  into  siles  should  have  a  higher  priority  in  the  new  super  weap- 
rack-filled  wasteland  is  out.  ons  armory. 

IS  DETROIT  BEYOND  HOPE? 


fust  when  we  began  to  think  that  those  in  the  executive 
ites  of  Detroit  were  finally  getting  With  It,  when  they 
;  actually  turning  out  small  cars  competitive  in  mileage 
d  styling  with  the  Japanese,  suddenly  we  read  that 
ey're  having  second  thoughts  because  of  the  current 
soline  "glut." 

Maybe  it's  just  wistful  thinking,  not  insanity,  that 
;>uld  have  American  Motors'  Gerald  Meyers  asking 
lether  there  will  continue  to  be  a  market  for  fuel-effi- 
:nt  cars  if  gasoline  remains  plentiful  and  the  price  does 
it  continue  to  rise.  Fuel  economy  in  any  and  every 


conceivable  circumstance,  now  and  into  the  indefinite 
future,  is  here  to  stay.  Any  schoolchild  or  even  TV-watch- 
mg  preschooler  could  confirm  that  fact  to  our  Big  Car 
Wheels. 

With  cars  no  longer  the  whole  Culture  thing  even  among 
the  young,  pennies  saved  on  gas  contribute  to  the  kitty  for 
super  sound  equipment,  hiking  gear,  roller  skates  or  just  an 
evening  of  beer  and  busts.  Any  notion  that  this  nation  can 
afford  to  let  up  in  its  drive  for  energy  self-sufficiency  is 
abhorrent  as  well  as  aberrant. 

Detroit,  you've  got  to  be  kidding. 
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WOULD  ANY  FORBES  READER  EVER  HAVE  IMAGINED 

that  I'd  have  raised  a  gold  bug? 
See  MSF  Jr.'s  comments  on  page  21. 
!?%*#*?!! 


FASHION  PHOTOGRAPHY 
IS  OFTEN  SO  WAY  OUT 


| 


that  one  doesn't  notice  what's  being  sold  but  is  cunou 
about  who's  being  taken  by  the  photographer. 

How  refreshing,  then,  to  see  in  Town  et)  Country  thes 
glorious  Joel  Baldwin  photographs,  with  oft-wet  Walt 
backgrounds  to  help  sell  raingear. 


RESTAURANTS-GO, 


,STOP 


•  Joanna- 18  East  18th  St.  (Tel:  675-7900).  Would 
you  believe  a  three-star  restaurant  on  18th  Street,  which  in 
New  York  City  is  really  Nowhere?  By  turning  an  old 
warehouse  into  the  biggest,  bright-nice  gaudy  brasserie, 
and  by  serving  a  potpourri  of  imaginative  good  dishes, 
Sheldon  Haseltine  and  wife  Joanna  have  now  made  18th 
Street  Somewhere  for  all  the  trendies  and  other  Big  Apple 
shiners.  Don't  not  order  the  hollowed-out  new  potato 
skins  stuffed  with  sour  cream  and  caviar. 

•  The  Trianon  Room — Helmsley  Palace  Hotel,  455 
Madison  Ave.  (Tel:  888-7000).  The  look  is  more  Las  Vegas 
than  Miami;  the  ornate  menu's  contents  are  only  slightly 
and  occasionally  better  than  hotel  average.  At  those  prices, 
in  that  neighborhood,  there  are  a  dozen  vastly  superior 
places  to  eat. 

•  Maurice— Parker  Meridien  Hotel,  1 18  West  57th  St. 
(Tel:  245-5000).  Voild!  The  first  three-star  hotel  restaurant 
in  New  York — or,  therefore,  any  other  American  city.  The 
room  is  a  clean,  mirrorful  knockout;  there's  no  such  spa- 
cious, graceful,  high-ceilinged  grandeur  in  town  other  than 
the  Four  Seasons.  Maybe  this  burgeoning  French  chain, 
with  its  superior  chefs  and  flavor,  will  spur  other  U.S. 
hostelries  to  get  off  their  aged  rut. 

Beefsteak  Charlie's — various  locations  in  the  New 
York/New  Jersey  area.  While  the  light's  amber  because 
there  are  better  places  for  steaks  and  ribs  and  chicken, 
there's  no  better  place  for  the  price,  quantity  and  whole- 
some quality.  Imagine,  for  $11  (includes  tip  and  tax)  the 
main  dish  and  all-you-can-eat  salad  bar  plus  a  pitcher  of 


beer!  A  place  to  go  en  famille,  or  with  the  gang  or  othe 
unExpenseAccountables. 

•  Oren  &  Aretsky— 1497  Third  Ave.  (Tel:  734-8822 
Though  the  bar's  impossibly  popular,  the  menu's  on  a  pa 
with  this  vibrant  restaurant's  friendly  ambience.  We  wer 
waited  on  by  Yankee  star  Ron  Davis  on  what  turned  out  t 
be  his  last  night  of  aiding  buddies  Oren  Stevens  and  Ke: 
Aretsky.  He  was  as  enthusiastic  about  Forbes  as  we  wen 
about  the  food  and  our  waiter.  A  "model"  hangout  for  B.P. 
and  sports  figures. 

•  Wise  Maria— 210  Spring  St.  at  Sixth  Ave.  (Tel:  92: 
9257).  Ave  to  a  right  bright,  sprightly  Soho  newcomer.  Th 
fettuccini's  delicious,  the  soft-shelled  crabs  soft,  and  th 
fried  parsley  delightful.  This  North  Italy  "nouvelle"  is 
welcome  relief  from  the  heavy-duty  Italian  norm. 

Escoffier  Room — North  Road,  Route  9,  Hyde  Pari 
N.Y.  (Tel:  914-47 1-6608).  A  couple  of  hours'  drive  along  th 
Hudson  River  from  New  York  City  is  the  famed  Cuhnar 
Institute  of  America.  Its  unique  dining  room  is  a  populs 
tourist  mecca,  and  reservations  are  usually  needed  well  i 
advance.  Four  stars  it  isn't,  but  a  four-star  dining  exper 
ence  it  is.  The  chefs  d'embryo  serve  with  overwhelmin 
sincerity,  underwhelming  finesse,  in  a  decorous  ambienc 
unaffected  by  the  decor  whims  and  whams  of  the  last  fiv 
decades.  While  what  these  students  and  their  teacher 
cook  up  wouldn't  win  culinary  awards  in  France,  th 
school's  halls  are  filled  with  trophies,  plaques,  certificate 
and  salutes  from  those  apparently  surprised  that  in  Ame 
ica  there  even  is  a  school  for  would-be  professional  chefs 
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ARCHITECTURAL  DRAMA 

The  other  day  we  happened  to  drive  past  the 
AT&T  Long  Lines  Building  in  lower  Manhat- 
tan. Except  for  the  tourist  curious,  hardly 
anyone  on  New  York  streets  ever  looks  up. 
But  if  you're  passing  33  Thomas  Street,  do. 
You'll  seeadramaticmarriageoffunctionand 
architectural  form— quite  unlike  AT&T's 
highhoy  headquarters  now  under  construc- 
tion. (See  Fact  &)  Comment,  Mar.  S,  1979.) 


OUT  OF  THE  MOUTHS  OF  BABES 


When  our  granddaughters  visit,  we  usually  have  some 
tie  "surprise"  for  them  in  the  form  of  cookies — these 
ys,  more  often  Reagan  jelly  bellies — or  some  such.  But 
;ir  parents  insist  the  kids  must  never  ask.  When  her 
nher  heard  the  three-year-old  whisper  in  my  ear, 

IT'S  SAD 

that  deserving  life's  goodies  so  often 
doesn't  coincide  with  receiving  them. 


"Where's  our  surprise,  Grandpa:  "  she  was  .Klmonishingly 
reminded  that  "you  are  not  supposed  to  do  that." 

Replied  the  culprit,  with  the  wide-eyed  injured  inno- 
cence that  only  kids  can  conjure  up,  "But,  Mommy,  / 
didn't  ask.  My  throat  said  that." 

WHY  IS  IT  SO  MANY  WANT 

to  he  what  they're  not  while 
what  they  are  is  what  others  want  to  be? 


THE  GOLD  DEBATE— LET'S  DO  IT  RIGHT 


By  M.S.  Forbes  Jr. 


If  the  Federal  Reserve  and  Admin- 
istration monetarists  fail  to  restore 
some  semblance  of  financial  stabil- 
ity in  coming  months,  President 
Reagan  may  well  give  serious  con- 
sideration to  the  establishment  of  a 
gold-based  monetary  standard. 

To  have  a  sensible  debate  on  the 
subject — and  there  are  serious  obsta- 
cles to  going  back  to  gold — a  number 
of  myths  and  misconceptions  must 
first  be  cleared  up.  Gold  coins  would 
not  become  a  substitute  for  money.  A 
gold  standard  would  simply  be  the 
guideline  for  monetary  policy.  If  too 
much  credit  were  being  created, 
there  would  be  upward  pressure  on 
the  gold  price  and  the  central  bank 
would  ha  veto  slow  down  the  printing 
press.  Conversely,  if  credit  were  too 
tight,  the  pressures  on  the  gold  price 
would  be  downward  and  the  Fed 
would  know  it  was  time  to  ease  up. 

Skeptics  fear  that  gold  means  aus- 
terity.   History   shows  otherwise. 

What  economists  call  the  "era  of 
the  classic  gold  standard"  lasted 
from  1873  to  1914.  Despite  ups  and 
downs — farmers  had  a  particularly 
hard  time  because  of  chronic  over- 
production— that  period  was  one  ot 
unprecedented  economic  growth, 
productivity  and  innovation.  New 


jobs  were  created  and  real  living 
standards  grew. 

More  recently,  we  had  the  boom- 
ing 1950s  and  1960s  under  the  Bret- 
ton  Woods  system,  the  so-called 
Gold  Exchange  Standard.  Since  the 
U.S.  scuttled  Bretton  Woods  in  1971, 
the  unemployment  rate  for  Western 
countries  has  nearly  tripled. 

The  idea  that  gold  means  hard 
times  arose  from  the  Depression. 
The  barbaric  metal,  however,  did 
not  cause  that  catastrophe.  It  was  a 
victim  of  it.  No  international  system 
could  survive  the  devastating  trade 
wars  that  the  U.S.  triggered  with  the 
Smoot-Hawley  Tariff  of  1929-30. 

Anotherfear  was  recently  summed 
up  by  the  New  York  Times:  "What 
would  happen  if  vast  amounts  of  gold 
(or  new  technologies  to  extract  gold) 
were  discovered'  In  the  16th  and 
1 9th  centuries  such  discoveries  led  t<  > 
worldwide  inflation." 

The  16th  century  was  marked  by 
what  historians  call  "the  price  revo- 
lution, "as  Europe  was  Hooded  by  gold 
and  silver  looted  horn  the  New 
Wot  Id.  But  revolutions,  like  every- 
thing else,  are  relative.  Experts  esti- 
mate the  annual  average  price  in- 
crease for  that  era  came  to  under  4% . 

When  the  West  was  hit  by  newly 
disci  ivered  gold  from  South  Africa  in 
the  late  19th  century,  inflation  did 


result,  reaching  a  sizzling  2% -3%. 

Critics  are  troubled  by  anothei  p<  is 
sibility:  that  the  gold  standard  would 
give  a  windfall  and  undue  influence  to 
South  Africa  and  the  Soviet  Union. 

As  we  are  now  learning,  though, 
when  inflation  eases,  gold  prices 
fall.  In  a  stable  environment,  these 
countries  would  get  less  for  their 
yellow  stuff  than  they  would  in 
times  of  economic  and  political  tur- 
bulence. Moreover,  the  ability  of 
these  countries  to  do  misehiet  with 
then  metal  is  limited.  Their  annual 
gold  production  comes  to  less  than 
1 "..  of  the  world  supply  today. 

Finally,  experts  fret  that  a  gold 
standard  would  not  give  politicians 
and  central  bankers  enough  flexibil- 
ity. As  practiced  in  recent  years,  the 
advantages  of  such  flexibility  must 
be  lost  on  most  people,  especially 
bondholders.  In  an  emergency,  we 
could  suspend  convertibility,  just  as 
we  did  in  the  Depression. 

Gold  standards  have  worked  well. 
The  concept  is  sound.  The  obstacles 
are  technical — the  prime  one  being 
pegging  the  right  price  (see  p.  104)  — 
and  political — principally,  getting 
our  trading  partners  to  go  along. 

It  is  these  problems  that  gold  ad- 
vocates must  address  persuasively, 
rather  than  the  traditional  ones  put 
forward  by  the  critics. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editor  's  mind.  -M  S/ 


Brother,  Can  You 
Spare  a  Part? 

The  Pentagon  comptroller's  office 
estimates  that  the  Air  Force  alone  is 
short  around  $4  billion  worth  of  spare 
parts;  that  is  a  major  reason  why  40% 
of  the  563  U.S.  F-15  fighter  planes  are 
unable  to  fly  at  any  given  moment. 
Even  the  Strategic  Air  Command,  all 
of  whose  bombers  should  be  ready  to 
take  off  instantly,  has  a  lengthening 
backlog  of  undone  maintenance  work. 
The  Army's  antitank  gunners  have  so 
little  ammunition  that  they  can  fire- 
only  one  live  round  a  year  in  training 
exercises.  There  are  no  figures  for 
how  far  the  Reagan  budgets  will  go  to 
solve  these  problems. 

— Time 

Fishy  Crops 

Japan  is  using  computer-controlled 
fishfarms  to  compensate  for  the 
600,000  tons  of  fish  a  year  the  country 
is  losing  as  a  result  of  the  Law  of  the 
Sea.  The  farms,  occupying  whole  bays 
and  inlets  around  the  Japanese  coast, 
are  expected  to  produce  up  to  500,000 
tons  of  fish  (one-fourth  of  the  Chinese 
production)  within  ten  years. 

— Elisabeth  Mann  Borgese, 
Seafarm 

Spoofing  Undergrads 

Empty  beer  cans  lay  scattered  amid 
old  copies  of  Forbes,  and  last  year's 
Neiman-Marcus  catalogue.  Four  se- 


niors sprawled,  ending  their  college 
careers  with  one  last  bull  session. 

Michelle,  already  accepted  at  the 
top  law  school,  where  she  hoped  to 
specialize  in  capital  gains  tax  laws, 
looked  up  from  her  Wall  Street  Jour- 
nal and  asked,  "Like,  what  is  an  Af- 
ghan situation,  anyway?" 

Christopher,  a  real  estate  acquisi- 
tions major,  said,  "Profitable  dogs,  Af- 
ghans. Soon  as  Pve  established  a 
strong  position  in  office  buildings  and 
slum  tenements,  I'm  going  to  raise 
them  to  sell  to  people  with  Cadillacs. 
Afghans  look  terrific  in  Cadillacs." 

— Dan  Myers, 
Honolulu  Advertiser 

New  Contraceptive? 

The  family  of  a  landless  Indian 
peasant  now  spends  about  six  hours  a 
day  merely  finding  the  firewood  it 
needs  for  cooking  and  heating.  An- 
other four  to  six  hours  are  spent  bring- 
ing water  from  a  well,  and  a  similar 
amount  to  graze  cattle,  goats,  or 
sheep.  "Since  such  a  family  cannot 
afford  to  hire  labour  and  cannot  buy 
labour-saving  gadgets,  its  only  ration- 
al response  is  to  have  at  least  three 
children  to  satisfy  its  energy  needs," 
says  [Indian  scientist  Amulya  Kumar 
N.j  Reddy,  pointing  out  that  rural  en- 
ergy "may  prove  an  excellent  contra- 
ceptive." Reddy  has  studied  rural  en- 
ergy needs  and  concluded  that  the  re- 
quirements of  a  village  can  easily  be 
met  by  a  tiny,  cheap  bio-gas  plant  that 
uses  human  and  animal  waste  from 


'If  it  hadn't  been  for  all  that  health  food,  I  could 
have  been  up  here  years  ago." 


the  village  itself.  He  has  gone  on  to 
demonstrate  that  many  thousands  qj 
such  units  would  be  far  more  useful] 
ecologically  sound,  and  economical 
than  a  few  giant,  centralized  gencrat-i 
ing  plants. 

— Alvin  Tofflerl 
The  Third  Wave! 


In  Europe  one  lives  to  the 
best  of  one's  ability,  but  in 
America  one  picks  a  life- 
style. 

—Ruth  Brandon. 
The  Dollar  Princesses 


Eating  Out  Rage 

How  about  escargots  at  $5.75?  Loi 
of  money  for  snails  curled  up  dead  in 
garlic  iuice.  .  .  .  $2.50  for  dreary  old 
tasteless  lettuce  and  dreary  old  taste] 
less  tomato  embalmed  with  red  dye!! 
Floating  in  oil,  of  course.  Must  ex- 
plain high  price.  Arabs  running  up 
price  of  oil  by  the  plate  these  days!] 
Forget  salad. 

"We  have  a  few  special  dishes  to- 
night that  are  not  on  the  menu,"  says 
the  waiter.  "A  marvelous  pheasant 
ragout."  Bird  stew?  "We  have  out 
own  peasants  parfait  the  pheasants  in 
fezzes  before  bringing  them  to  a  broil 
in  a  broth  of  broccoli  briskets  en 
brochette."  Why  don't  they  ever  give 
you  the  prices  of  these  "specials"? 

"We  have  rack  of  ham  tonight,  too, 
served  with  back  of  lamb  in  a  sack  oi 
jam  flavored  with  candied  yam." 

"How  much  is  the  yam?" 

"If  you  have  to  ask,  you  can't 
afford  to  eat  out." 

— Russell  Baker, 
New  York  Times 

Narcotics  Nose  Out  Art 

To  distinguish  between  a  legitu 
mate  and  an  illegitimate  transaction 
in  the  art  world  becomes  very  diffi- 
cult. Legitimate  dealers  sell  hot  art  or 
fake  art  all  the  time.  Sometimes  they 
know  they're  dealing  with  tainted 
goods,  but  often  they  don't.  ...  It  is 
second  only  to  narcotics  traffic  in 
size  as  a  criminal  activity. 

— Robert  Volpe, 

NYC  Police  Department  detective 

Lost  but  Found 

In  my  life  I've  easily  lost  500 
pounds,  but  for  some  reason  they 
keep  finding  me. 

— Gael  Greene,  New  York\ 
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PUT  A 
MEMBER  OF  THE 

ROYAL  FAMILY 
rO  WORK  FOR  YOU 

Presenting  the  Royal  family  of  reliable  copiers. 


n  there's  a  whole  family  of 
/al  copiers.  One  has  just  the 
(ed,  features,  and  price  your 
:e  needs  today. 

i  they  all  work.  Because 
ry  Royal  copier  inherits  the 
mology  that  earned  our 
^al  1 1 5  model  the  highest 
ability  ratings. 

3  Royal  115 — America's 
st  reliable  convenience 
>ier.  We  combined  a 
ighter  paper  path  with 
roprocessor  electronics  and  a  dry  toner  system  to 
ate  a  copier  that's  earned  the  highest  reliability  ratings 
n  the  top  independent  copier  research  organizations. 
!  Royal  1 1 5  delivers  1 5  quality  copies  per  minute  in  sizes 

0  11"x17". 

1  Royal  122 — reliability  plus  extra  speed. 

Royal  122  is  right  out  of  the  same  reliable  mold  as  the 
'al  115.  With  the  added  advantages  of  22  copies  per 
ute  and  a  memory  interrupt  mode. 
i  Royal  130R — a  total  copying  system.  If  you 

it  even  more  productivity,  we  propose  the  Royal  130R.  It 
up  to  30  copies  per  minute  speed,  two-stage  reduction, 
)matic  feeding  and  sorting  options  and  much  more. 


The  Royal  110— 
the  high-quality  low-volume 
copier.  Our  Royal  110  simply 
produces  10  beautifully  clean, 
dry,  plain  paper  copies  per  min- 
ute. It's  the  affordable  first  step 
up  from  coated  paper  copiers. 
A  more  formal  introduction 
is  in  order.  For  all  the  facts  and 
a  demonstration  of  our  reliable 
Royal  family  mail  the  coupon. 
When  you  see  how  our  copiers 
work,  you'll  know  that  there  are 

still  some  traditions  in  this  world  that  just  go  on  and  on. 
t-  ■ 

ROYAL  BUSINESS  MACHINES,  INC.  Dept.  510 
150  New  Park  Avenue,  Hartford,  CT  06106  ^ 
O.K.  Royal,  show  me  how  your  family  works.  Send  me  5 
information  on:  □  ROYAL  115  □  ROYAL  130R 
□  ROYAL  122  □  ROYAL  110  □  THE  ROYAL  FAMILY 


NAME . 
TITLE 


CO 


PHONE 


COMPANY . 
ADDRESS  _ 
CITY  


. STATE _ 


ZIP. 


ROYAL 

BUSINESS  MACHINES,  INC. 


Office  Typewriters  •  Plain  Paper  Copiers  •  Electronic  Typewriters  •  Text  Editing  Typewriters  •  Word  Processing  •  Roytype  "  Supplies 


On  October  11, 1981 

UNIVISION 

unites  the  entire  Spanish-speaking  world 

into  a  single 
Global  marketing  entity. 

From  New  York  City  and  for  the  first  time,  a  live  com- 
mercial television  network  will  interconnect  Spanish- 
speaking  countries  worldwide.  20  nations,  35  million 
TV  homes . . .  270  million  people! 

UNIVISION's  inaugural  telecast  will  cover  the  activi- 
ties on  "El  Desfile  de  la  Hispanidad"  in  a  two-part, 
seven-hour  special: 

1.  The  Hispanic  Day  Parade  with  soccer  immortal 
Pele  as  Grand  Marshal  leading  thousands  of  march- 
ers along  Fifth  Avenue  portraying  their  nations'  culture 
and  heritage  through  floats,  bands  and  folklore 
groups. 

2.  A  monumental  three-hour  Variety  extravaganza, 
hosted  by  the  charismatic  Raul  Velasco,  live  from 
Madison  Square  Garden,  starring  the  biggest  celeb- 
rities from  the  entire  world  of  Latin  show  business. 

UNIVISION  brings  multi-national  companies  a  new 
television  medium  with  the  ability  to  deliver  an  adver- 
tising message  to  the  entire  Spanish-speaking  world 
simultaneously,  from  a  single  source,  with  complete 
control. 

For  further  information  call:  Bill  Stiles,  Vice  President, 
SIN  National  Spanish  Television  Network 
(212)953-7500 


20  Nations  •  35  Million  TV  Homes  -  270  Million  People 


A  presentation  of  SIN  National  Spanish  Television  Network.  USA  •  Televisa.  S  A  Mexico  -  Radiotelevision  Espanola.  Spain 


What's  Ahead  for  Business 


Deferred 
spending 
makes  sense 


Softness  in 
capital  goods 
will  help  cool 
the  economy 


The  cure 
is  working 


BEYOND  THE  CAPITAL  SPENDING  SLUMP 

Slowly  but  surely,  high  interest  rates  are  choking  off  the  demand 
for  capital  goods.  Unless  you're  selling  compressors  or  machine  tools, 
that  isn't  necessarily  bad — at  least  in  the  short  run. 

First,  consider  what's  behind  the  cutbacks.  Many  businessmen, 
now  in  the  midst  of  1982  budget  planning,  will  run  older,  less  efficient 
machinery  longer — despite  high  labor  input — rather  than  borrow  to 
buy  new  equipment  at  an  interest  cost  of  18%  or  20%  a  year. 

Among  the  beneficial  side  effects  is  higher  employment.  Whenever 
you  defer  capital  investment,  says  Neil  Wissing,  a  Weyerhaeuser  vice 
president,  one  of  the  results  is  keeping  people  on  the  payroll  at  less 
efficient  machines.  Because  of  the  high  cost  of  money,  Wissing  says, 
Weyerhaeuser  is  scaling  back  1982  spending  plans  by  15%. 

Decisions  to  use  labor,  not  machines,  help  to  explain  the  current 
surprising  unemployment  figures.  White-collar  unemployment  in  July 
was  at  a  4.1%  level,  higher  than  at  any  time  since  November  1977.  But 
blue-collar  joblessness  has  been  falling  steadily.  In  July  it  was  down  to 
9.4%  from  11.3%  a  year  earlier.  Eliminate  people  out  of  work  in  the 
auto  and  construction  industries,  and  the  figure  gets  lower  still. 

With  inflation  pressures  still  a  menace,  softness  in  the  demand 
for  capital  goods  is  also  helping  to  offset  the  economic  strength 
elsewhere.  Retail  sales,  for  example,  are  surging  and  so  is  government- 
stimulated  defense  production.  If  the  capital  goods  sector  were  operat- 
ing flat-out,  rising  price  levels  would  be  far  harder  to  contain. 

High  interest  rates  are  also  hurting  U.S.  sales  of  capital  goods  to  foreign 
countries.  The  strong  dollar,  up  29%  against  the  German  mark  and 
almost  as  much  against  other  key  currencies  in  the  past  14  months, 
has  boosted  prices  of  all  U.S.  exports — and  capital  goods  account  for  a 
major  chunk  of  that  business.  Demand  has  started  to  slide  already,  but 
the  cumulative  effect  will  be  much  greater  as  the  usual  time  lag 
between  booking  an  order  and  shipping  it  comes  into  play. 

Expect  to  see  the  economy  grow  by  3%  to  4%  over  the  next  year  or  so. 
This  gain — a  level  economists  term  "moderate" — will  squeeze  profits 
almost  everywhere.  After  all,  labor  and  energy  costs  don't  drop  auto- 
matically to  offset  slower  growth.  Still,  the  reaction  of  businessmen 
will  be  largely  one  of  relief.  Earnings  will  fall,  of  course,  but  except  for  a 
few  troubled  industries  they  certainly  won't  be  a  disaster. 

The  pattern  now  developing  shows  that  interest  rates  are  peaking. 
Yields  won't  decline  precipitously  but  will  fall  more  than  most  of 
today's  gloomy  forecasts  anticipate.  As  capital  outlays  are  curbed  and 
inflation  moderates,  strains  on  business  borrowing  will  ease.  Liquidity 
will  be  rebuilt  as  profit  margins  rise  from  the  abysmal  second-quarter 
levels.  By  year-end,  inflation  will  be  at  8%  or  lower,  and  with  econom- 
ic growth  stalled,  the  prime  rate  will  be  at  15%  or  lower.  Painful 
medicine,  yes.  But  the  cure  is  working. 


>RBES,  SEPTEMBER  14,  1981 


25 


The  Forbes  Index 


Forbes  Index 
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June'80    128.8 

July   130.1 

Aug  129.9 

Sept.   131.9 

Oct.   133.6 

Nov  136.4 

Dec   138.8 

Jan.  '81   139.7 

Feb  141.2 

Mar  143.0 

Apr  143.0 

May   142.9 

June   143.5 

July   143.8* 
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•Preliminary                                                                                                                                                                                            lattn  14  months   | 

A  gain  is  a  gain.  A  meager  0.2% 
boost  puts  the  Forbes  Index  in  the 
black  for  July.  People  may  not  have 
enough  money  to  buy  new  auto- 
mobiles, but  they  are  spending  their 
higher  personal  incomes  at  the  retail 
counter.  Both  retail  sales  and  person- 
al income  are  up.  Industrial  produc- 
tion also  increased,  gaining  a  modest 
0.3%.  New  housing  starts,  however, 
continue  to  drift  lower. 


The  Forbes.  Index  is  a  measure  ot  U  S  economic  activity 

composed  ot  eight  equallv  weighted  elements: 

Total  industrial  production 

New  claims  for  unemployment  compensation 

The  cost  of  services  relative  to  all  consumer  prices 

The  level  of  new  orders  for  durable  goods  compared  with 

manufacturers'  inventories 

Total  retail  sales 

New  housing  starts 

Personal  income 

The  change  in  the  amount  of  consumer  installment  debt 
outstanding 

To  measure  these  eight  elements,  Forbes  monitors  11 
series  ot  U.S.  government  data  The  last  14  months'  data 
tor  each  senes  is  presented  at  nght. 


The  Fbrbes  Index  Components 
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make 


„   Airline  Kassc^  rentireirip-~ 

til  roc  ins  ^^^ur^ 

j      f  l    call  now,^ttJaISt- 
(XfeSjZjnfiD?iH?^f  or  vour  Travel 

before  departure.  No  other  amine 
doesthat. 

Tn  f*>  the  No.  -'  rhoice  fre  start  from 
^egroundup--  Our  airport  services  are 
designed  to  get  you  through  airports 
the  fastest  way  we  know  how.  And 
Americans  staff  is  there  to  make  it  a 
p/easure.  After  aii,  we  didn 't  get  to 
he  the  #/  choice  *  for  domestic  air 
trave/  hy  heing  anything  Jess  on  the 
gmtind. 


American 


-  r  '  '  n  r.  ■  n  n  r  r  r:  n  v.  n  n  i, :  r:  n  (  r 

no  n  n 

•A  1979  independent  mail  survey  of  37,495  APA  members  with  1 1,9.11  responding 


America's  larges 
producer  of  copper  product 
would  like  you  to  know  its  sourc 


You  may  know  Phelps  Dodge  for  high-performance 
iwer  cable.  Or  for  plumbing  tube  and  fittings,  magnet 
re,  telephone  cable,  or  rod  and  wire.  We  fabricate  about 
le  billion  pounds  of  copper  products  a  year  in  the  U.S. 

But  now  we'd  like  to  introduce  you  to  the  source. 

This  is  our  Morenci  open-pit  copper  mine  in  Arizona, 
e  third  largest  in  the  world.  From  it  and  three  other 
odern,  efficient  mines  in  the  Southwest,  our  U.S.  mining 
lerations  produce  on  an  average  about  600  million  pounds 
the  red  metal  a  year -about  20%  of  all  U.S.  production. 


And  we've  still  only  scratched  the  surface.  Our 
copper  reserves  here  and  elsewhere  will  enable  us  to 
continue  mining  well  into  the  21  st  Century. 

We  go  to  the  source.  So  that  we  can  continue  to 
meet  the  ever-increasing  need  for  quality  copper  prod- 
ucts. So  that  people  who  depend  on  copper  can 
depend  on  us. 

Phelps  Dodge  nSwSxSnaS 
300  Park  Avenue,  *~M  v!* 

New  York,  New  York  10022.  OUOOE 


The  copper  people  from  Phelps  Dodge 


RE4UTY 

In  Europe  alone,  Continental 
Bank  has  a  network  of  20  offices  in 
10  countries,  linked  to  major 
money  markets  around  the  world. 

For  years,  our  European  network  has  provided 
the  Continental  banker  with  the  flexibility  to 
meet  specitic  needs  trom  country  to  country. 
This  link  in  our  worldwide  network  ensures 
comprehensive  international  capabilities.  It's 
what  you  expect  from  a  top  international  bank. 
At  Continental  Bank,  it's  reality. 


CONTINENTAL  BANK 

Continental  Illinois  National  Bank  and 
Trust  Company  of  Chicago 


Australia  AiisttWiBahamas  Bahrain  Belgium  Brazil  •  Canada  •  Colombia  France  •  Greece  Hong  Kong  •  Indonesia  Italy  Japan  Kenya  Kc 
lyiexico  The  r^ti^Srai^ -  Nigeria  The  Philippines  Singapore  Spain  Switzerland  Taiwan  Thailand  United  Kingdom  •  Venezuela  •  West  Germ 
Uniteti;Stat^/§hicago  New  York  Los  Angeles  Houston  Dallas  Miami  •  Cleveland  San  Francisco  •  Denver 


Forbes 


Haying  the  Canadian  dollar  has  been  a 
reat  game  for  the  pros,  but  now  even 
mailer  fry  are  getting  into  the  act. 


Passbook 
arbitrage 


By  Richard  Phalon 


['nterest  rates  of  20%  may  not 
actually  "draw  money  from  the 
imoon,"  as  Wall  Street  hyperbole 
isists,  but  they  are  certainly  doing  a 
ang-up  job  of  pulling  millions  of  U.S. 
ollars  across  the  border  into  Canada. 
The  financial  trek  began  this 
pring.  Canadian  interest  rates  soared 
s  the  Trudeau  government  strug- 
led  to  shore  up  currency  values, 
saving  a  double-barreled  opportu- 
ity  for  Americans.  At  a  current 
ite  of  82.6  cents,  the  Canadian 
ollar  is  hovering  near  its  lowest 
:vel  in  a  half  century,  and  short- 
:rm  interest  rates  in  Canada  are 
inning  as  much  as  5  percentage 
oints  above  those  in  New  York 
ee  chart,  p.  32). 

This  is  one  time,  though,  that 
le  pros  do  not  have  the  game  to 
lemselves.  Today's  spreads  are 
j  beguiling — and  so  accessible — 
lat  the  little  man  has  jumped  in 
dth  both  feet.  With  Canadian 
anks  paying  18%  to  19%  on 
ay-to-day  savings  accounts  and 
s  much  as  19V2%  on  term  ac- 
sunts,  the  incentive  to  move 
F.S.  dollars  to  greener  pastures 
ecomes  almost  irresistible. 
The  hegira  is  most  visible  in 
order  towns  like  Windsor  and 
t.  Erie,  just  across  the  way  from 
le  hot  money  street-smarts  of 
>etroit  and  Buffalo.  Buffalonians 
>r  months  have  been  driving 


in  the  U.S.),  but  lately  they  have  also 
been  making  pit  stops  at  the  banks. 
Richard  Griffiths,  manager  of  the 
Bank  of  Montreal's  Ft.  Erie  branch, 
says  with  some  wonder  that  the  traf- 
fic is  unlike  anything  he  has  ever 
seen.  "You  can  say  they  are  almost 
flooding  across,"  he  notes.  "For  secu- 
rity reasons,"  Griffiths  declines  to  say 
exactly  how  much  his  branch  has 


****** 


U.S. 


.A 


Li  •  "J 


WITH  US 


lto  Ft.  Erie  to  tank  up  on  Cana- 
ian  gas  (still  20%  cheaper  than 


Wooing  the  Yankee  dollar 
"Everybody  has  the  bug. 


picked  up  in  new  deposits,  but  he 
concedes  that  the  total  "runs  well  into 
the  millions." 

Trade  is  equally  brisk  in  Windsor. 
"The  telephone  calls  have  been  un- 
real," says  Pat  Palmer,  a  teller  at  the 
Royal  Bank  branch  there.  "I've  had  to 
do  my  regular  work  at  night  because 
of  all  the  phone  calls  during  the  day." 
Mark  Sallows,  who  supervises  foreign 
exchange  operations  at  the  local  Bank 
of  Montreal  branch,  thinks  a  lot  of  the 
new  accounts  are  coming  from  "re- 
tired people  interested  in  time  depos- 
its. But  everybody  has  the  bug,"  says 
Sallows.  "Even  charitable  institutions 
have  made  inquiries." 

The  velocity  of  the  flow  is  an  ex- 
traordinary demonstration  of  how  in- 
terest-sensitive even  supposedly  un- 
sophisticated Americans  have  be- 
come. In  fact,  U.S.  passbook 
arbitragers  are  playing  the  Canadian 
dollar  in  almost  the  same  way  as  the 
pros,  who  regard  Toronto  as  just  one 
more  stall  in  a  global  money  market 
that  opens  with  Tokyo  and  follows 
the  rising  sun  westward  to  London 
and  New  York. 

Everyone  who  buys  Canadian  dol- 
lars at  a  whacking  discount  and 
puts  them  out  at  cosmic  yields 
prays,  of  course,  that  the  currency 
will  hold  steady  or  go  up  so  that 
he  can  get  back  into  U.S.  dollars 
at  good  profit.  There  is  the  ever- 
present  danger  that  the  forces  be- 
hind the  Canadian  discount — big 
budget  deficits,  inflation  and  po- 
litical infighting  over  energy 
prices — will  continue  unresolved 
and  pitch  the  dollar  back  into  free 
fall.  Even  though  the  play  centers 
on  such  essentially  benign  items 
as  savings  accounts,  Treasury 
bills  and  other  money  market  in- 
struments, says  Gerald  Miller,  a 
trader  for  the  Canadian  brokerage 
firm  of  McLeod,  Young  &  Weir, 
"You  have  to  be  willing  to  live 
and  die  by  the  exchange  rate." 

At  the  moment,  the  way  in  is 
certainly  painless  enough — 
$1,000  U.S.,  depending  on  where 
you  shop,  buys  something  like 
$1,200  Canadian  and  commands 
13%  over  what  the  equivalent 
dollar  amount  might  bring  in  an 
ordinary  savings  account  in  De- 
troit. Canadian  banks  don't  ap- 
pear to  be  doing  any  advertising 
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south  of  the  border,  but  they  are  ap- 
parently more  than  willing  to  do  busi- 
ness by  mail. 

The  interest  spreads  on  short-term 
money  market  instruments  aren't  as 
dramatic  as  on  ordinary  savings  dol- 
lars, but  they,  too,  have  opened  to 
unusual  levels  because  the  Bank  of 
Canada  is  trying  to  defend  its  dollar 
with  squeaky-tight  money.  The  pres- 
sure is  so  great  that  even  an  outfit 
with  a  triple-A  credit  rating  like  Gen- 
eral Motors  Acceptance  Corp.  of  Can- 
ada is  paying  20.26%  on  the  same 
high-quality,  three-month  commer- 
cial paper  that  its  counterpart  in  New 
York  is  placing  for  only  17%. 

The  leverage  in  that  spread  is  worth 
taking  a  look  at.  A  $50,000  purchase 


currency  traders  to  buy  Canadian  dol- 
lars on  the  trip  in  and  to  buy  U.S. 
dollars  on  the  way  out. 

That  is  not  much  of  a  problem  for 
the  pros.  Dealing  in  million-dollar 
prices,  the  pros  get  very  close  to  the 
spot  rate  found  in  the  fine  print  of  the 
financial  pages.  That  means  they  can 
work  the  spreads  on  bankers'  accep- 
tances or. Canadian  Eurodollar  depos- 
its for  fat  profits.  Individuals  dealing 
in  retail  amounts,  however,  are  at  the 
mercy  of  the  currency  traders,  a  noto- 
riously unsentimental  lot.  A  bad  buy 
on  either  side  of  even  a  GMAC,  for 
instance,  can  cut  effective  yields  to 
the  point  where  the  arbitrage  be- 
comes an  exercise  in  futility. 

As  always,  it  pays  to  shop  around. 


Opportunity  gap 


Higher  interest  rates  up  north  are  a  powerful  lure  for  U.S.  investors. 
Canadian  Treasury  bills  offer  a  yield  that  is  five  percentage  points  higher 
than  equivalent  U.S.  government  debt  issues.  With  the  Canadian  dollar 
at  near-record  lows,  there  is  potential  for  double-barreled  profits. 


U.S.  dollar  per  Canadian  dollar 
1.20 


Treasury  bill  rales 
24% 


Source:  Morgan  Cuarantv  Trust  Co 


of  three-month  GMACs  here  gener- 
ates $8,500  worth  of  interest  on  an 
annual  basis,  leaving  the  buyer  with 
what,  for  the  sake  of  this  example, 
will  be  a  year-end  total  of  $58,500. 
Canadian  GMACs,  on  the  other  hand, 
at  current  retail  exchange  rates  would 
produce  a  year-end  total  of  $59,508 
and  an  effective  pretax  return  of  19%. 

General  Motors  Acceptance  Corp. 
debt  is  something  special  in  the  world 
of  short-term  paper.  It  can  be  bought 
directly  by  mail.  In  Canada,  GMAC  is 
so  eager  to  sell  to  individuals  that 
callers  can  get  a  guaranteed  rate  before 
sending  a  check  for  the  minimum 
C$25,000  purchase.  No  middlemen 
and  no  fees — though  there  is  a  15% 
withholding  tax  at  source,  as  on  all 
Canadian  paper  except  Treasury  bills. 
U.S.  taxpayers  can  deduct  that  levy  at 
income  tax  time,  of  course,  so  the 
major  cost  for  individual  arbitragers  is 
the  concession  they  have  to  make  to 


At  one  point  recently,  for  example, 
the  spot  rate  made  $1  U.S.  worth 
$1.2115  Canadian.  A  trader  at  Deak 
Perera,  one  major  currency  house,  of- 
fered a  caller  1  Vi  cents  less  than  spot 
on  a  $5,000  deal,,  while  the  offer  from 
a  trader  at  the  Bank  of  Montreal  was  a 
little  bit  better — lVio  cents  below 
spot.  There  is  similar  variation  among 
brokerage  firms. 

The  big  question,  as  always,  is 
whether  the  returns  justify  the  risk.  If 
bank  lines  in  Windsor  and  increased 
investment  interest  reported  by  some 
brokers  are  any  criteria,  many  Ameri- 
can savers  and  investors  decidedly 
feel  that  they  have  the  edge.  The  seri- 
ousness of  their  response  can  be  mea- 
sured in  the  way  the  Canadian  dollar 
has  been  moving  up  on  what  appears 
to  be  a  sizable  influx  of  U.S.  money. 
Interest  spreads  between  here  and 
Canada,  though,  are  still  surprisingly 
wide.  "I  don't  think  there  will  be  any- 


thing for  American  investors  to  get 
excited  about  until  we  see  some  signal 
that  the  Trudeau  government  is  doing 
something  serious  about  inflation,  en- 
ergy policy  and  their  nationalistic 
stand  on  foreign  investment,"  says 
Andrew  Lawrence,  who  follows  Cana- 
dian matters  for  Bear,  Stearns  &  Co. 

That  point  of  view  is  not  uncom- 
mon on  Wall  Street.  It  helps  to  explain 
why  most  of  the  action  is  concentrat- 
ed on  the  short-term  Canadian  money 
market,  where  exposure  is  less  than  in 
a  highly  volatile  stock  market.  Still, 
the  currency  vigorish  makes  it  possi- 
ble for  U.S.S  1,000  to  buy  C$1,200 
worth  of  such  blue  chips  as  Alcan 
Aluminium,  Canadian  Pacific  or 
Marks  &  Spencer  Canada.  And,  at 
least  until  recently,  the  Toronto  Stock 
Exchange  has  been  churning  upward 
on  a  sweet  seven-year  slope  that 
makes  the  New  York  Stock  Exchange 
look  flatter  than  a  mill  pond. 

Any  bargains  still  around  to  catch  a 
bargain-hunting  American  eye?  It's 
hard  to  find  a  Canadian  broker  who 
thinks  so.  "If  you're  not  already  a 
player,  I  wouldn't  be  in  any  hurry  to 
get  into  the  Canadian  stock  market 
right  now,"  says  Hugh  J.  Benham,  re- 
search partner  of  Richardson  Securi- 
ties of  Canada.  "I've  come  almost  to 
the  point  of  being  neutral  on  the  mar- 
ket," echoes  Harry  Nerlich,  research 
manager  of  Merrill  Lynch  Royal  Se- 
curities, Ltd. 

Much  of  the  recent  Toronto  action 
has  stemmed  from  takeover  lightning 
that  has  crackled  over  oil  and  mineral 
stocks,  but  that  is  hardly  a  basis  for  any 
longer-term  investment.  Bank  stocks 
might  be.  As  the  enthusiasm  of  the 
passbook  arbitragers  suggests,  the  big 
Canadian  institutions  are  paying  very 
high  rates  to  bring  money  in  the  door. 
They  are,  however,  putting  it  to  work 
at  pretty  handsome  rates,  too.  The 
Canadian  prime  is  at  22%%  and  one- 
year  home  mortgages  are  going  at 
22%.  Both  Hugh  Benham  and  Harry 
Nerlich  think  bank  profit  spreads  will 
continue  to  look  good  in  a  market  that 
is  pricing  them  at  some  of  the  lowest 
levels  in  years.  The  Bank  of  Montreal, 
for  instance,  is  selling  at  around  4.3 
times  this  year's  projected  earnings 
and  yielding  6.7%.  The  Bank  of  Nova 
Scotia  is  selling  at  around  5.2  times 
projected  earnings  and  yielding  6.8%. 

So  investing  in  bank  stocks  may  be 
yet  another  Canadian  dollar  play.  "It's 
like  everything  else  up  here  just  now," 
says  Harry  Nerlich.  "If  you  have  faith 
that  the  currency  is  going  to  move  up, 
I'd  say  go  right  ahead."  With  an  op- 
portunistic eye  on  interest  spreads, 
that's  exactly  what  the  passbook  arbi- 
tragers are  doing.  ■ 
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hough  the  municipal  bond  business  is 
ombing  for  some  companies,  California's 
luniciCorp  is  doing  just  fine. 

Moving 
the  merchandise 


By  John  Merwin 

rHESE  DAYS  SOME  MUNICIPAL 
bond  salesmen  ask  their  wives 
to  call  them  regularly  at  the  ofr 
:e — just  to  hear  the  telephone  ring, 
it  the  old  hustle  and  bustle  still  pre- 
dls  at  Los  Angeles-based  Munici- 
arp.  The  firm,  which  operates  out  of 
dignified  Century  City  storefront, 
ill  sell  an  estimated  $400  million 
orth  of  tax-exempts  this  year.  It  just 
lened  new  offices  in  San  Francisco 
id  Palm  Springs,  and  top  producers 
nong  the  50  or  so  MuniciCorp  sales- 
en  may  end  the  year  with  commis- 
an  income  in  excess  of  $100,000. 
This  success  at  a  time  when  sagging 
»nd  prices  force  competitors  to 
ruggle  is  all  the  more  remarkable 
ven  MuniciCorp's  brief  and  unusual 
story.  Though  its  dignified  bill- 
iards and  Sunday  newspaper  ads 
lote  Benjamin  Franklin  and  Andrew 
imegie,  the  firm  is  an  offspring  of 
iragon  of  New  Jersey,  a  high-pres- 
re  muni  bond  house  that  collapsed 
ter  a  critical  Forbes  article  in  1973 
id  a  subsequent  run-in  with  the  SEC. 
iragon  of  California,  once  an  80%- 
raed  subsidiary,  is  alive  and  very 
dl  indeed,  operating  under  the  Mu- 
ciCorp  name. 

Four  partners  who  founded  the  Cal- 
imia  firm  now  run  MuniciCorp, 
d  they  work  hard  to  draw  a  line 
tween  the  old  team  and  their  pres- 
t  sales  force.  Kenneth  Rogers,  for 
ample,  the  firm's  president  and  a 
arming  man  with  a  blond  pompa- 
>ur,  is  quick  to  hand  out  eight  pages 
corporate  references  and  two  more 
his  own,  covering  dozens  of  securi- 
:s  firms  with  which  MuniciCorp 
ies  business.  At  his  side  is  Carl  Ter- 
in,  a  Los  Angeles  public  relations 
nsultant.  MuniciCorp,  Rogers  in- 


sists, has  worked  hard  to  throw  off 
the  Paragon  image. 

Still,  several  of  his  former  employ- 
ees are  unconvinced  that  MuniciCorp 
has  removed  itself  entirely  from  the 
Paragon  legacy.  They  allege  that  some 
of  MuniciCorp's  sales  practices,  plied 
from  its  large,  wide-open-telephone- 
lined  salesroom,  are  right  out  of  the 
old  Paragon  book.  Questionable  at 
best,  they  say,  and  in  some  cases  per- 
haps illegal. 

Some  allegations  are  simple  and 
confirmed  quickly  by  Rogers.  Munici- 
Corp salesmen,  he  explains,  do  get  on- 
the-spot  cash  incentives  to  push  slow- 
moving  issues.  Rogers,  however,  de- 
nies allegations  that  MuniciCorp 
churns  sales  by  promoting  "tax  swap" 
transactions  that  sometimes  do  little 
more  than  rack  up  big  commissions. 

Selling  practices  aside,  however, 
other  former  associates  say  that  much 
of  MuniciCorp's  success  stems  from  a 
blunder  by  Bank  of  America.  In  1973 
Frank  Buck,  a  young  bond  salesman, 
came  to  Rogers  with  a  deal  too  good 


to  refuse.  Buck  had  obtained  names 
and  addresses  of  more  than  10,000 
municipal  bondholders — in  effect  a 
gilt-edged  prospect  list.  Since  tax- 
exempt  bonds  are  normally  not  regis- 
tered, even  the  issuers  don't  know 
who  owns  them.  But  bankers  often 
do,  since  they  collect  semiannual  in- 
terest payments  for  their  customers. 
Buck  says  downtown  Bank  of  Amer- 
ica officials  mistook  him  for  a  repre- 
sentative of  nearby  Riverside  County 
and  gave  him  its  bondholder  rec- 
ords— 20  times  as  many  names  as  a 
good  bond  salesman  generally  accu- 
mulates after  years  in  the  business. 

MuniciCorp  signed  a  contract  with 
Buck,  providing  an  override  on  sales 
made  to  anyone  on  the  Bank  of  Amer- 
ica list.  Rogers  says  that  the  moment 
he  discovered  where  the  names  came 
from — seven  months  later — he  re- 
turned them  to  BofA.  But  Buck,  now 
an  L.A.  attorney,  says  he  remembers 
telling  Rogers  precisely  where  he  got 
his  list.  "We  sat  in  Rogers'  office  and 
laughed  like  hell  about  the  fact  that  a 
BofA  guard  helped  me  carry  the 
names  out  to  my  car,  then  talked  an 
L.A.  cop  out  of  writing  me  a  parking 
ticket,"  he  recalls.  In  addition,  Buck 
and  a  number  of  former  employees 
maintain  that  MuniciCorp  simply 
copied  the  BofA  names  and,  contrary 
to  what  Rogers  says,  used  them  in 
prospecting  for  years  afterward — an 
incredible  competitive  edge. 

MuniciCorp's  present  is  as  unusual 
as  its  past.  Despite  the  aura  of  conser- 
vatism, some  of  its  muni  bond  pitches 
are  alleged  to  be  as  wild  as  telephone 
commodity  selling.  For  instance,  for- 
mer MuniciCorp  salesmen  point  out 
that  if  certain  bonds  aren't  moving, 
cash  bonuses  are  occasionally  offered 
to  make  them  move.  "We  have  had 
some  contests,"  Rogers  explains,  "in 


MuniciCorp  headquarters  in  Los  Angeles 

Has  much  changed  since  the  Paragon  of  New  Jersey  days? 
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which  whoever  sells  the  most  honds 
gets  $100  to  take  the  wife  out  to  din- 
ner." Rogers,  in  fact,  says  such  incen- 
tives are  common  in  the  business.  But 
Forbes  couldn't  find  any  firms  that 
admit  to  using  them. 

MuniciCorp  also  offers  special  in- 
centives to  its  salesmen  for  pursuing 
accounts  of  recently  departed  col- 
leagues. To  avoid  losing  customers,  it 
offers  a  bounty  of  50%  of  the  gross 
commission  instead  of  the  usual  40% 
to  salesmen  who  hold  on  to  such 
customers. 

These  pressures,  unfortunately,  can 
lead  to  overly  aggressive  selling.  A  for- 
mer MuniciCorp  account  executive, 
for  example,  alleges  that  in  the  last  12 
months  MuniciCorp  salesmen  have 
misrepresented  facts  to  his  former  cli- 
ents on  several  occasions.  In  one  case, 
a  MuniciCorp  salesman  claimed  that 
a  particular  bond  issuer  "may  have 
some  trouble  paying,"  and  triggered  a 
quick  $25,000  sale  at  a  significant 
loss.  When  told  what  the  customer 
had  done,  the  enraged  former  Munici- 
Corp salesman  quickly  called  Munici- 
Corp to  double-check.  Traders  there 
told  him  the  bonds  were  fine.  In  this 
instance,  as  in  several  others,  bonds 
supposedly  "in  trouble"  were  original- 
ly underwritten  by  MuniciCorp. 

The  most  serious  charge  leveled  by 
MuniciCorp's  former  salesmen  is  that 
the  firm's  telephone  reps  churn  com- 
missions by  encouraging  unfavorable 
tax  swaps.  Such  portfolio  restructur- 
ing is  a  common  practice  in  munici- 
pal bond  trading,  particularly  when 
interest  rates  have  been  rising  and 
prices  on  older  issues  falling.  Used 
properly,  a  swap  can  give  investors 
nice  income  tax  deductions  from  the 
sale  of  old  bonds  at  a  loss,  while  re- 
placing them  with  new  bonds  that 
yield  more  income,  have  the  same 
face  value  and  comparable  maturities. 

According  to  copies  of  several  tax 
swap  confirmation  slips  from  1979, 
however,  things  don't  always  work  out 
this  way  at  MuniciCorp.  One  custom- 
er, for  example,  sold  nearly  $100,000 
worth  of  bonds,  which  produced  a 
nominal  $3,500  tax  loss.  He  then  add- 
ed $14,000  to  the  proceeds  to  buy 
bonds  with  longer  maturities  that  pro- 
duced $1,300  less  in  annual  income. 
Even  worse,  at  redemption  the  new 
bonds  are  worth  $10,000  less  in  face 
amount  than  the  old  bond.  Munici- 
Corp, meanwhile,  collected  $2,250  in 
commissions. 

In  a  related  trade,  the  customer  sold 
bonds  worth  $120,000  (face  amount) 
and  wound  up  with  bonds  worth 
$1 10,000,  paying  $2,500  less  in  annual 
income  and  requiring  seven  more 
years  to  mature.   Commission  for 


MuniciCorp:  $2,800.  After  three 
trades  totaling  more  than  $250,000  in 
bonds,  MuniciCorp  turned  commis- 
sions of  nearly  $8,000,  while  the  re- 
tired customer  recorded  long-term  tax 
losses  of  $15,000,  surrendered  annual 
tax-free  income  of  $3,450  and  lost 
$35,000  in  face  value. 

A  MuniciCorp  salesman  generating 
$250,000-  worth  of  tax  swaps  a  week 
can  earn  more  than  $150,000  annually 
in  commissions.  Rogers,  however,  de- 
nies that  salesmen  sell  tax  swaps  that 
aren't  in  their  customers'  best  inter- 
ests. He  also  points  out  that  all  swaps 
at  MuniciCorp  are  approved  by  an  of- 
ficer of  the  firm.  In  the  examples 
above,  records  examined  by  Forbes 
show  that  MuniciCorp  officers  ap- 
proved the  questionable  swaps. 

MuniciCorp's  operating  style 
meshes  well  with  the  way  the  tax- 
exempt  bond  market  operates.  Prices 
aren't  widely  published  because  there 
are  too  many  issuers  and  too  many 
issues.  Thus,  an  investor  has  no  easy 
way  to  compare  quotations.  Unlike 
stock  trades,  moreover,  muni  bond 
confirmation  slips  don't  show  sales 
commissions. 

Worse  yet,  the  business  is  woefully 
clubby.  Since  area  firms  trade  with 
each  other  or  join  in  syndicates  periodi- 
cally, an  aura  of  partnership  prevails. 
Forbes  confronted  officials  at  several 
marketers — including  Merrill  Lynch — 
and  few  would  discuss  their  own  sales 
practices,  much  less  anyone  else's,  on 
learning  why  Forbes  wanted  to  know. 


After  the  abuses  of  the  Seventies 
Congress  established  the  Municipal 
Securities  Rulemaking  Board,  which 
promulgates  muni  bond  selling  rules, 
But  Congress  gave  the  MSRB  no  in] 
vestigativc  or  enforcement  power,  noi 
does  it  have  local  offices.  Beyond  that 
the  industry  draws  periodic,  nonpub- 
lic sanctions  from  the  National  Asso- 
ciation of  Securities  Dealers,  and  it 
occasionally  catches  the  eye  of  the 
Securities  &  Exchange  Commission. 
If  you  get  the  idea  that  municipal 
bonds  can  be  very  much  buyer-beware; 
investments,  you  are  right. 

Why?  The  industry,  though  periodi- 
cally embarrassed  by  one  scandal  or 
another,  is  under  little  pressure  to  go 
beyond  self-regulation.  What's  more, 
a  good  many  purchasers  are  institu- 
tional investors  that  prefer  today's 
flexibility  to  the  potential  constraints 
of  government  intervention.  Then 
there  are  the  thousands  of  state  andl 
local  borrowers.  They  hear  the  howls 
of  protest  over  corporate  disclosure 
rules  and  aren't  eager  to  see  similar 
restrictions  hamper  them. 

Speaking  of  his  own  sales  practices, 
MuniciCorp's  Rogers  says,  "Because 
of  the  problems  we  went  through  in 
1973  and  1974,  the  word  around  herel 
is  'compliance.'  I've  been  there.  Hav- 
ing dealt  with  the  SEC,  I  never  wantl 
to  do  that  again."  Unless  there  are 
some  big  changes  in  the  municipal 
bond  business,  MuniciCorp  may  not 
have  to  worry — no  matter  what  itsi 
former  salesmen  say.  ■ 


Why  International  Minerals  &  Chemical 
and  Williams  Cos.  are  sitting  ducks. 


Fertilizer 
after  Elf 


By  Thomas  Jaffe 


Now  that  $1.1  billion  Texasgulf  has 
been  dragged  to  the  altar  by  French  oil 
giant  Elf  Aquitaine,  can  other  big  fer- 
tilizer companies — like  $2  billion 
(sales)  International  Minerals  & 
Chemical  Corp.  and  $2.1  billion  Wil- 


liams Cos. — be  far  behind' 

Both  IMC  and  Williams  recorded 
strong  profit  gains  last  year.  Now,  with 
inventories  swollen  because  they  had 
misjudged  demand,  the  shares  of  both 
have  traded  down  over  30%  after  an; 
impressive  rise  last  year.  Williams' 
market  value  is  currently  around  $1 
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llion;  IMC's,  $  1.2  billion. 
3,  even  at  a  healthy  premi- 
m  to  recent  prices,  either 
)uld  be  snapped  up  rela- 
vely  cheaply.  Williams 
irries  a  discount  multiple 
6;  IMC,  an  8,  the  market 
rerage.  In  the  case  of  Wil- 
ams,  a  sweetener  would 
:  its  37%  of  profits  from 
peline  and  oil  and  gas 
visions. 

Texasgulf,  of  course, 
as  a  very  different  target 
:>m  IMC  or  Williams  be- 
use  it  controls  about  a 
ird  of  U.S.  fresh  sulfur 
oduction.  The  market 
r  sulfur  is  tight  these 
lys.  Reserves  here,  pri- 
arily  in  eastern  Texas, 
e  slowly  being  depleted. 
)land,  which  has  the 
orld's  other  major  de- 
isits,  is  in  chaos;  Iran 
id  Iraq,  also  suppliers, 
e  even  less  reliable.  Re- 
Jt:  Since  1979  the  price 
is  jumped  from  $78  a  ton 
$140,  swelling  the  prof- 
>  of  Texasgulf 's  $663 
illion  (sales)  chemicals 
oup  last  year  by  some 
l%,  to  $168  million. 
As  an  integrated  fertil- 
2r  company,  Texasgulf 

in  the  catbird  seat  be-   

use  it  also  mines  its  own  phosphor- 
rock.  Along  with  Occidental  Pctro- 
am,  it  has  the  third-largest  capacity 
the  U.S.  behind  IMC  and  Williams, 
lrn  sulfur  into  sulfuric  acid,  com- 
ae it  with  crushed  phosphoric  rock, 
d  you  get  phosphoric  acid,  a  fertiliz- 
Process  this  further  and  it  becomes 
her  fertilizers  such  as  diammonium 
losphate  (DAP). 

Still,  last  year  certainly  proved  that 
IC  (Forbes,  May  11)  and  Williams 
uld  do  quite  well  indeed  just  putting 
aether  leading  positions  in  rock  and 
osphate  production.  Fertilizers  con- 
buted  63%  of  Williams'  income, 
%  of  IMC's.  Earnings  per  share- 
ire  up  99%  and  20%,  respectively, 
eanwhile,  the  stocks  traded  at  ali- 
ne highs  of  49%  and  66V2. 
How  can  this  happen  when  about 
%  of  phosphate  sales  are  to  U.S. 
riculture,  a  market  growing  only 
d  a  year?  Because  overseas  demand 
up  at  least  8%  annually.  Since  1975 
S.  producers  have  boosted  phos- 
ate  exports  from  1 .9  million  tons  to 
5  million.  Last  year  the  market  was 

strong  they  were  able  to  raise  the 
eragc  export  price  of  DAP,  their 
p-selling  fertilizer,  more  than  20%. 

mid- 1979  they  had  charged  $175  a 


Fertilizer  being  loaded  in  Memphis,  Term. 
More  takeovers  to  come? 


ton,  by  July  1980  DAP  was  up  to  $215. 

At  the  moment,  producers  are  suf- 
fering from  temporary  overcapacity 
resulting  from  the  fact  that  U.S.  farm- 
ers and  wholesalers  from  whom  they 
buy  stocked  heavier  than  usual  last 
fall.  The  industry  figured  the  buying 
would  continue  and  ran  production 
full  out.  But  then  demand  faltered  and 
prices  fell.  Importers  held  off  on  their 
purchases  as  well,  figuring  prices 
would  fall  even  lower.  "Once  you've 
got  an  unstable  price  that  goes  down," 
says  Lloyd  (Jake)  Jaquier,  head  of  W.R. 
Grace's  agricultural  chemicals  group, 
"people  don't  buy — they  are  waiting 
for  the  price  to  get  even  cheaper.  So 
the  pipeline  closes.  We  finally  bot- 
tomed out,  though." 

Perhaps.  But  the  memory  of  lengthy 
industry  depressions  lingers  on.  In  the 
mid-Sixties  the  oil  companies  waded 
into  the  business  and  everybody  over- 
built so  drastically  that  it  was  not 
until  1971  that  the  glut  was  finally 
worked  off.  It  happened  again  in  the 
mid-Seventies,  and  this  time  setting 
things  straight  took  the  development 
of  the  export  market.  This  year,  faced 
with  yet  another  surplus,  the  indus- 
try's strategy  has  been  to  curtail  pro- 
duction. According  to  Eugene  Graves, 


vice  president  of  planning 
and  economics  at  Wil- 
liams' Agrico  subsidiary, 
reductions  for  the  full  year 
could  average  up  to  10%. 
But,  as  he  admits,  "When 
you're  bleeding  by  the  gal- 
lon and  you  cut  it  down  to 
only  a  quart,  you're  still 
bleeding." 

The  problem  is  that, 
soon  after  the  industry 
will  have  finally  reduced 
its  inventories,  by  the 
March  quarter  of  1982, 
new  capacity  will  be  com- 
ing on  stream.  For  exam- 
ple, next  year  IMC  will 
open  a  $200  million  phos- 
phate plant  and  Grace  also 
has  a  $180  million  joint 
venture  with  U.S.  Steel 
scheduled  for  completion. 
Nor  is  the  expansion 
limited  to  the  production 
of  fertilizer.  By  late  1983 
some  $1  billion  of  new 
phosphoric  rock  mines 
will  have  been  opened. 

Recently,  however,  the 
industry  has  shown  un- 
characteristic self-disci- 
pline. Amax  has  shelved 
plans  for  an  estimated  2- 
million-ton-a-year  mine  it 
wanted  to  open  by  1986. 

  Esmark  had  a  3.3-million- 

ton  project  due  in  1982,  but  ground 
breaking  is  now  scheduled  for  two 
years  later.  That  pair  alone  would  have 
increased  current  phosphoric  rock  out- 
put some  10%.  And  in  two  years  Grace 
plans  to  phase  out  mines  presently 
producing  1.8  million  tons  a  year — 
some  3.5%  of  U.S.  production. 

Meanwhile,  there's  still  a  growth 
market  for  phosphate  fertilizers  over- 
seas. "I  don't  think  the  phosphate  in- 
dustry is  headed  down  a  rat  hole," 
says  Edward  Harre  of  the  Tennessee 
Valley  Authority's  National  Fertilizer 
Development  Center.  "If  the  current 
DAP  price  entices  someone  into  this 
market  for  a  large  purchase,  in  six 
months  you  could  see  that  price  run 
back  up  to  the  $200  to  $250  level." 

R.  Shaw  Bridges,  chemicals  analyst 
for  F.  Eberstadt  &.  Co.,  agrees  with 
regard  to  IMC  and  Williams:  "There 
isn't  much  downside  risk  left,  and  all 
you  have  to  do  is  look  at  1980,  when 
both  had  incredible  runs,  to  see  that 
as  soon  as  The  Street  starts  to  like 
these  guys  they  move  like  wild  fire." 

The  plain  fact  is  that  on  balance  the 
two  leaders  of  the  chastened  fertilizer 
industry  are  among  the  cheapest  asset 
plays  around  for  the  long-term  inves- 
tor— corporate  or  otherwise.  ■ 


RBES,  SEPTEMBER  14,  1981 


35 


Buying  a  post  office  can  be  a  great  invest- 
ment. Why?  There's  a  good  chance  the 
seller  doesn't  know  his  property's  worth. 

The  broker  always 
rings  twice 


By  Jeff  Blyskal 

EIGHTEEN  YEARS  AGO,  P.).  Wise 
and  his  buddy  Jimmy  Carter 
thought  they  had  a  can't-miss 
opportunity.  For  $20,000  either  one 
could  build  a  new  post  office  in  Plains, 
Ga.  and  sign  on  the  U.S.  government 
as  a  blue-ribbon  20-year  tenant.  But 
Carter,  who  won  the  bidding,  backed 
out  at  the  last  minute  and  traded  the 
contract  to  Wise. 

A  hospital  maintenance  engineer, 
Wise  should  have  done  the  same.  Un- 
der the  fixed-rate  lease,  he's  still  get- 
ting the  $156  per  month  rent  the 
Postal  Service  was  paying  back  in 
1963.  Meanwhile,  comparable  com- 
mercial property  in  the  area  is  fetch- 
ing nearly  four  times  as  much.  Says 
Wise,  "Prices,  insurance  and  taxes 
have  gone  up  so  much,  it's  hard  to 
make  a  living  out  of  that  post  office — 
or  even  to  get  your  money  back." 

Though  it  may  be  slim  pickings  in 
Plains,  post  offices  today  can  be  a 
winning  proposition.  The  U.S.  Postal 
Service,  which  has  dealt  with  private 
landlords  since  Benjamin  Franklin's 
day,  today  leases  28,000  locations, 
88%  of  the  total.  From  the  lessor's 
standpoint,  owning  a  post  office  offers 
the  security  of  a  tenant  who  will  nev- 
er skip  town.  Beyond  that,  of  course, 
are  the  usual  tax  shelter  benefits  of 
any  real  estate  investment.  But  the 
really  first-class  profits  come  from 
something  else. 

Smart  buyers  will  slog  through 
snow,  rain,  heat  or  gloom  of  night  to 
find  someone  like  Wise,  whose  low- 
rate  lease  is  ready  to  run  out.  The  trick 
is  to  get  the  owner  to  sell  at  a  price 
based  on  the  low  current  rental  in- 
come. The  buyer  can  then  soon  re- 
negotiate the  lease  with  the  govern- 
ment or  a  commercial  tenant  at  to- 
day's higher  rates.  "You're  talking  big 


dollars  here,"  says  Harry  Eisenberg,  a 
Yonkers,  N.Y.  realtor  who  sells  $10 
million  of  postal  properties  a  year.  "As 
a  rule,  the  new  value  could  be  double  to 
triple  what  you're  paying  for  it." 

That's  how  Scarsdale,  N.Y.  textile 
consultant  William  Schachter  plays 
the  game.  With  $20,000  down,  he 
bought  the  Cranston,  R.I.  post  office 
for  $120,000  based  on  its  current  low 
income.  When  the  lease  expires  this 
year,  Schachter  reckons  the  proper- 
ty's worth  will  jump  to  $360,000.  "It's 
a  no-lose  situation,"  he  boasts. 

But  what  about  the  seller?  Jayne 
Bragg,  a  49-year-old  South  Carolina 
widow,  got  rid  of  the  Cranston  post 
office  because  she  no  longer  wanted 
the  responsibility  of  owning  a  proper- 
ty some  800  miles  away.  But  did  she 
know  about  its  potential  value?  No, 
she  says.  "The  property  was  not  tem- 


pos* office  landlord  John  Dwaileebe 
"The  world's  best  investment." 


bly  profitable  for  me." 

Postal  Service  officials  confirm  that 
as  a  matter  of  policy  they  pay  going 
rates  when  renewing  leases.  What's 
more,  wary  landlords  today  are  nego- 
tiating more  favorable  deals  with  es- 
calating rents  and  property  taxes  paid 
by  the  government.  Just  about  all  an 
owner  has  to  do  is  make  major  repairs 
and  cash  the  rent  check  that  arrives 
on  the  29th  of  the  month — unless  the 
mail  is  late.  Despite  these  goodies, 
however,  Dave  Warner,  director  of 
real  estate  for  the  Postal  Service,  ad- 
mits there  is  currently  no  program  to 
warn  old  lessors  about  their  potential 
bonanza  at  lease  renewal  time.  That's 
probably  one  reason  there's  no  short- 
age of  sellers — or  buyers. 

Some  people,  in  fact,  find  owning 
post  offices  so  appealing  they  can't 
stop  buying.  For  example,  there's  Ger- 
ald Shulman  of  North  Hollywood,  Cal- 
if. He  is  reportedly  general  partner  in 
some  350  post  offices  in  49  states. 
Shulman  refused  to  discuss  his  hold- 
ings. So  did  a  Queens,  N.Y.  investor 
who  has  owned  150  post  offices. 

Of  course,  many  landlords  like  post 
offices  for  conventional  reasons.  John 
Dwaileebe,  partner  in  the  Pepsi-Cola 
bottling  plant  of  Olean,  N.Y.,  buys 
newly  built  post  offices  for  the  tax 
shelter  and  paid  $340,000  for  three  in 
western  New  York.  They  bring  in 
about  $40,000  a  year  in  rent,  and 
Dwaileebe  is  hankering  to  buy  a 
fourth  virtually  sight  unseen  for 
$125,000.  "It's  the  best  investment  in 
the  world,"  he  says. 

Still,  not  every  post  office  is  a  sure 
thing.  As  with  any  real  estate  invest- 
ment, location  is  crucial.  So  is  the 
property's  condition.  "Some  of  these 
buildings  need  $50,000  worth  of  re- 
pair work,"  says  Joseph  Kaufman,  a 
Port  Chester,  N.Y.  real  estate  sales- 
man active  in  the  field.  Eisenberg 
started  looking  in  earnest  for  the  un- 
dervalued leases  three  years  ago  when 
he  obtained  a  list  of  the  nation's  post 
office  owners  through  the  Freedom  of 
Information  Act.  Now,  however,  such 
material,  including  addresses  and  how 
much  rent  the  landlords  receive,  is 
available  from  the  Postal  Service  for  a 
couple  of  hundred  dollars.  Specialized 
realtors,  too,  regularly  scout  for  poten- 
tial sellers  via  bulk-mail  solicitations. 

Who  really  wins  in  these  transac- 
tions? "The  buyer  is  happy  because 
he's  looking  for  capital  appreciation, 
and  the  seller  is  happy  because  he  has 
more  income  than  he  otherwise 
might  have  had,"  says  Eisenberg. 
"The  broker  is  happy  because  he  can 
earn  a  commission  somewhere  in  be- 
tween all  this."  If  you  are  betting,  put 
your  money  on  the  broker.  ■ 
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HI,  real  estate,  publishing  and  now  insur- 
nce — the  empire  of  the  quiet  Hunt  may 
ion  outshine  the  rest. 


This  Hunt  does 
his  homework 


By  Toni  Mack 


few  weeks  ago  Ray  L.  Hunt, 
the  poor  relation  of  Dallas' 
kA  Hunt  family — his  net  worth  is 
ily  $1  billion — paid  $68.7  million  for 
nion  Life  Insurance,  a  Little  Rock, 
rk.  company  with  around  $100  mil- 
on  in  assets.  Union,  Hunt  explained, 
ould  vie  with  Prudential  the  way  his 
unt  Oil  Co.  vies  with 
sxon:  reacting  quickly  to 
jportunities.  He  was  being 
:rious,  as  this  Hunt  usually 
.  He  sees  Union  Life  as 
:he  basis  of  a  very  sophisti- 
ited  financial  services  oper- 
:ion"  and  plans  to  put  new 
ipital  into  it.  Beyond  that 
unt  isn't  specific,  wanting 
me  to  deliberate. 
Ray  Hunt,  38,  is  a  man  on 
le  move  who  doesn't  hurry, 
e  is  the  son  of  fabled  oil- 
lan  H.L.  Hunt  by  his  second 
ife.  His  better-known  half 
rothers,  Herbert,  Lamar  and 
elson  Bunker  Hunt,  are  by 
.L.'s  first  wife.  By  the  time 
.L.  died,  in  1974,  he  had 
ready  transferred  much  of 
is  reported  $2  billion  wealth 
)  his  first  family. 
So  it  was  only  seven  years 
»o  that  Ray  Hunt,  on  behalf 
t  himself,  his  mother  and 
iree  sisters,  took  control  of 
leir  share — land  and  oil 
roperties  worth  around 
ZOO  million  to  $250  million. 
e  has  built  them  into  an 
npire  in  oil  and  gas,  real 
state,  ranching,  publishing 
id  now  insurance  worth  at 
:ast  an  estimated  $1  bil- 
on — maybe  more  than  that, 
spending  on  the  valuation 


of  Hunt  Oil's  reserves. 

But  where  his  father,  who  began  as 
a  professional  gambler,  was  the  quint- 
essential wildcatter  and  the  half 
brothers  operate  with  the  same  lone- 
wolf  mentality— whether  vainly  try- 
ing to  corner  commodity  markets,  as 
have  Herbert  and  Bunker,  or  owning 
sports  franchises,  as  does  Lamar — 
Ray  Hunt  is  an  organization  man. 


Dallas  businessman  Ray  L  Hunt 
On  the  move,  but  not  in  a  hurry. 


He  showed  that  from  the  outset 
when  he  took  over  Hunt  Oil  at  age  31. 
The  company  had  been  creeping  for 
years  toward  a  slow  death.  "The  old 
man  had  just  about  cratered  Hunt 
Oil,"  says  a  former  Hunt  employee. 
"He  was  more  occupied  with  his  hob- 
bies"— mainly  anticommunist  propa- 
ganda and  a  money-draining  health 
food  and  drug  business.  Bunker  and 
Herbert,  who  then  owned  18.5%  of 
Hunt  Oil,  were  more  interested  in 
Placid  Oil  and  Penrod  Drilling,  which 
their  father  had  already  signed  over  to 
them.  Within  months  at  Hunt  Oil, 
Ray  had  a  turnaround  started.  As  Har- 
ry Hurt  IE  describes  in  his  new  book 
on  the  Hunts,  Texas  Rich,  Hunt  hired 
bright  young  men — like  former  LTV 
executive  Walter  Humann,  now  44 
and  Hunt's  right-hand  man — to  revi- 
talize the  company.  He  raised  top  sal- 
aries from  $30,000  to  over  $100,000 
and  began  pursuing  new  oil  prospects 
vigorously. 

Then  Ray  Hunt  sat  back  to  think. 
"Over  the  space  of  about  a  year  and  a 
half,  I  tried  to  go  back  and  determine 
what  principles  had  allowed  a  man 
like  my  father,  who  started  with 
nothing  in  his  pocket,  to  cre- 
ate what  he  created,"  says 
Hunt,  whose  high  forehead, 
chubby  cheeks  and  blue  eyes 
recall  H.L.  in  his  prime.  "I'm 
a  big  believer  that  conditions 
change,  specifics  change,  but 
principles  very  seldom 
change." 

Whatprinciples?  Individual 
authority,  for  one  thing.  In  his 
heyday,  Ray  Hunt  found,  his 
father's  employees  were  al- 
lowed to  make  decisions  in 
the  field.  Says  Hunt,  "There 
was  once  an  East  Texas  saying 
that  the  district  superinten- 
dent on  the  floor  of  a  Hunt  Oil 
rig  had  more  authority  than 
the  vice  president  of  a  major 
oil  company."  In  H.L.'s  wan- 
ing years,  Bunker  and  Herbert 
had  centralized  decision- 
making in  the  Dallas  office  of 
Hunt  Oil.  Ray  decided  to  de- 
centralize once  more  and  add 
a  new  twist — exploration  of- 
fices all  over  the  U.S.  The 
result  was  to  be  "big  enough  to 
do  anything  we  want  within 
reason,  and  yet  retain  the  dele- 
gation of  authority  that  allows 
us  to  respond  very  quickly." 

The  payoff  on  that  course 
came  in  1976  when  he  Daid 
$50,000  for  Hunt  Oil's  first 
foreign  property — a  10%  in- 
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terest  in  a  North  Sea  block  near  Scot- 
land. Although  the  nearest  production 
was  110  miles  away,  his  geologists 
liked  the  prospect.  His  brothers  dis- 
agreed, but  Hunt  trusted  his  geolo- 
gists— and  they  were  right.  In  August 
1976  the  Beatrice  field,  a  160  million- 
barrel  oil  reservoir,  was  discovered  on 
that  North  Sea  block.  Hunt  Oil  has 
had  to  spend  $120  million  on  produc- 
tion platforms  and  a  pipeline,  but  its 
10%  of  the  field  is  worth  about  $500 
million  at  current  prices.  The  oil  will 
start  pumping  this  fall. 

The  cash  will  come  in  handy.  Many 
of  Hunt  Oil's  fields  in  Louisiana  and 
Texas  are  old  and  declining.  Ray  Hunt 
has  quadrupled  his  exploration  budget 
in  the  last  two  years,  arranging  a  $200 
million  revolving  credit  agreement 
earlier  this  year  to  help  support  it. 

He  has  also  sent  his  geologists  to 
hunt  elephants — those  huge  fields 
that  can  solve  a  company's  cash  prob- 
lems for  many  years.  They  are  rarely 
found  in  well-explored  areas  like  the 
U.S.,  and  therefore  Hunt  had  acquired 
multimillion-acre  interests  in  virgin 
territory  like  Portugal,  offshore  Aus- 
tralia and  offshore  Korea.  He  has  been 
working  for  two  years  to  get  a  conces- 
sion in  China. 

Hunt's  willingness  to  go  for  long 
returns  marks  his  real  estate  oper- 
ations. "We  don't  crank  out  widgets," 
says  John  Scovell,  president  of  Hunt's 
Woodbine  Development  Corp.  In 
1972  Hunt  paid  $2.5  million  for  19.4 
acres  in  a  declining  section  of  down- 
town Dallas,  near  a  disused  train  sta- 
tion owned  by  the  city.  He  phoned 
City  Hall  to  find  out  what  plans  Dallas 
had  for  its  property,  and  he  and 
George  Schrader,  now  the  soon-to-re- 
tire Dallas  City  Manager,  began  pon- 
dering ways  their  adjoining  tracts 
could  be  used. 

For  more  than  a  year  the  two  met 
quietly  over  breakfast — alternately 
picking  up  the  tab  to  satisfy  propri- 
ety— and  Hunt  spent  $250,000  on  a 
land  use  study.  The  result  was  the 
project,  now  dubbed  Reunion,  that  be- 
gan in  1974.  Hunt  would  spend  $75 
million  on  land  improvement  and  a 
hotel/restaurant  complex,  and  perhaps 
another  $180  million  in  office  and 
convention  buildings;  the  city  would 
renovate  the  train  station,  lease  open 
land  and  put  up  a  public  building.  In 
1978 — six  years  after  his  first  call  to 
City  Hall — Hunt  opened  his  Reunion 
Hyatt,  and  the  city's  $24  million  Re- 
union Arena  opened  last  year. 

Now  Scovell  is  overseeing  Ft. 
Worth's  Fossil  Creek  development,  a 
1,800-acre  planned  community  that 
will  take  15  to  25  years  to  complete. 
Since  1978  Woodbine  has  spent  $25 


million  on  streets  and  sewers  and  a 
500-acre  business  park.  Tract  builders 
are  putting  up  houses  north  of  Fossil 
Creek,  and  in  12  to  18  months  Wood- 
bine will  start  on  higher-cost  homes. 
Then  there's  Valwood,  a400-acre  busi- 
ness park  north  of  Dallas;  DFW  Free- 
port,  a  650-acre  hotel/commercial/in- 
dustrial  development  next  to  the  for- 
eign trade  zone  around  the  Dallas/Ft. 
Worth  airport;  and  two  buildings  in 
downtown  Ft.  Worth.  Quickies  they 
are  not. 


Looking  for  elephants 


The  pattern  holds  in  Hunt's  pub- 
lishing ventures.  In  1973  Wick  Alli- 
son, then  25,  wanted  to  start  a  maga- 
zine for  Dallas.  "Most  of  the  people  I 
talked  to  were  old  money,"  recalls  Al- 
lison. "No  one  knew  what  the  hell  I 
was  talking  about,  until  I  talked  to 
Ray."  Hunt  put  Allison  on  the  payroll 
and  in  1974  launched  D  Magazine 
with  $450,000.  It  took  three  years  to 
pull  into  the  black — a  relatively  short 
period  for  a  new  magazine — and  now 


Allison  publishes  four  magazines  fol 
Hunt's  Southwest  Media,  with  pro 
jected  1981  revenues  of  $25  million 

Meanwhile,  Hunt  finds  ways  to  cut 
costs  in  the  short  term.  Instead  ol 
arranging  construction  financing  foi 
his  40-story  Ft.  Worth  office  building 
at  the  usual  prime  (now  around  20% 
plus  1%,  Hunt  sold  commercial  paper 
which  carries  slightly  lower  rates.  It's  I 
hard  to  sell  commercial  paper,  though, 
without    showing    financial    state- 1 
ments — an  idea  Hunt  abhors.  So  he 
arranged  a  $71  million  irrevocable  let- 
ter of  credit  with  Germany's  West- 1 
deutsche  Landcsbank  Girozentrale  in- 1 
stead.  He  hopes  to  save  2%  on  inter- 1 
est  costs,  or  around  $1 .5  million. 

His  Ft.  Worth  Hyatt  also  has  its 
advantages.  Rather  than  tear  down  I 
the  58-year-old  building  and  start  I 
anew,  Hunt  got  it  registered  as  a  Na- 1 
tional  Historic  Landmark.  He  can  I 
take  a  10%  federal  investment  taxi 
credit  on  his  $32.6  million  renovation  I 
and  depreciate  it  in  five  years. 

The  empire  grows  and  the  mannei 
of  its  building  is  bringing  Ray  Hunt 
respect  as  a  serious  businessman  that 
the  old  man  and  his  older  boys  nevei 
had.  "Ray  is  one  of  America's  out-l 
standing  young  businessmen,"  saysl 
old  friend,  former  Texas  businessman] 
and   current    U.S.    Vice  President,! 
George  Bush.  "He  has  an  enormously! 
bright  future." 

Unhurried,  outwardly  placid  yel 
ambitious,  Ray  Hunt  wants  to  make 
it  big.  Does  he  yearn  to  be  the  richest 
Hunt  of  all?  Surpass  even  H.L.?  "1 
decided  long  ago  that  I'm  not  going  tc 
compete  with  my  father's  success,  or 
my  brothers',  or  anybody  else's,"  he 
protests.  Yet  in  discussing  business  he 
seems  to  measure  himself  constantly 
by  his  father:  "My  father  had  an  abili- 
ty ... ,  my  father  once  made  the 
statement  .  .  .  ,  a  decision  Dad  had 
made."  He  even  quotes  his  father's 
adage,  "Given  the  choice  between 
luck  and  intelligence,  always  take 
luck." 

But  Hunt  doesn't  act  on  adages  like 
that  alone.  A  longtime  associate  anil 
friend,  discussing  the  silver  crash  oi 
Herbert  and  Bunker  Hunt,  says:  "Ray 
would  never  have  let  himself  get  inn: 
that  position.  He'd  do  his  homework 
better."  Once  the  homework  is  done, 
it  will  be  interesting  to  see  what  he 
does  with  Union  Life. 

If  it  seems  strange  that  a  man  who 
inherited  $150  million  should  be  am- 
bitious, well,  there  are  "hungers  not  of 
the  belly  kind,"  wrote  Robert  W.  Ser- 
vice. A  friend  of  Ray  Hunt's  puts  it 
another  way:  "Because  of  the  way  he 
spells  his  last  name,  Ray's  had  to  earn 
his  respect  twice."  ■ 
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NTRODUCING    THE  "5  4  5"  FROM  3M 

IF  HARD-TO-COPY 
ORIGINALS  LEAVE  YOU  IN 
THE  DARKGET  THE  COPIER 
THAT  SEES  THE  LIGHT 


IsTTRODLONG 
THE  "545"  FROM  3M 


INTRODUCING 
THE  "545"  FROM  3M. 


THE  ORIGINAL* 


WITHOUT  3M's  SENSITRON1 
EXPOSURE  SYSTEM* 


WITH  THE  3M  SENSITRON™ 
SYSTEM* 


When  you  make  a  copy  with  our  new  "545" 
plain  paper  copier,  you  get  an  accurate  repro- 
duction. Not  a  reasonable  facsimile. 

The  reason  is  two-fold.  First,  is  our  new 
"Sensitron"™  feature.  Automatically,  it  scans  the 
background  of  your  original  and  adjusts  the  copier 
to  match. 

And  the  second  is  the  automatic  toner 
control  system  the  "545"  uses.  It  eliminates  the 
imbalances  between  toner  and  developer  that  can 
affect  consistency.  So  you're  virtually  assured  a 
beautiful  copy.  Time  after  time 

But  the  "545"  is  more  than  accurate,  it's 
also  extremely  advanced.  With  features  like 


microprocessor  technology.  And  code  display 
diagnostics.  There's  even  a  Pause-lnterrupt- 
Resume  feature  and  a  new  touch  control  operator 
panel. 

Still,  the  most  remarkable  thing  about  the 
"545",  as  well  as  our  other  new  copiers,  is  its 
striking  copy  quality  But  we'll  let  you  be  the  judge 
of  that. 

After  all,  a  halftone  is  worth  a  thousand 

words. 

For  more  information,  call  toll-free 
800-328-1684  (in  Minnesota,  800-792-1072)  Or 
write  3M  Copying  Products,  Building  220-10E/ 
3M  Center,  St.  Paul,  MN  55144. 


"These  are  reduced  reproductions  of  actual  specimens  made  on  3M  brand  copying  equipment 

The  newest  line  of  copiers  from  one  of  the  oldest  names  in  the  business. 


3M  Hears  You. 


Imagine  turning 
hot  exhaust  into  cold  cash* 


We  did. 

nd  lowered  fuel  costs  up  to  30%. 


on't  become  a  Garrett 
eer  by  letting  energy 
waste.  If  there's  a  way 
^  it,  you  find  it.  And 
f  the  things  we've 
I  is  a  way  to  help  make 
trial  gas  turbines 
even  harder. 
y  applying  Garrett's 
iced  heat  transfer 
ology,  we've  designed 
7  kind  of  gas  turbine 
lerator  that  can 
:e  a  turbine's  fuel  bill 
•  to  30%.  Simply  by 
Qg  more  efficient  use 
laust  heat  to  increase 
imperature  of  the 
ling  air. 

ecause  greater  effi- 
y  goes  hand -in- hand 
longer  service  life, 
itt  regenerators  are 
ned  to  last  up  to  20 
i  before  needing  any 
tenance.  The  credit 
to  a  patented  core 


configuration  that  solves 
thermal  fatigue  problems. 
And  the  use  of  corrosion - 
resistant  stainless  steel 
that  easily  handles  operat- 
ing temperatures  up  to 
1,200 °F. These  new  regen- 
erators will  be  on-line  and 
operational  in  more  than 
30  installations  by  the  end 
of  1981. 

Equally  remarkable  is 
the  application  of  that 
same  heat  transfer  tech- 
nology to  other  areas  of 
industry.  By  putting  high 
temperature  flue  gas  back 
to  work  with  a  special  kind 
of  heat  exchanger  called  a 
recuperator,  we'll  be  reduc- 
ing the  fuel  requirement  of 
large  industrial  furnaces 
this  year  by  more  than  25% 
Comparable  savings  are 
also  available  for  direct - 
fired  manufacturing  pro- 
cesses, like  glass- making. 

At  Garrett,  we  earned 
our  wings  in  aerospace, 
then  built  ourselves  into  an 
industrial  giant  by  keeping 


our  feet  on  the  ground. 
And  our  hands  on  a  tech- 
nology base  one  step  ahead 
of  tomorrow.  We're  uniquely 
structured  to  put  that  asset 
to  work  for  you,  today. 
Our  engineers  work  in 
teams.  No  one  is  isolated. 
They  work  together. 
The  result  has  been  results. 

You'll  find  us  in 
everything  from  nuclear 
powerplants  to  hospitals. 
Agriculture  to  automobiles. 
But  the  real  frontier  for  us, 
is  you. 

If  you'd  like  to  make 
your  endeavors  more 
energy  efficient,  you'll  find 
us  easy  to  work  with. 
Just  write  our  President, 
Jack  Teske.  You'll  find 
him  at:  The  Garrett  Corpo- 
ration, P.O.  Box  92248, 
Los  Angeles,  CA  90009. 


correti  The  Garrett  Corporation 
-A.  J  One  of  The  Signal  Companies 


Garrett 

The  aerospace  company  with  its  feet  on  the  ground. 


Why  does  Wall  Street  value  the  stock  of  "the 
healthiest  oil  company  in  the  world'  at  24 
cents  on  the  asset  dollar? 


The  luxury 
of  time 


By  Michael  Kolbenschlag 

Chairman  George  M.  Keller 
likes  to  call  Standard  Oil  of 
California  "the  healthiest  oil 
company  in  the  world."  It's  easy  to 
see  why  he's  bragging.  As  an  Aramco 
partner,  Socal  has  access  to  plenty  of 
Saudi  oil,  and  it  has  sizable  reserves  of 
1.27  billion  barrels  of  oil  and  5.4  tril- 
lion cubic  feet  of  gas  in  the  U.S.  It  has 
the  largest  position  of  any  oil  com- 
pany in  privately  owned  shale  lands,  a 
growing  position  in  coal  and  an  ag- 
gressive oil  and  gas  exploration  pro- 
gram in  places  like  Alaska,  the  Rocky 
Mountain  Overthrust  Belt  and  off- 
shore California.  Debt  is  only  14.3% 
of  equity,  and  Keller  has  a  cash  hoard 
of  $2.4  billion.  True,  like  most  others 
in  the  industry,  Socal  is  likely  to  have 
a  bad  third  quarter  because  of  the  oil 
glut;  but  even  so,  on  more  than  $40 
billion  in  revenues  this  year,  the  over- 
all 1981  earnings  of  the  world's  sixth- 
largest  oil  company  should  still 
amount  to  about  $7.50  a  share,  up 
modestly  from  $7.02  in  1980. 

Small  wonder  then  that  Keller  has 
displayed  no  interest  at  all  in  Conoco- 
size  oil  company  mergers  and  is  in- 
stead leisurely  stalking  Amax,  Inc., 
the  $2.9  billion  metals  and  mining 
concern  (of  which  Socal  already  owns 
20% );  or  that  he  can  afford  to  spend  a 
staggering  $30  billion  over  the  next 
five  years,  of  which  almost  half  will  be 
on  domestic  oil  and  gas  exploration 
and  production. 

Why,  then,  does  the  stock  of  the 
healthiest  oil  company  in  the  world 
sell  for  around  45,  or  6  times  earn- 
ings, and  at  a  huge  76%  discount — 
highest  in  the  industry — from  under- 
lying assets? 

That  leisurely  pace  has  a  lot  to  do 
with  it,  and  Keller  isn't  about  to  speed 
it  up.  His  attitude  springs  not  from  his 


group  of  price  "pessimists"  who  bu 
lieve  that  an  eventual  settlement  o 
the  Iran-Iraq  war,  combined  with 
slower-than-expected  world  econom 
ic  growth  and  the  growing  need  o 
OPEC  members  to  boost  production 
will  cause  the  current  1 .5  to  2  million 
barrel-a-day  glut  to  grow,  not  dinun 
ish.  Says  Weyant:  "By  1986  it  will  b« 
3  or  4  million  barrels  a  day." 

Who's  right?  Keller  says  he  is.  H< 
had  better  be,  as  he  himself  concedes 
if  he  wants  to  make  a  return  on  tha 
$30  billion  he's  spending.  Nearly  hal 
of  it,  remember,  will  go  toward  do 
mestic  exploration,  the  economics  o 
which  are  based,  Keller  says,  on  oil  at 
$30-plus  a  barrel.  Indeed,  it  costs  $1- 
to  $20  to  find  a  barrel  of  U.S.  reserve; 
these  days. 


Standard  of  California's  George  Keller 

All  this  calm  is  not  the  sort  of  thing  Wall  Street  likes. 


laid-back,  midwestern  temperament. 
Rather,  it  rests  on  his  conviction  that 
the  current  oil  glut  is  an  anomaly  and 
the  real  price  of  oil  will  rise  at  around 
3%  annually  through  the  end  of  the 
century.  "Sure,  the  price  of  a  barrel  of 
oil  in  1983  probably  won't  be  much 
different  from  what  it  is  today,"  says 
Keller.  "In  1982  it  might  even  be  a 
little  lower.  But  I  can't  see  any  reason 
why  this  short-term  leveling  off  will 
become  a  long-term  situation." 

That  sounds  reasonable.  Trouble  is, 
not  everybody  agrees.  For  example, 
George  Littell,  a  partner  in  Houston 
oil  consultants  Groppe,  Long  &  Lit- 
tell, believes  oil  will  be  selling  for  $15 
(in  constant  1980  dollars)  by  1985 — 
less  than  half  current  world  prices. 
And  John  P.  Weyant,  deputy  director 
of  the  Stanford  University  Energy 
Modeling  Forum  in  Stanford,  predicts 
constant  nominal  oil  prices  (and  thus 
real-price  decreases)  for  at  least  the 
next  three  to  five  years.  "The  oil  glut 
may  be  with  us  until  the  end  of  the 
decade,"  says  Weyant. 

Littell  and  Weyant  are  part  of  a 


So  if  the  price  pessimists  are  right, 
Socal  is  in  for  a  nasty  shock.  Keller 
recognizes  this. "We're  trying  to  givei 
priority  to  those  projects  that  make 
sense  in  terms  of  constant  prices,"  ha 
says.  Obviously,  this  makes  Socal'sj 
alternative  energy  projects,  particular- 
ly shale  oil,  a  lot  less  attractive.  AN 
though  Keller  is  still  enthusiastici 
about  his  plans  to  build  a  350-ton-per- 
day  shale  plant  in  Utah  by  1983,  heJ 
now  talks  of  it  more  in  terms  of  A 
"technology  test  bed"  rather  than  thei 
first  unit  of  a  multibillion-dollar  com- 
mercial operation.  "At  even  a  3%  reall 
price  increase  rate  for  oil,  the  project 
barely  meets  our  economic  tests,"  ha 
says.  "At  constant  prices  it  becomesi 
quite  marginal." 

So  what  does  that  leave  for  an  oill 
company  that  has  plenty  of  oil  now — 
indeed,  too  much?  (Keller  estimates 
that  carrying  excess  Aramco-pro- 
duced  inventories  resulting  fromj 
Saudi  Arabia's  overproduction  poli- 
cies has  tied  up  about  $  1  billion  a  year,! 
or  just  about  what  Socal  gains  from] 
the  $3-to-$5-a-barrel  "Saudi  advan- 
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ige".)  Keller's  choice  is  to  turn  So- 
al — again  without  undue  haste — into 
worldwide  energy  and  minerals  con- 
lomerate  by  taking  over  Amax — "but 
t  the  right  price."  That  price:  the 
78.50-a-share,  $4  billion  stock  offer 
e  made  last  spring,  which  Amax' 
oard  has  rejected. 

Keller  is  not  panicked  by  the  pros- 
ect  of  sitting  on  a  huge  minority 
osition  in  Amax.  With  a  soft  market 
>r  molybdenum,  Amax'  principal 
roduct,  he  thinks  he  can  afford  to 
rait,  because,  he  says,  "1981  is  not 
aing  to  be  a  good  year  for  Amax. 
hey  will  be  hard  pressed  to  come  up 
rith  the  kind  of  capital  they  will  need 
id  will  want  to  invest."  And  if  he 
lisses  the  prize?  Well,  that  20% 
light  fetch  a  nice  profit. 

All  this  cyi//»  ,  though,  is  not  the  sort 


i  Amax  coal-mining  operation 
But  at  the  right  price." 

f  thing  Wall  Street  likes.  Nor  does  it 
ke  the  dilutive  prospects  if  a  Socal 
:ock  offer  were  to  succeed,  or  the 
ncertainty  of  what  Socal  will  do  next 
l  pursuit  of  Amax.  So  the  world's 
ealthiest  oil  company  sells  at  24 
mts  on  the  asset  dollar — an  intrigu- 
lg  opportunity,  it  would  seem.  But 
eller  professes  indifference.  "Oh,  I 
ke  talking  to  those  boys,  but  my  first 
:sponsibility  is  to  use  the  company's 
>sets  efficiently  to  produce  earn- 
igs,"  he  says.  "I'm  not  sure  my  job  is 
)  raise  the  value  of  the  shares."  Cer- 
dnly  not  by  unseemly  haste;  Socal, 
lys  stolid  George  Keller,  is  in  no 
urry  to  do  anything  at  all. 
Could  such  stolid  ways  lead  to  a 
asty  surprise  for  Keller  and  Socal? 
fter  all,  in  these  post-Conoco  days, 
seal's  market  value  of  $15  billion 
•oks  a  lot  smaller  than  it  once  did.  A 
:nder  offer  at  twice  market  value,  or 
?0  a  share,  could  buy  51%  of  Socal. 
ut  George  Keller  doesn't  believe  it 
iuld  happen.  So  he  goes  his  unruffled 
ay.  "No  one  is  going  to  change 
eorge  from  the  outside,"  says  Kurt 
'ulff,  oil  analyst  for  Donaldson,  Luf- 
in  &  Jenrette  in  New  York.  "There 
e  probably  only  three  men  like  that 
ft  in  the  oil  business:  Garvin  of 
icxon,  Swearingen  of  Standard  of  In- 
lana  and  Keller."  ■ 
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If  you'd  like  to  know  some  other  unusual  things  about  Lynchburg,  drop  us  a  line 

WHEN  GOOD  FRIENDS  GET 
TOGETHER  in  downtown  Lynchburg, 
you'll  never  see  a  glass  of  Jack  Daniel's. 

The  county  where  we  make  our  whiskey  is 
dry.  (It  voted  that  way  in  1909.)  So  when 
folks  have  a  friendly  chat,  it's  usually  over 
ice  cream  or  soda.  Of  course, 
we  hope  the  law  isn't 
as  binding  in  your  home- 
town. And  that,  at  your 
next  friendly  get-together, 
a  glass  of  Jack  Daniel's 
will  be  somewhere  in 
the  picture. 


CHARCOAL 
MELLOWED 

6 

DROP 

6 

BY  DROP 


Tennessee  Whiskey  •  90  Proof  •  Distilled  and  Bottled  by  Jack  Daniel  Distillery 
Lem  Motlow,  Prop.,  Inc.,  Route  1,  Lynchburg  (Pop.  361),  Tennessee  37352 
Placed  in  the  National  Register  of  Historic  Places  by  the  United  States  Government. 
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Triad  Systems'  boss  was  out  of  work  and 
just  shy  of  40  when  he  began  to  build  his 
company  a?td  his  fortune. 

"in  some  ways 
it  was  low  risk" 


William  Stevens  demonstrating  his  Triad  System  in  a  hardware  store 


By  Kathleen  K.  Wiegner 

Never  underestimate  the  power  of  a 
simple  idea.  William  W.  Stevens  fig- 
ured that  auto  parts  wholesalers — 
who  were  keeping  vast  inventories  of 
spark  plugs,  hubcaps  and  fan  belts  on 
greasy  index  cards — could  use  com- 
puters. He  was  right,  and  out  of  that 
simple  insight  Stevens  built  a  $56  mil- 
lion (revenues)  business  known  as  Tri- 
ad Systems  Corp. 

Stevens'  success  looks  simple  only 
in  hindsight,  of  course.  In  1972,  when 
he  was  40  years  old  and  out  of  a  job, 
his  idea  looked  crazy  to  conventional 
thinkers  and  money  men.  He  pro- 
posed selling  computers  for  $25,000  to 
businesses  grossing  only  $300,000  a 
year,  that  had  never  used  a  computer 
before.  Sure,  he  had  spotted  a  niche  no 
other  company  was  serving.  But  to  a 
lot  of  folks  it  looked  more  like  a  hair- 
line fracture. 

Moreover,  Stevens  planned  to  mar- 
ket and  service  directly  when  every- 
one knew  that  a  small  company  could 
afford  to  sell  only  through  dealerships. 

Venture  capitalist  Burton  J. 
McMurtry,  who  lent  Stevens  and  two 
partners  $250,000  to  get  started,  ad- 
mits frankly,  "I  didn't  think  it  could 
be  done,  but  1  figured  Stevens  would 
find  something  better  to  do." 


But  in  July  L973  Stevens  shipped  his 
first  Triad  computer.  One  of  his  part- 
ners drove  it  up  to  a  Mill  Valley,  Calif, 
parts  wholesaler  in  a  U-Haul.  By  Sep- 
tember, Triad  had  ten  more  custom- 
ers and  was  profitable.  Last  year  the 
$56  million  company  earned  $5  mil- 
lion. Through  the  first  nine  months  of 
fiscal  1981  ending  Sept.  30,  sales  are 
up  34%  to  $53  million,  net  up  81%  to 
$5.3  million. 

Triad  went  public  last  year  at  15, 
and  now  sells  at  37%.  Stevens  owns 
10.4%,  worth  $24  million.  "We've 
done  a  simple  thing,"  he  says.  "In 
some  ways  it  was  very  low  risk." 

Born  in  Kentucky,  Stevens  learned 
his  electronics  in  the  Navy  and  later 
at  Stanford  Research  Institute.  But  he 
didn't  think  machines;  he  thought  his 
prospects'  business.  He  noticed  that 
auto  parts  wholesalers  could  hold 
down  inventory  costs  if  they  knew 
which  parts  weren't  selling,  because 
they  could  return  those  parts  to  the 
suppliers  for  cash.  Also,  the  wholesal- 
ers were  losing  business  if  they  didn't 
stock  frequently  asked-for  parts.  Ste- 
vens— who  had  been  president  of 
Data  Disc,  a  small  company  that 
made  part  of  a  rudimentary  device  for 
controlling  inventory — figured  a  com- 
puter system  could  do  a  better  job.  So 
he  and  a  couple  of  partners  designed 


such  a  system.  But  he  didn't  send  his 
salesmen  into  the  field  armed  with 
schematic  diagrams. 

Instead  they  carried  pages  of  cost 
analysis.  Triad  salesmen  demonstrat- 
ed computer  programs  written  spe- 
cifically for  the  wholesalers'  business. 
They  talked  about  how  quickly  the 
Triad  could  pay  for  itself.  "People 
don't  want  to  be  in  the  computer  busi- 
ness," says  Stevens,  50,  with  a  touch 
of  homely  good  sense.  "They  want 
the  benefits  without  the  hassle  of  hav- 
ing to  write  programs." 

By  choosing  auto  parts,  Stevens 
avoided  financing  burdens  on  his 
young  company.  The  nation's  27,000 
parts  wholesalers  are  either  local  or,  at 
most,  regional  chains.  Stevens  could 
start  with  a  little  money  and  expand 
his  sales  force  as  business  grew.  "We 
looked  at  a  system  for  department 
stores  to  check  credit,"  he  says.  "But 
it  didn't  fit  because  you  had  to  offer 
nationwide  service." 

Triad  salesmen  work  on  100% 
commission  despite  the  conventional 
wisdom  that  says  you  build  loyalty  by 
offering  salary  plus  commission.  "We 
like  our  way  because  then  only  sales- 
men who  think  they  can  really  sell 
apply,"  says  Stevens.  "For  those  who 
can,  it's  a  license  to  steal."  The  top 
third  of  Triad's  sales  force  earns  over 
$50,000;  key  sales  managers  often 
earn  more  than  Stevens. 

Earning  20%  pretax  on  sales,  41% 
on  stockholders'  equity  and  sporting  a 
price/earnings  ratio  of  47,  has  Triad 
anywhere  to  go  but  down?  It's  getting 
no  significant  competition  in  its  nar- 
row area,  but  how  many  more  auto 
parts  wholesalers  can  he  sign  up?  Ste- 
vens acknowledges  that  he  has  to 
move  into  other  areas,  and  says  he's 
looking  particularly  at  independent 
tire  dealers  and  retail  hardware 
chains.  Each  of  those  markets,  he  es- 
timates, could  bring  Triad  "up  to  $150 
million  in  annual  sales."  If  he  makes 
headway,  Stevens  says  without  brava- 
do but  with  a  "stretch  of  the  imagina- 
tion," Triad  could  "go  beyond  the  bil- 
lion-dollar range." 

Is  there  a  moral?  Perhaps.  Just  ten 
years  ago  Stevens  was  fired  from  Data 
Disc  after  a  falling  out  with  the  found- 
ing .  entrepreneur,  who  evidently 
couldn't  abide  somebody  else  running 
his  company.  "I  had  a  wife,  three  chil- 
dren, a  little  stock  and  was  within  one 
month  of  turning  40,"  he  erels.  "I 
got  fired  on  Thursday,  cleaned  out  my 
desk  on  Friday  and  on  Saturday  I  rent- 
ed office  space  and  started  working  on 
a  business  plan."  Note:  no  panic,  no 
blaming  others  for  his  troubles.  Data 
Disc  was  later  sold  to  Datapoint.  Ste- 
vens carried  on.  ■ 
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Policy 
Statement 


The  best  life  insurance  policy  for  you  hasn't 
been  written  yet.  Let's  write  it  together. 

Listening  is  the  most  important  ingredient 
involved  in  the  design  of  a  personalized  insurance 
program. 

It's  a  talent  that  we've  been  developing 
National  Life  of  Vermont  for 
over  130  years.  And  it  comes 
from  understanding  that 
the  best  life  insurance 
solution  is  one  that 
answers  your  particular 
needs,  wants,  goals, 
problems  and  objectives. 


Quality  by  Design. 


National  Life 


of  Vermont 


National  Life  InAurance  Company  Home  Office:  Montpeller,  Vermont  OS602 
LIFE  INSURANCE,  BUSINESS  INSURANCE,  DISABILITY  INSURANCE,  PENSION  AND  PROFIT-SHARING  PLANS. 

THROUGH  OUR  AFFILIATE,  EQUITY  SERVICES,  INC.  -  MUTUAL  FUNDS,  VARIABLE  ANNUITIES 


If  you  already  spend  half  your  time  trying 
to  duck  insurance  pitches — stay  away 
from  fraternal  meetings. 

"You'll  never 
walk  alone" 


By  Thomas  Baker 

T|  hey  all  really  enjoyed  it,"  says 
Geraldine  Towner,  Supreme 
Oracle  (president)  of  the  Royal 
Neighbors  of  America,  referring  to  the 
training  in  ritual  marching  and  drill 
exercises  her  phalanx  of  new  insur- 
ance agents  received  this  year.  With 
just  under  $300  million  in  assets  and 
some  425,000  insurance  policies  in 
force,  the  Rock  Island,  111. -based 
Neighbors  are  hoping  a  little  old-time 
fraternal  tradition  will  help  them  hold 
on  in  the  insurance  game.  Says  Mrs. 


Towner,  "We  appeal  to  the  great  mid- 
dle class." 

The  Independent  Order  of  Forest- 
ers in  Toronto  sends  members  a  bi- 
monthly magazine  filled  with  folksy 
anecdotes,  Foresters'  poetry  and  hob- 
by news.  But  they  also  send  another 
booklet — You'll  Never  Walk  Alone — 
that  highlights  pictures  of  a  brutal 
automobile  accident  with  the  cap- 
tion "Suddenly  gone  are  mom  and 
dad."  "The  key  to  insurance  is 
reaching  people  in  day-to-day  situa- 
tions," explains  Supreme  Chief 
Ranger  B.C.  Hallum.  That  tactic,  to- 


gether with  a  notoriously  aggressive- 
sales  force,  has  landed  the  Foresters 
over  1.7  million  members — that  is, 
insurance  customers — and  $1  billion 
in  assets. 

It's  a  fact  of  life  that  whenever  two; 
or  three  are  gathered  there's  usually 
an  insurance  pitch,  and  no  organiza- 
tions have  done  more  to  make  sure  of 
that  than  the  over  100  fraternal  insur- 
ance societies.  Begun  in  the  late  1800s 
to  meet  the  demand  for  lower-cost  life 
insurance  and  lodge-hall  conviviality, 
by  1910  fraternals  dominated  the  list 
of  U.S.  life  insurers.  Spearheaded  by 
such  time-honored  activities  as  bowl- 
ing leagues,  charity  drives  and  tag 
sales,  fraternals  still  insure  9.5  million 
Americans  and  collect  over  a  billion 
dollars  in  premiums  annually. 

It  you  thought  that  secret  hand- 
shakes, silly  hats  and  lodge  meetings 
went  the  way  of  Ralph  Kramden  and 
Ed  Norton,  you're  right.  Dozens  of 
neighborhood  fraternal  groups  have 
fallen  by  the  wayside  since  the  1950s, 
victims  of  suburbia,  television  and  the 
growing  affluence  of  their  immigrant 
memberships.  But  a  hardy  dozen  or  so 
have  grown  into  the  office  towers  and 
slick  promotional  efforts  of  their  com- 
mercial— and  taxable — insurance 
competition.  For  them,  being  parochi- 
al has  turned  into  a  golden  opportuni- 
ty for  some  smart  marketing. 

The  two  largest  fraternal  benefit  so- 
cieties began,  ironically  enough,  as  at- 
tempts by  the  Lutheran  Church  to 
stem  the  tide  of  Lutherans  joining 
secular  lodges.  The  plan  worked. 
Some  2.3  million  of  them — almost  a 
third  of  all  U.S.  Lutherans — are  in- 
sured with  two  fraternal  organiza- 
tions, the  Aid  Association  for  Luther- 
ans in  Appleton,  Wis.  and  the  Minne- 
apolis-based Lutheran  Brotherhood. 
AAL's  $2.4  billion  in  assets  and  $14 
billion  of  insurance  in  force  not  only 
makes  it  the  largest  fraternal  but  28th 
on  the  list  of  American  life  insurers. 

Henry  Scheig,  AAL  president,  says 
that  he  can  afford  to  keep  rates  low  at 
least  partly  because  he  has  such  a 
great  market.  "Everything  that  influ- 
ences the  cost  of  insurance  is  in  our 
favor.  Our  mortality  is  among  the 
lowest  in  the  country:  That's  the  gen- 
erally conservative  nature  of  our  peo- 
ple, most  being  from  Northern  Euro- 
pean stock  and  living  in  the  upper 
Midwest."  Then,  too,  he  points  out 
that  Lutheran  loyalty  results  in  the 
lowest  policy  lapse  rate  in  the  indus- 
try— a  plus  AAL  shares  with  most 
other  fraternals. 

That  loyalty  is  in  part  a  function  of 
persistence — it's  hard  to  be  Lutheran 
and  not  hear  from  AAL  or  its  smaller 
competitor  on  a  regular  basis.  Scheigj 
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If  things  were  always  perfect, 
oifd  never  need  a  wing  milled  out 
of  a  solid  block  of  aluminum. 


Things  are  never  perfect. 
Unexpected  storms.  Un- 
usual destinations. 
Unforgiving  sched- 
ules. All  placing 
unimaginable 
.  burdens  on  a 
business  jet. 
That's  why 
we  build 
them  better 
than  we  have  to. 

In  solidity,  there  is 
more  than  strength. 

'here's  precision. 

ake  our  wing,  for  example.  We  mill 
:h  plank  out  of  a  massive  block  of 
minum.  So  all  the  stringers  and 
feners  are  integral  instead  of  sep- 
te  parts  as  in  other  aircraft.  And  the 
verical  commands  which  drive  the 
ling  machine  are  supplied  by  the 
nputer  that  designed  the  wing, 
ich  means  we  build  exactly  what  we 
>ign,  not  the  approximation  most 
nufacturers  settle  for.  The  result  is  a 


rigid,  lightweight  wing  far  stronger  than 
normal  expectations.  And  so  precise, 
each  wing  will  fit  any  Falcon  of  the 
same  model. 

A  paradox  solved. 

Every  Falcon  is  required  to  cruise 
efficiently  at  high 
speed  and  land 
gently  at  low  speed, 
usually  an  either/ or  ( 
situation.  But  the 
Falcon  wing  solves 
the  high  and  low-speed  requirements 
by  providing  slotted  Fowler  flaps  and 
leading-edge  devices.  It's  how  manu- 
facturers like  Boeing  solve  it  and  we 
feel  it's  the  responsible  solution.  Also, 
it's  one  of  the  factors  that  has  earned 
Falcon  its  reputation  as  "a  pilot's  air- 
plane!' That  many  other  business  jets 
do  not  have  Fowler  flaps  and  leading- 
edge  devices  is  a  paradox  you'll  have 
to  ask  them  to  explain. 

In  strength  there's  safety. 

There  are  no  life  limits  on  any  of  the 
major  structural  components  of  a 


Falcon.  Not  the  wings,  not  the  landing 
gear,  not  the  flight  controls.  The  FAA 
certifies  it!  The  point  of  this  certifica- 
tion is  not  how  long  your  Falcon  will 
last  but  how  strong  it  is.  And  that  deter- 
mines how  good  you  feel  about  owning 
and  flying  a  Falcon. 

Can  we  interest  you  in  one 
of  the  best  business  jets 
money  can  buy  in  this  imper- 
fect world?  Call  Roy  Bergstrom 
at  (201 )  288-8479  for  details,  or 
mail  in  the  coupon  below. 

|~  "W7  FB9I14  | 

^sM^FalconJek  \ 

Teterboro  Airport.  Teterboro.  NJ  07608  I 

/  know  things  aren't  always  perfect.  Send  me  the 
following  information:  □  Uncompromising  Quality 

□  Uncompromising  Support 

□  Please  have  salesman  call. 


Name  

Company^ 
Address  _ 
C/fy_ 


.Title. 


.State. 


.Zip. 


Phone  Number  J_ 
Now  flying  a  


We  build  them  better  than  we  have  to. 

We  have  to. 


"Believe  me,  Greyhound  is  really 
going  places  in  the  80's."Geraid  h  T^man 

Chairman  and  Chief  Executive  Officer 
The  Greyhound  Corporation 


This  is  a  decade  full  of  challenges.  From  trying  to  catch  the 
allegiance  of  the  consumer  to  trying  to  catch  the  attention  of  the 
Wall  Street  analyst  Companies  willing  to  meet  these  challenges, 
to  move  forward,  must  seek  out  men  and  women  with  a  sense 
of  high  adventure 

We  must  look  to  those  individuals  who  have  a  passion  to  be 
very  good  at  what  they  do  and  who  are  driven  to  excel  because 
of  honest  pride  and  some  inner  motivation  that  won't  be  denied. 


The  Greyhound  Corporation  has  such  individuals— in< 
area  at  every  level  People  who  will  not  accept  things  asth< 
and  who  strive  for  improvement.  Technicians  and  research 
engineers  and  executives.  People  in  food  service  and  final 
transportation  and  manufacturing.  People  who  are  driven  t 
kind  of  restless  curiosity  that  makes  them  unwilling  to  stopl 
boundary  markers  set  by  tradition  or  someone  else's  limitqi 

I  want  you  to  meet  these  remarkable  people.  So  in  the 


months,  I'll  introduce  them  to  you  in  the  pages  of  this 
on  and  others. 

sther,  they  make  up  The  Greyhound  Corporation.  A 
jroup  of  companies  providing  goods  and  services 
:he  American  way  of  life.  Working  together  to  meet  the 
s  of  today.  Growing  and  innovating  to  meet  the  chal- 
tomorrow. 


Greyhound  Corporation 

A  Company  for  the  Eighties. 


TRS-80  Model  II  with  Line  Printer  V  and  Cable.  Only  $5798. 


Get  to  Your  Bottom  Line 

Faster  With  a 
Radio  Shaek  Computer! 

A  Radio  Shack  TRS-80  Model  II  business  system  is  one  of 
the  easiest  ways  to  improve  your  accounting  process.  It's  also 
one  of  the  most  affordable,  with  systems  priced  from  only 
$3899  to  $8766.  You  don't  have  to  be  a  computer  expert,  just 
add  our  low-cost,  ready-to-run  software  and  you'll  be  "in 
business"  fast! 

Our  Accounts  Receivable  package  can  keep  track  of  current 
and  overdue  accounts  to  speed  up  collections  and  improve 
your  cash  flow.  Use  Payroll  to  automatically. calculate  deduc- 
tions and  print  employee  checks.  Optimize  your  payment 
dates  with  Accounts  Payable.  Manage  a  retail  or  a  manufac- 
turing inventory.  Or  select  General  Ledger  to  prepare  accu- 
rate balance  sheets  and  income  statements.  Because  TRS-80 
Model  II  is  a  multi-purpose  work-station,  you  can  boost  pro- 
ductivity in  other  areas,  too.  Add  our  SCRIPSIT"1  package 
for  full-feature  word  processing.  Use  VisiCalc*  for  instant 
"what  if  .  .  ."  forecasting.  Or  set  up  your  own  electronic  fil- 
ing system  with  Profile  II. 

For  a  demonstration,  visit  your  nearest  Radio  Shack  Com- 
puter Center,  authorized  dealer  or  expanded  computer 
department  of  selected  Radio  Shacks  nationwide.  Or  write: 
Radio  Shack,  Dept.  82-A-103,  1300  One  Tandy  Center,  Fort 
Worth,  Texas  76102. 

Radio /hack 

The  biggest  name  in  little  computers^1 

Prices  may  vary  al  individual  stores  and  dealers.  Special  order  may  be  required.  ""Personal  Software.  Inc. 


Can  you  spot  the  five  cars 
headed  for  Wyoming? 


L 


i  mind-boggling  job  of  keeping 
:k  of  trains  in  a  switching  yard  is 
idled  by  a  giant  computer  console. 

3  computer  receives  its  signals  over 
3M  "Scotchflex"  Cable/Connector 
item.  It's  a  color-coded  system  of 
les,  connectors,  assembly  equipment 
f  accessories  that  puts  complex 
allations  on  a  fast  track. 

listening  to  people's  needs,  we've 
neered  over  600  products  to  serve 


the  needs  of  the  electronics  and 
electrical  manufacturing  industries. 

We've  developed  everything  from 
magnet  materials  for  computers  to 
components  that  protect  transformers 
from  ruinous  overheating. 

All  because  at  3M,  we're  in  the  business 
of  hearing.  So  let  us  hear  from  you 


3M  hears  you. 


For  your  free  3M  Electronics/Electrical 
Manufacturing  Brochure,  write: 
Department  030209/3M,  PO.  Box  4039, 
St.  Paul,  MN  55104. 

Name  

Address  

City  


State  &  Zip. 


Or  call  toll-free:  1-800-323-1718, 
Operator  363.  (Illinois  residents  call 
1-800-942-8881.) 


3M 


1  Quart  Motor  Oil 


{  I 

V  A 

pO%SyntheticMotor( 

^es  you  gas  and  oil  cha 


Mobil  super-dupe 


If  you  re  the  kind  of  person  who  wants  to  get  extra 
miles  without  spending  extra  money,  change  to 
Mobil  Super  10W-40. 

It's  been  reformulated  to  save  gas.  And  it  doesn't 
cos'f^any  more  than  conventional  10W-40  oils 
What  can  be  more  super  than  that? 
.  But  if  you're  the  kind  of  person  who  wants  some- 
.  thing  really  super-duper,  no  other  leading  oil  comes 


close  to  Mobil  1  ■  synthetic  oil .  It's  the  only  leading  oil 
that  can  take  you  25,000  miles  or  one  year  (which- 
ever comes  first)  without  an  oil  change  *  Also  it  saves 
gas  compared  to  conventional  oils. 

And  it  protects  your  engine  up  to  500°  above  and 
helps  get  you  started  everrdown  at  35°  below. 

And  what  can  be  more  super-duper  than  that? 

From  Mobil.Two  oils  that  save  you  gas. 


j-'Add  oil  as  needed. New  car  owners  follow  warranty  requirements  Diesel  and  turbo  owners  follow  manufacturer  s  instructions  ©  1981  Mobil  Oil  Corporation 


>w  boxes  of  Girl  Scout  cookies. 
Historically,  people  would  buy  their 
aternal  plan  and  get  their  real  msur- 
nce  somewhere  else,"  says  Dan 
teininger,  president  of  Milwaukee's 
8,000-member  Catholic  Knights  Li- 
ar ance  Society.  "To  some  extent  that 
'■as  a  blessing — people  haven't  been 
?mpted  to  take  out  big  policy  loans." 
Now,  however,  Steininger's  average 
Dlicy  is  $22,000,  close  to  the  average 
>r  all  life  companies.  According  to 
teininger,  it  was  simply  a  case  of 
;izing  an  opportunity  that  was  there 
11  along:  "Fraternal  insurance  agents 
ave  that  quality  that  encourages  peo- 
le  to  spend  their  money  on  some- 
ling  they  won't  see  until  after  they're 
sad."  He's  selling  term  insurance  and 


annuities  and  is  even  planning  a  prod- 
uct he  claims  will  outdo  universal  life 
insurance.  But  the  marketing  plan 
won't  change.  "It's  absolutely  amaz- 
ing, the  number  of  people  who  get 
together  for  a  dinner  dance,  a  Brewers 
game  or  an  ice  show,  and  the  common 
tie  is  an  insurance  company." 

Finding  the  right  fraternal  angle  can 
be  a  big  help  to  some  smaller  fraternal 
insurance  operations.  The  Pittsburgh- 
based  Polish  Falcons,  a  30,000-mem- 
ber  fraternal  and  gymnastics  society, 
have  an  average  age  of  35.  "That  helps 
make  us  one  of  the  most  solvent  com- 
panies in  the  industry,"  boasts  Falcon 
President  Bernard  Rogalski,  who 
points  out  that  other  fraternals  aver- 
age well  on  the  shady  side  of  50.  Even 


with  policy  size  limited  to  $10,000, 
no  agents  and  no  commissions,  a  con- 
stant round  of  gym  tournaments, 
bowling  and  golf  have  helped  Falcon 
assets  grow  to  over  $11  million — as 
well  as  drawn  hundreds  of  younger 
Falcons  to  the  nest. 

That  problem  of  an  aging  member- 
ship is  just  what  Supreme  Oracle 
Towner  is  trying  to  combat:  "We're 
losing  faster  than  we  can  keep  up," 
she  complains.  That's  why  she  has 
such  high  hopes  for  her  revision  of  the 
Royal  Neighbors'  86-year-old  manual 
of  rituals,  marching  and  drills.  "Most 
of  our  people  have  never  seen  any- 
thing like  this  before,"  she  beams.  "It 
may  have  lost  its  mass  appeal,  but  it 
hasn't  lost  its  appeal."  ■ 


)rug  company  profits  hardly  look  healthy. 
}ut  the  industry  may  just  have  the  corpo- 
ate  equivalent  of  a  24-hour  virus. 


Follow  the  new 
directions 


By  Paul  Bornstein 


he  strong  dollar  puts  many  a  drug 
nripany  executive  in  the  sick  room, 
[ore  than  40%  of  the  industry's  sales 
>me  from  overseas,  and  current  ac- 
)unting  rules  mean  that  those  for- 
gn  earnings  are  worth  less 
henever  the  value  of  U.S. 
irrency  rises.  Result:  Sec- 
id-quarter  profits  declined 
/  as  much  as  22%  at  the 
kes  of  Merck,  Schenng- 
ough  and  Upiohn.  Even 
lose  companies  that  man- 
;ed  slim  gains  for  the  pen- 
1,  such  as  Squibb,  Eli  Lilly 
id  Pfizer,  may  be  clobbered 
/  exchange  losses  later  in 
le  year. 

Despite  these  troubling 
'mptoms,  however,  drug 
>mpanies  should  manage  a 
nek  recovery  from  the  cur- 
ncy  translation  disease, 
lready,  there  are  rumblings 
lat  accounting  rules  may  be 


changed.  And  peering  further  into  the 
future,  the  industry's  prognosis  seems 
to  be  surprisingly  good.  A  revised  reg- 
ulatory environment,  coupled  with  in- 
vestment incentives,  will  help  boost 
profitability,-  but  the  real  key  to  phar- 
maceutical success  will  be  research 


Tomorrow's  wonder  drugs 

Here  are  nine  new  products  that  Wall  Street  analysts 
expect  to  be  winners.  Each  should  have  minimum 
worldwide  annual  sales  of  $100  million. 

Company/drug 

Annual  sales 
Principal  potential 
use  (millions) 

Eli  Lilly/moxalactam 
Merck/timolol 
Pfizer/Cefobid 
Pfizer/ Fe  I  dene 
Searle/ Aspartame* 

antibiotic 
heart  attacks 
antibiotic 
arthritis 
artificial  sweetener 

$400 
500 
400 
300 
700 

SmithKline/auranotin 
Squibb/Capoten 
Sterling/Inocor 
Upjohn/Xanax 

arthritis 
hypertension 
cardiac  failure 
tranquilizer 

500 
400 
400 
200 

'Nonclruf>  product 

and  development.  Here  prospects  are 
better  than  at  any  time  in  more  than  a 
decade. 

Drug  company  scientists  are  pre- 
paring for  changing  demographics — 
the  "graying  of  America."  The  indus- 
try's fat  research  budget  is  concentrat- 
ed in  areas  that  will  help  alleviate 
illness  and  suffering  associated  with 
aging.  Many  of  tomorrow's  wonder 
drugs  will  be  used  for  treatment  of 
arthritis,  high  blood  pressure  and 
heart  disease. 

To  develop  these  new  products  for 
the  market,  R&D  spending  for  the 
industry  reached  $1.7  billion  in  1980, 
up  13%  from  1979.  New  tax  credits 
should  keep  such  increases  coming, 
but  there  is  more  involved  than  just 
the  additional  $200  million:  Compa- 
nies are  spending  each  research  dollar 
more  efficiently.  "Prior  to  the  mid- 
Seventies,  a  serendipity  approach  was 
used,"  says  Ronald  Nordmann  of  Op- 
penheimer  &  Co.  Today,  however, 
computer  modeling  greatly  enhances 
laboratory  testing,  and  advances  in 
cell  cloning  and  genetic  engineering 
are  important  technical 
breakthroughs. 

Merck  is  the  industry's 
biggest  spender  on  research 
and  development.  It  allocat- 
ed $280  million  for  this  year, 
a  20%  budget  increase. 
Pfizer  is  also  making  a  big 
spending  push.  Its  1981  re- 
search budget  is  around  $190 
million,  and  the  company 
hopes  to  increase  it  by  about 
20%  annually  over  the  next 
five  years.  Pfizer  has  two  po- 
tentially important  new 
drugs  on  the  horizon — Fel- 
dene,  an  anti-arthritic  drug, 
and  Cefobid,  an  antibiotic. 

Thanks  to  Tagamet,  an 
anti-ulcer  drug  introduced  in 
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Report  from  GTE 


Some  of  ou 
arephoro 


One  of  our  big  businesses  is  the  phone 
business.  In  fact,  twenty-seven  million 
Americans  know  GTE  primarily  as  the  phone 
company. 

But  we're  in  the  phone  equipment  business, 
too.  And  more  than  139  telephone  companies 
around  the  world  have  bought  major  systems 
from  us. 

Computers,  electronics  and  digits. 

Several  of  the  Bell  companies  are  among  our 
customers.  To  say  nothing  of  phone  companies 
from  Lexington,  North  Carolina  to  Clear 
Lake,  Iowa.  And  Australia  to  Algeria. 

Maybe  one  reason  there's  been  such  wide- 
spread acceptance  is  that  we  offer  such  a 
variety  of  equipment  that's  computer- 
controlled,  solid-state  and  digital.  These 
products  are  reliable,  compact  and  precise. 

And  they  provide  the  most  up-to-the-minute 
conveniences  not  only  for  the  phone  companies 
themselves,  but  for  their  customers  as  well. 

Transmission,  too. 

Once  your  call  reaches  the  central  office,  it 
has  to  be  forwarded.  Here,  too,  products  from 
GTE  are  in  use  by  telephone  companies 
around  the  country— and  around  the  world. 


Microwave  radio,  for  example.  We  m 
some  of  the  most  advanced  radio  system? 
today.  Some  of  them  are  even  solar-pow 
so  they  are  essentially  self-sustaining. 

Fiber-optics  transmission  systems  ar 
earth  stations  for  satellite  communicati 
are  among  other  advanced  techniques  \ 
made  available  to  our  customers  arouno 
the  world. 

Telecommunications  is  our  busii 

Out  of  our  long  experience  in  telecom 
cations  comes  the  special  skill  to  help  te 
phone  companies  in  their  operations. 

Whether  it's  the  world's  largest 
phone  system  or  one  of  the  small 
est,  we  help  fill  their  needs  for 
equipment  to  help  you  make 
phone  calls  more  easily. 

GTE  is  telecommunica- 
tions. And  a  great  deal  more. 


lest  customers 
ompanies. 
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A  healthy  future 

Over  the  long  run,  these  14  leading  drug  producers 
should  enjoy  a  profit  surge.  But  for  the  moment,  earn- 
ings at  many  firms  are  depressed  because  of  foreign 
currency  translation  losses.  In  general,  the  impact  of 
these  charges  relates  to  the  portion  of  a  company's 
revenues  that  comes  from  outside  the  U.S.  So  a  high 
figure  in  the  second  column  below  may  indicate  that 


Latest  12-month 

Book 

— 1°80  revenues- 

52-week 

earnings 

price/ 

P/E  range 

value 

total 

% 

Recent 

price 

per 

earnings 

1971  to 

Current 

per 

Company 

(millions) 

foreign 

price 

range 

share 

ratio 

present 

yield 

share 

American  Home  Products 

$3,799 

35% 

30% 

36  -24% 

$3.00 

10.3 

39-  8 

6.2% 

$  8.88 

Bristol-Myers 

3, 1 58 

34 

AJVi 

58%-43% 

4.31 

11.0 

29-  7 

3.9 

18.71 

Eli  Lilly 

2,559 

40 

53V4 

68%-48% 

4.72 

11.3 

45-10 

4.3 

22.92 

Merck 

2,734 

50 

82% 

103  -7354 

5.68 

14.5 

45-1 1 

3.2 

24.64 

Pfizer 

3,029 

57 

47 

547s-40% 

3.57 

13.2 

31-  9 

3.4 

19.81 

foreign  exchange  fluctuations  are  significant. 

This  short-term  negative  has  most  drug  stocks  sell- 
ing at  depressed  levels,  as  price  comparisons  in  the 
next  three  columns  indicate.  The  result  is  that  P/E 
ratios  are  only  at  a  modest  premium  relative  to  the 
market  as  a  whole,  and  dividend  yields  are  often  more 
attractive  than  usual  for  these  high-growth  companies. 


AH  Robins 

432 

34 

10% 

14%- 

-  8% 

1.09 

9.7 

42- 

5 

4.5 

9.04 

Rorer  Group 

312 

31 

20% 

24 '/t - 

-16 

1.96 

10.5 

28- 

7 

4.5 

9.23 

Schering-Plough 

1,740 

49 

31% 

45%- 

■30% 

4.22 

7.6 

49- 

7 

5.3 

21.73 

GD  Searle 

1,082 

35 

33% 

35%- 

-19% 

1.29 

25.9 

36- 

7 

1.6 

9.5 1 

SmithKline 

1,772 

46 

71% 

88%- 

-57% 

5.14 

14.0 

20- 

8 

3.2 

13.90 

Squibb 

1,676 

43 

29% 

37% 

-24% 

2.61 

1 1.4 

34- 

8 

4.1 

19.8b 

Sterling  Druj; 

1,701 

46 

21% 

267* 

-19V4 

2.04 

10.7 

33- 

8 

4.6 

12.46 

Syntex 

580 

47 

50Vi 

76'/2-44% 

5.20 

9.7 

42- 

6 

3.2 

21.47 

Upjohn 

1,761 

35 

56% 

69 

-51% 

5.55 

10.2 

45- 

7 

3.5 

28.89 

the  U.S.  in  1977,  SmithKline  is  riding 
high.  Its  better  than  40%  annual  re- 
turn on  investment  is  the  highest  of 
the  major  drug  firms.  This  level  of 
profitability,  of  course,  will  be  hard  to 
sustain,  and  as  competitive  products 
cut  into  Tagamet's  market  new  drugs 
will  be  needed  to  pick  up  the  slack. 
Auranofin,  an  anti-arthritic  com- 
pound, could  be  another  big  winner. 

Aside  from  the  potential  for  scien- 
tific breakthroughs,  the  pharmaceu- 
tical industry  may  have  a  friend  in 
Washington.  The  new  head  of  the 
Food  &  Drug  Administration,  Dr. 
Arthur  Hays,  is  in  favor  of  shorten- 
ing the  process  for  reviewing  and 
approving  new  products.  That 
can  presently  take  up  to  12 
years  and  cost  as  much  as  $60 
million.  Congress  may  help, 
too,  by  passing  something 
called  the  Patent  Term  Resto- 
ration Act.  It  would  restore 
some  of  the  patent  time  lost  to 
research  during  the  FDA  regu- 
latory review.  This  could  boost 
drug  company  profits  signif- 
icantly— in  effect  adding  up  to 
seven  years  to  the  effective  life 
of  many  patents. 

On  Wall  Street,  of  course,  ana- 
lysts are  more  interested  in  next 
year's  new  drug  marvel  than  in 
slow-moving  regulatory  re- 
forms. "Drug  stocks  move  on 
new    products,"    says  Edwin 


Pawling  of  Chemical  Bank's  trust  and 
investment  division.  SmithKline's 
Tagamet,  for  example,  now  accounts 
tot  about  one-thud  ot  the  company's 
sales  and  well  over  50%  of  its  net 
income.  Since  the  introduction  of  Ti- 
gamet,  SmithKline's  stock  has  bound- 
ed from  38 5/s  to  72%,  an  88%  increase 
over  four  years. 

Predicting  which  drugs  will  become 
blockbusters  is  more  art  than  science, 
but  the  table  on  page  55  presents 
some  consensus  revenue  projections. 
Experts  expect  that  the  annual  sales  of 
each  of  the  products  it  includes  will  be 
at  least  $100  million.  That's  a  mini- 
mum figure.  The  maximum,  present- 


Dritg  research  close  up 
Searching  for  tomorrow's  profits. 


ed  in  the  table,  is  subject  to  consider- 
able error.  Schering-Plough 's  Garamy- 
cin,  tor  example,  was  originally 
expected  to  gross  $5  million  to  $20 
million.  Instead,  this  antibiotic  be- 
came a  bestseller,  and  in  1980  sales 
reached  about  $260  million.  On  the 
other  hand,  Syntex'  Aarane,  an  anti- 
asthmatic, never  exceeded  $7  million 
in  sales  although  some  forecasts  had 
the  drug  pegged  at  more  than  $100 
million. 

Despite  today's  enthusiasm,  this 
isn't  the  first  time  that  there  were 
high  hopes  for  the  drug  industry.  In 
the  early  Seventies,  Wall  Street  re- 
sponded to  great  expectations  by 
pushing  many  pharmaceutical 
companies  to  outrageously  high 
earnings  multiples.  Lilly,  for  ex- 
ample, had  an  average  price/ 
earnings  ratio  ot  more  than  40 
in  1971.  As  the  decade  pro- 
gressed, however,  drug  stocks 
stagnated,  and  a  dwindling  flow 
•  of  new  products  helped  dampen 
that  euphoria.  Now,  thanks  to 
new  technology  and  increased 
levels  of  research  and  invest- 
ment incentives,  the  Eighties 
may — in  fundamental  terms  at 
least — be  more  truly  a  golden 
decade.  "The  industry,"  says 
Frederic  Greenberg  of  Gold- 
man, Sachs,  "has  changed  from 
being  under  attack  to  being  on 
a  pedestal."  ■ 
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MERRILL  LYNCH  WHITE  WELD 


CAPITAL  MARKETS  GROUP 
REPORT: 


THE  FACTS: 

In  good  markets,  anyone  can  perform. 
The  true  test  off  fixed  income  traders 
is  how  well  they  deliver  in  highly 
volatile  markets. 

In  the  unsettled  debt  markets  of  the  last 
year  and  a  half,  Merrill  Lynch  has  made  steady— 
and  impressive— gains  in  debt  trading  volume. 
By  standing  by  our  clients,  we  proved  our  mettle 
time  after  time: 

Our  Corporate  Bond  Trading  Group 
remained  a  leader  in  new  corporate  debt  issues. 
We  handled  almost  40,000  transactions  worth 
more  than  $3.4  billion  in  1980,  and  over  10,000 
transactions  worth  $1.1  billion  through  the  first 
five  months  of  1981.  In  the  secondary  market, 
our  1980  volume  jumped  to  a  record  $32.2  billion,- 
1981  volume  through  May  is  over  $12  billion. 

Last  year  our  Municipal  Bond  Group 
traded  $24  billion  worth  of  issues,  and  another 
$9  billion  in  the  first  five  months  of  this  year. 
We  maintain  one  of  the  largest  inventories  in 
the  industry  with  a  100-percent-plus  weekly  turn- 
over that  ensures  an  active  secondary  market. 

In  1980,  Merrill  Lynch  Money  Markets 
Inc.  added  a  record  27  new  clients  issuing  com- 
mercial paper,  and  another  25  through  May 
of  this  year.  We  also  expanded  our  market 
share  in  Bankers'  Acceptances  and  Certificates 
of  Deposit,  despite  difficult  market  conditions, 
and  dramatically  increased  the  volume  we 
placed  in  all  product  lines. 

Merrill  Lynch  Government  Securi- 
ties Inc.  is  a  leader  in  U.S. -government  and 
federal-agency  securities,  with  more  than 
$350  billion  in  volume  in  1980;  volume  for  the 
first  five  months  of  1981  topped  $185  billion. 

Our  new  Risk  Management  Group 
developed  a  substantial  business  in  hedg- 
ing and  arbitrage,  and  our  High  Yield 
Group  became  a  major  factor  in  the  highly 
specialized  market  of  secondary  trading 
in  low-rated  debt  issues. 

Look  at  it  this  way:  the  market  can't 
always  be  good,  so  your  traders  have  to  be. 
Merrill  Lynch's  171  traders  include  some  of  the 
most  experienced  professionals  on  the  Street. 

IF  YOU  THINK  THE  FACTS  ARE  IMPRESSIVE, 
WAIT  UNTIL  YOU  HEAR  THE  THINKING  BEHIND  THEM. 


Merrill  Lynch 

Merrill  Lynch,  Pierce,  Fenner  &  Smith  Inc 

A  breed  apart. 


THE  FIGURES: 

"It's  primarily  a  matter  of  organizing 
well,  of  assembling  and  building  a 
strong  trading  team,  and  getting  them 
to  do  a  super  job'' 

Samuel  E.  Hunter,  Division  Director,  Debt  Trading 

"Our  commitment  is  to  build  a  long-term 
organization  with  top  professionals,  an  organi- 
zation that  will  be  number  one  on  the  Street. 

"Our  impact  in  debt  trading  is  a  classic 
case  of  hardworking,  strongly  dedicated  people 
who  have  helped  our  investment  bankers  con- 
vince corporate  America  that  they  should  make 
us  either  a  joint  manager  or  a  sole  manager. 

"We  have  put  our  money  where  our 
mouth  is  in  assuring  clients  in  the  Commercial 
Paper,  Bankers'  Acceptances  and  Certificates  of 
Deposit  areas  that  funds  will  be  available  at 
desired  maturities  and  at  highly  competitive  rates.' 


C  I9SI  Mcml!  Lynch  Pierce  fennel  &  Smnh,  Inc  Member,  S1PC 
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Oil  companies  are  holding  a  slowdown  in 
the  North  Sea  in  order  to  protest  yet  an- 
other irritating  tax  change. 


Tapping  the  piggy 
bank,  again 


By  Barbara  Ellis 


IT  SEEMS  NOT  TO  MATTER  whether 
a  government  favors  capitalism  or 
socialism  when  it  comes  to  yield- 
ing t<>  the  temptation  to  tax  oil.  Take 
Sir  Geoffrey  Howe,  Chancellor  of  the 
Exchequer  in  Britain's  Conservative 
government.  Howe  needed  $1.8  bil- 
lion  to  balance  his  1981-82  budget,  so 
last  November  he  announced  a  20% 
supplementary  duty  on  North  Sea  oil 
and  reduced  allowances  against  tax. 

Given  the  fact  that  Britain's  tax- 
ation of  North  Sea  oil  has  been  rela- 
tively lower  than  that  of  comparable 
countries,  Howe's  new  measures 
have  pushed  the  North  Sea  tax  to 
about  the  levels  of  marginal  rates 
elsewhere  in  the  world — notably  in 
the  OPEC  countries.  But  from  the 
oilmen's  reaction  you  would  have 


thought  that  Howe  has  resurrected 
the  thumbscrew. 

The  oilmen  struck  back  with  their 
only  weapon — a  slowing  of  develop- 
ment of  the  great  petroleum  asset  that 
pays  the  bills  for  Britain's  social  pro- 
grams and  deficit-plagued  national- 
ized industry. 

•  In  March  Occidental  Petroleum 
announced  it  would  delay  develop- 
ment of  its  North  Claymore  field. 

•  In  July  BP  announced  it  would 
postpone  development  of  its  Andrew 
field.  Roger  Bexon,  chairman  of  BP 
Exploration,  told  a  parliamentary 
committee  that  the  tax  changes  had 
changed  Andrew  (whose  recoverable 
oil  reserves  arc  unofficially  estimated 
at  120  million  to  150  million  barrels) 
from  a  good  prospect  to  an  economi- 
cally marginal  field. 

•  British  National  Oil  Corp.,  itself 


100%  owned  by  the  government,  also 
announced  that  it  was  postponing  de- 
velopment of  its  Thistle  field. 

Granted,  Howe's  taxes  are  not  the 
only  reason  for  such  postponements. 
The  worldwide  oil  glut  and  softening 
prices  have  a  lot  to  do  with  them  But 
the  latest  levy  is  the  fourth  major 
change  in  the  last  two  years,  and  the 
companies  are  weary  of  altering  long- 
term  planning. 

More  seriously,  Howe's  new  tax 
will  hit  companies  in  the  North  Sea 
unevenly,  affecting  in  particular 
smaller,  recently  discovered  fields 
that  could  become  uneconomic  once 
the  new  taxes  have  been  factored  into 
production  costs.  This  partly  explains 
why  seven  U.S.  companies — Amoco, 
Chevron,  Conoco,  Mobil,  Phillips, 
Texas  Eastern  and  Union  Oil — have 
grouped  to  oppose  the  new  tax.  They 
all  own  pieces  of  medium-size,  high- 
cost  fields  and  share  double-taxation 
problems.  The  oil  companies  have  un- 
til the  fall  to  propose  alternatives  to 
the  present  system. 

Sure,  the  North  Sea  will  continue  to 
be  a  profitable  place  to  produce  oil. 
London  stockhrokers  Grievson, 
Grant  point  out  that  while  the  mar- 
ginal government  take  of  90.3%  is 
high  when  seen  against  costs  of  $10 
million  to  $30  million  per  exploratory 
well,  the  real  tax  burden  over  the  life 
of  a  field  can  be  reduced — thanks  to 
allowances — to  60%.  That's  a  conso- 
lation, but  it  is  hardly  an  attraction  for 
investing  the  kinds  of  millions  that 
are  necessary  for  developing  oil  in  the 
inhospitable  North  Sea.  Govern- 
ments, unfortunately,  think  golden- 
egg-laying  geese  are  immortal.  ■ 


.7  platform  in  the  North  Sea 

rUcing  back  with  the  only  weapon  at  their  command. 
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9y  Bowes  offers  a  dependable  line  of  convenience  office  copiers.  From  economy 
<-top  models  for  even  the  smallest  business,  to  full-feature  consoles  for  the  biggest 
ness.  And  we  stand  behind  them  with  our  own  nationwide  sales  and  service  r-^: 
inization.  For  a  free  demonstration  of  any  Pitney  Bowes  copier,  just  call  us  today. 


IP  Pitney  Bowes  Copiers 


are  information,  call  toll  free  anytime  (except  Alaska  or  Hawaii)  800-621-5199  (in  Illinois  800-972-5855)  Or  write  Pitney  Bowes,  1704  Crosby  Street,  Stamford. 
!Cticut  06926  Over  600  sales  and  service  points  throughout  the  U  S  and  Canada  Postage  Meters,  Copiers,  Mailing,  Dictating,  Labeling.  Price  Marking  and 

Word  Processing  Systems.  Business  Forms  and  Office  Supplies 


Swissair  passengers  agree,  nothing 
compares  to  the  Alps. 

Naturally.  Because  so  many  good 
things  originate  in  the  alpine  region. 

There's  the  Rhine,  the  Rhone  and  the 
Danube. 

The  music,  the  folklore,  the  festivals. 

Mountains  to  climb,  lakes  to  sail  and' 
hundreds  of  villages  and  cities  to  explore. 

Then  there  are  the  people,  who  genu- 
inely like  visitors.  And  they  share  a  men- 
tality that  focuses  careful  attention  on  the 
things  at  hand,  so  everything  works  the 
way  it  should. 

Now  if  you're  wondering  what  all  this 
precision  has  to  do  with  you,  it's  just  this. 
With  everything  working  so  well,  there  is 
nothing  for  you  as  a  visitor  to  worry 
about.  Which  makes  the  alpine  region  the 
perfect  place  to  get  away  from  all  the 
hustle  without  leaving  civilization  behind. 

Swissair  makes  it  easy,  in  any  season. 
Independent  travel  plans  encourage  you 
to  strike  out  on  your  own  with  pre-paid 
hotel  vouchers  that  guarantee  accommo- 
dations with  only  a  day's  notice.  Escorted 
and  adventure  tours  lead  you  through 
beautiful  cities  and  awesome  mountain 
passages.  In  winter,  one  and  two- week 
ski  holidays  take  you  to  the  heights  of  the 
Alps,  in  16  famous  resorts. 

In  winter,  spring,  summer  and  fall,  the 
Alps  have  it  all  —  at  good  value  too. 
Because  the  dollar  buys  considerably 
more  now  than  it  did  last  year. 

Swissair  departs  for  Switzerland  daily 
from  New  York,  Boston  and  Chicago  and 
four  times  each  week  from  Toronto  and 
Montreal. 

Call  Swissair  or  your  travel  agent. 


Here  is  where  you'll  find  this  spectacular  view. 


Swissair 


Profile 


Why  is  Max  Fisher,  one  of  the  richest  and 
most  influential  men  in  the  country,  pour- 
ing so  much  into  Detroit  real  estate? 


"When  do  you 
build  character?" 


By  Steven  Flax 


"You're  willing  to  pay  what ?"  asked 
Hm  Donnell,  then  vice  president  of 
Ohio  Oil  Co.,  staring  incredulously 
across  his  desk. 

"I'm  willing  to  pay  the  posted  price 
for  crude,"  Max  Fisher  repeated. 


"Wait  a  minute,"  said  Donnell, 
moving  to  the  door,  "I  want  to  get 
some  other  people  in  to  hear  this." 

It  was  1938,  and  oil  was  so  plentiful 
in  the  Midwest  that  gasoline  was  sell- 
ing for  8  cents  a  gallon  and  suppliers 
like  Ohio  Oil  (later  to  become  Mara- 
thon) were  offering  refiners  discounts 


of  50  cents  a  barrel  or  more  from  the 
published  prices  (that  averaged  $1.13 
a  barrel)  for  crude  oil.  Yet  here  was  the 
30-year-old  Fisher,  who  owned  one- 
quarter  of  Aurora  Gasoline  Co.  in  De- 
troit, offering  to  pay  list  price  for 
3,000  barrels  a  day.  It  was  almost  too 
good  to  be  true. 

Fisher  had  one  condition,  though. 
"I'm  perfectly  willing  to  pay  a  fair 
price  now,"  he  said,  "providing  that 
when  the  shoe  is  on  the  other  foot, 
you'll  protect  me  and  deliver  me  all 
the  crude  I  need."  Donnell  and  Fisher 
shook  hands.  Although  it  was  never 
written  down,  the  deal  held.  For  a  few] 
years  Aurora  paid  a  premium  for  crude, 
but  later  the  deal  would  ensure  that 
Aurora  had  supplies  during  the  severe 
oil  shortages  of  the  Forties.  As  a  result, 
by  1959,  when  it  was  sold  to  Marathon 
for  $37  million,  Aurora,  with  its  chain 
of  680  Speedway  79  gas  stations,  was 
one  of  the  largest  independent  oil  com- 
panies in  the  Midwest. 

Today  Max  M.  Fisher,  whose  father 
began  as  a  penniless  immigrant  ped- 
dler, is  one  of  the  richest  and  most 
influential  men  in  the  country.  His 


Max  Fisher  standing  outside  Detroit's  Renaissance  Center 
Creating  a  climate  of  pride. 
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al  Canadian  Mint  is  proud  to  announce  the  Urn 
nting  of  one  of  the  most  beautiful  coins  ever 
in  its  long  and  prestigious  history:  the  1981 
an  $100  22  karat  gold proof  coin, 
s  year  s  theme  is  the  Canadian      W/k  - 
%l  Anthem,  "O  Canada",  which 
signaled  as  such  by  Act  of  Par- 
t  effective fuly  1, 1980,  although  WM 
sic  itself  was  first  composed  a 
ore  than  100  years  ago.  The 
design,  by  the  well  -  known  Nova 
artist  Roger  Savage,  depicts  a  ^% 
nth  the  staff  and  music  of  the  mb* 


first  four  notes  of  the  anthem  superimposed  on  a  map 
of  Canada.  The  obverse  bears  the  effigy  of  Her  Majesty 
Queen  Elizabeth  II  which  was  designed  by  Arnold  Machin. 

Each  coin  is  encapsulated  and 

I pressed  into  the  velour  lining  of 
an  impressive  brown,  genuine 
leather  presentation  case  and  is  ac- 
companied by  a  numbered  certificate 
wja  of  authenticity  signed  by  the  Master 

of  the  Royal  Canadian  Mint  attesting 
that  it  is  legal  tender  and  minted 
by  authority  of  the  Canadian 
Government. 


Monnaie  royale 
canadienne 


Canada 


Royal  Canadian  Mint 

45,  Station  «A», 

tario,  Canada  KIN  9H2 

minimum  of  six  to  eight  weeks  for  deliver) 

Name  0360 

Address 

tase  the  I'IKI  .<0  Canada*  $100  11  karat  cold  proof  coin. 

(Qry)  at  tfSfi  (Can  )  each  $ 

City 

"Canadian  residents  add  provincial  sales  tax  where  applicable  S 

Province/ Stale 

Packaging  and  postage  Si  per  com  S 

Postal  Code/ 
Zip  Code 

.  5%;  Man       Ontario  "V  N.S.  8%.  N.B.  8%;  Nfld  11% 

r:                                                                                                      Total  « 

Signature  (Application  musi  he  signed  by  the  cardholder) 

cm  (Check  one  only)  N.B  Alio*  VI  days  delay  for  processing  uncertified  personal  cheques                                                  Important  Notice- The  Royal  Canadian  Mini  (Mint)  reserve*  the  righl  to  refine  iir  lip  limit  orders  or  to  change  prices  without  notice  if  for 
certified  cheque  mooes  order  made  payable  tn  the  Rmal  Canadian  Mini                                                                    any  reason  It  should  he  found  necessary  lo  do  so  The  Miol  Is  nut  responsible  for  any  duty  «*k*  mav  he  ihargeil  .in  items  upcio  enlrs  to  a 
my  credit  card  account,  as  Indicated:  □  MasterCard  □  Chargex/Vlsa  □  American  Express                                         foreign  omntrs  Orders  must  he  postmarked  not  later  than  November JO.  il)Hi  Issue  limited  to  250  000  coins  The  Mint  shall  replace  all  coins 

lound  defectoe  due  In  incffietenl  manufaclure  if  the  delects  are  reported  to  Ihe  Mint  within  to  days  of  receipt  of  same  If  no  replacement 

II    |        |    1    1    1    1  Expiry  dale  1                                 coins  are  available,  the  Mint  shall  refund  to  the  purchaser  the  purchase  price  of  these  coins  No  cancellation  will  be  accepted  after  shipment 

wealth  has  been  estimated  at  over 
$100  million,  and  he  has  been  a  con- 
fidant not  only  to  men  like  Henry 
Ford  II  but  also  to  several  U.S.  presi- 
dents. A  Bernard  Baruch  without  the 
park  bench,  Max  Fisher  has  probably 
spent  more  time  in  the  Oval  Office 
than  Ronald  Reagan.  In  addition,  his 
prodigious  fundraising  for  Jewish 
charities  has  put  Fisher  on  a  first- 
name  basis  with  every  prime  minis- 
ter of  Israel.  He  is  best  known,  how- 


ever, for  the  role  he  plays  in  the 
redevelopment  of  Detroit,  his  adopt- 
ed home.  Detroit  Renaissance,  the 
committee  of  CEOs  of  major  Michi- 
gan corporations  and  political  lead- 
ers, couldn't  have  got  off  the  ground 
without  the  sponsorship  of.  Fisher 
and  his  friend  Henry  Ford  II. 

Fisher's  long  rise  to  wealth  and 
power  began  in  1930,  when  he  was 
graduated  from  Ohio  State  with  a  de- 
gree in  business  administration.  To 


Fisher  in  his  memento-filled  office 

"When  do  you  build  character  with  a  customer?  When  he  needs  you.' 


supplement  a  football  scholarship, 
Fisher  worked  for  his  room  and  board 
by  hauling  ice  and  working  at  Rich- 
man  Brothers  clothing  store  in  Cleve- 
land. Unlike  many  of  his  classmates, 
Fisher  had  a  |ob  waiting  for  him  on 
graduation  day — at  Richman's.  In- 
stead, he  turned  his  back  on  it  and 
went  to  visit  his  family  in  Detroit,  a 
city  he  had  never  seen.  To  this  day  he 
can't  say  why  he  did  it.  "In  the  time  it 
took  to  walk  from  the  fraternity 
house  to  the  car  I  decided  to  see  my 
folks,"  he  says.  "That  decision  has 
changed  my  whole  life." 

While  Fisher  was  at  Ohio  State  his 
family  had  moved  to  Detroit,  where 
his  father  had  taken  his  stake  from  a 
clothing  store  and  started  the  Key- 
stone Oil  Co.  Keystone  had  a  small 
reclamation  plant  on  Detroit's  west 
side,  where  William  Fisher  and  his 
partners  cleaned  the  crud  out  of  used 
auto-crankcase  oil  collected  from  gas 
stations — the  bottommost  rung  on 
the  industry  ladder.  Fisher  joined  his 
father  as  a  $15-a-week  salesman. 

W'hat  interested  Fisher  in  a  low- 
margin  business  with  such  appar- 
ently dismal  prospects?  In  the  late 
Twenties  crude  oil  had  been  discov- 
ered in  Michigan,  and  Max  Fisher  saw 
opportunity  for  a  local  independent 
company  to  refine  and  sell  a  range  of 
products — gasoline,  kerosene,  asphalt 
and  fuel  oil.  The  reclamation  plant 
had  burned  down  in  the  meanwhile, 
so  Fisher,  24,  urged  his  father  and  his 
associates  to  use  the  insurance  money 
to  build  a  refinery  and  take  him  in  as  a 
partner.  But  he  was  turned  down  on 
both  counts.  "They  figured  that  a 
young  kid  was  not  the  kind  of  man 
they  should  depend  on,"  he  says. 

So  Fisher  approached  two  men  he 
hardly  knew,  gasoline  brokers  Henry 
Wenger  and  Bill  Slaughter,  both  of 
whom  were  partners  in  Aurora  Gaso- 
line. He  told  them  that  Keystone 
could  offer  them  experience  in  refin- 
ing (Max  was  taking  some  courses  in 
night  school)  and  a  large  tract  of  land 
where  the  reclamation  plant  once 
stood.  In  exchange  he  asked  them  to 
put  up  their  experience  in  marketing 
and — most  important — $38,000  in 
cash.  That  was  every  penny  Wenger 
and  Slaughter  had;  but  Max  assured 
them  that,  if  they  went  into  the  joint 
venture,  they  would  gross  $10,000  a 
month.  He  also  promised  to  begin 
paying  them  back  immediately  out  of 
the  company's  first  profits.  Wenger 
and  Slaughter  bought  the  idea.  "I 
guess  I  must  have  hoodwmked 
them,"  says  Max. 

Then  he  brought  the  deal  to  his 
father  and  his  partners,  and  in  return 
got  half  of  Keystone's  50%  share  of 
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Everybody  wanted  to  operate  on  sweet  crude  in  those  days" 
%ys  Fisher.  "1  would  take  any  grade  of  oil  because  it  would  be 
heaper.  Then  Vd  build  a  process  to  operate  on  it. " 


ie  partnership.  "They  thought  they 
ere  giving  me  something  that  didn't 
tean  anything,"  says  Fisher,  "but  in 
ie  first  month  of  operation  the  refin- 
y  grossed  $10,125!" 

Under  Fisher's  direction  Aurora  de- 
doped  many  innovations  in  the  re- 
riing  business:  the  first  platinum 
italyst  reforming  unit,  the  first  cat 
acker,  and  the  first  fluid  coker  in  the 
iidwest.  Much  of  this  was  born  of 
;cessity.  Aurora  had  to  operate  with 
ferior  grades  of  oil  to  stay  competi- 
ve.  "Everybody  wanted  to  operate 
1  sweet  crude  in  those  days,"  says 
sher.  "I  would  take  any  grade  of  oil 
:cause  it  would  be  cheaper  [than 
veet  crude].  Then  I'd  build  a  process 

operate  on  it." 

■Then  his  plant  supervisor  com- 
FWplained  that  the  high-sulfur  oil 
as  eating  out  the  refinery's  overhead 
indensers,  Fisher  didn't  panic.  He 
st  factored  in  the  costs  of  rebuilding 
.em  every  month  and  kept  wringing 
emium  gas  out  of  the  cheaper  crude, 
f  you  are  an  independent  competing 
;ainst  the  large  companies,  you  have 
do  something  different  from  what 
ey  do.  To  compete  against  Standard 
il  we  had  to  turn  out  a  better  product 
ore  cheaply.  Those  were  the  only 
ings  we  could  do,"  he  says.  "We 
Id  only  one  grade  of  gasoline — pre- 
ium — but  we  sold  it  for  the  price  of 
gular." 

Aurora's  success,  and  the  eventual 
le  in  1959  to  Marathon,  made  Fisher 
fortune.  Today  his  share  of  Mara- 
on  is  worth  over  $70  million.  That 
ake,  plus  the  income  from  several 
1  exploration  ventures,  has  enabled 
m  to  participate  in  enormously 
ofitable  real  estate  deals  such  as  the 
'74  sale  of  Detroit's  Fisher  Building 
amed  for  the  auto  body  Fishers,  not 
ax)  that  netted  Fisher  and  partners 
most  $20  million,  or  a  substantial 
rtnership  in  the  huge  Somerset 
:>artments  project,  more  than  2,000 
lits  in  Troy,  Mich.  But  even  these 
le  in  comparison  with  the  Taub- 
an-Allen-Irvine  Company  formed  in 
'77  when  Fisher  and  his  friends  Al 
ubman,  Henry  Ford  n,  Donald  Bren 
d  the  Aliens  of  Wall  Street  com- 
ned  to  outbid  Mobil  Oil  for  the 
,000-acre  Irvine  Ranch  in  southern 
ilifornia.  When  the  deal  closed  for 
37.4  million,  it  was  the  costliest 
al  estate  deal  in  U.S.  history. 
Despite  their  enormous  value,  how- 
er,  Fisher  looks  upon  his  real  estate 


holdings  merely  as  a  hobby.  As  far  as 
he's  concerned,  since  the  sale  of  Auro- 
ra his  real  vocations  have  been  poli- 
tics and  philanthropy.  During  the  Fif- 
ties, Fisher  personally  bankrolled  Isra- 
el's petrochemical  industry  with  a  $16 
million  investment.  Fisher's  annual 
gifts  to  Jewish  causes  alone  have 
amounted  to  more  than  $500,000 
sometimes,  and  with  leadership  giv- 
ing like  that  he  can  be  remarkably 
effective  in  getting  others  to  be  equal- 
ly generous.  In  1957,  as  chairman  of 
the  Jewish  Welfare  Federation  of  De- 
troit, Fisher  raised  $5.8  million,  the 
most  in  the  group's  history.  His  ef- 
forts on  behalf  of  the  United  Fund  and 
such  Republicans  as  George  Romney, 
Richard  Nixon  and  Gerald  Ford  have 
been  scarcely  less  spectacular. 

Not  every  Fisher  venture  has  been 
an  unqualified  success,  of  course. 
After  United  Brands'  Chairman  Eli 
Black  committed  suicide  in  1975, 
Fisher — who  owns  more  than  5% — 
took  over  the  scandal-tarnished  com- 
pany. Although  there  has  been  some 
progress,  Fisher's  sometimes  abra- 
sive reign  caused  dissension  and 
even  the  resignations  of  some  top 
managers  he  recruited.  The  company 
is  still  not  out  of  the  woods,  and 
Fisher  ruefully  calls  his  stewardship 
there  "my  ego  trip." 

Right  now  Fisher's  highest  priority 
is  helping  Detroit's  efforts  to  revital- 
ize itself,  an  awesome  task,  given 
high  interest  rates  and  the  devastat- 
ing slump  in  the  auto  industry.  For  the 
last  1 1  years  Fisher  has  served  as 
chairman  of  Detroit  Renaissance,  and 
he  is  also  a  member  of  the  partnership 
that  built  the  $400  million  center. 
Last  year  he  was  instrumental  in 
bringing  the  Republican  convention 
to  Detroit.  That  convention  brought  a 
badly  needed  $44  million  to  a  city  that 
is  struggling  to  diversify. 

Of  course,  not  everyone  is  con- 
vinced that  what  Max  Fisher 
wants  to  give  the  city  is  in  Detroit's 
best  interest.  For  example,  Fisher  has 
been  trying  for  seven  years  to  get  zon- 
ing variances  and  tax  abatements  to 
enable  him  to  build  an  apartment, 
condominium  and  hotel  complex 
downtown  called  Riverfront  West. 
City  Councilman  Ken  Cockrel  has  la- 
beled this  a  rip-off.  Says  Cockrel's 
economic  development  aide  Jack  Rus- 
sell: "Projects  like  this  use  Detroit's 
precious  industrial  development  cap- 
ital to  make  enclaves  for  the  quiche 


eaters.  An  autoworker  laid  off  from 
Dodge  Main  isn't  helped  much  if  his 
daughter  has  a  file  clerk's  job  at  the 
Renaissance  Center." 

Some  of  this  criticism  seems  unfair. 
Fisher  and  his  family  have  more  mon- 
ey than  they'll  ever  need;  Fisher  al- 
ready gives  away  more  than  half  his 
income  to  charity  each  year.  Besides, 
even  with  the  tax  abatements,  River- 
front West  probably  won't  show  any 
cash  flow  for  seven  or  eight  years.  Far 
from  being  a  rip-off,  says  Bob 
McCabe,  president  of  Detroit  Renais- 
sance, "Riverfront  West  wouldn't 
happen  without  Max'  commitment  to 
the  city." 

Russell  is  right  that  such  projects 
won't  produce  permanent  high- 
salaried  industrial  jobs.  Nevertheless, 
the  retail  development  of  Detroit's 
downtown — another  vital  necessi- 
ty— won't  happen  until  people  live 
there.  The  city  lost  21%  of  its  popu- 
lation during  the  1970s.  Fisher 
thinks  Riverfront  West  will  give  peo- 
ple more  reason  to  move  downtown. 
The  City  Council  seems  to  agree 
with  him.  Fisher  and  his  partners 
hope  to  begin  construction  before 
the  end  of  the  year. 

But  don't  Detroit's  present  difficul- 
ties faze  Fisher? 

"Too  often,  when  we  look  at  a  city 
or  a  project  or  events,  we  look  at  it  in 
the  perspective  of  what  it  is  as  of 
today,"  Fisher  replies.  "When  things 
look  bad,  nobody  can  see  them  good, 
and  when  things  look  good  nobody 
can  ever  expect  that  they'll  be  bad 
again.  A  city  is  an  institution  that  is 
going  to  be  here  long  after  you  and  I 
are  gone.  It's  something  that  contin- 
ues. And  I  like  this  city — it's  been 
good  to  me.  The  important  element 
that  I  try  to  bring  into  this  perspective 
is  that  you  have  to  point  a  city  in  a 
certain  direction. 

"When  do  you  build  character  with 
a  customer?"  he  adds,  harking  back  to 
the  deal  he  brought  to  Jim  Donnell  of 
Ohio  Oil.  "You  build  character  with  a 
customer  when  he  needs  you." 

There's  a  similar  principle  at  work 
in  Fisher's  concern  for  Detroit,  which 
now  needs  all  the  help  it  can  get. 
Fisher  knows  the  prospects  are  grim 
and  that  the  results  won't  be  as  obvi- 
ous tomorrow  as  they  will  be  in  the 
year  2000.  But  whatever  the  outcome, 
he  is  sure  that  people  will  look  back 
and  say,  "We  were  creating  a  clnnate 
of  pride."  ■ 
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ITS  LOOKING  PAST 
THE  NUMBERS  INTO  A 
COMPANY'S  REAL  ASSETS 


Numbers  are  valuable.  They  can  tell  you  a  lot  about 
a  company.  But  companies  have  other  assets  that  are  just  as 
valuable. 

People. 

Unfortunately,  these  are  assets  that  traditional  invest- 
ment firms  don't  always  take  into  account. 

But  at  General  Electric  Credit  Corporation,  we've 
learned  to  put  great  stock  in  the  people  running  a  company. 
How  they  think.  Where  they  want  that  company  to  be  in 
the  next  five  years.  And  what  they're  doing  to  get  there. 

Because  in  business,  the  right  combination  of  talent, 
guts,  and  drive  can  produce  some  incredible  results. 

We've  also  made  it  our  business  to  know  every  facet  of 
an  industry.  Perhaps  that's  why,  over  the  last  50  years,  we've 
become  a  leader  in  commercial  and  industrial  leasing,  as  well 
as  consumer  and  real-estate  financing. 

So  you'll  be  talking  to  people  who  know  what  you're 
talking  about.  And  who  can  structure  even  the  most  complex 
lease  or  loan  with  a  real  understanding  of  the  subtleties. 

This  year,  we'll  have  over  9  billion  dollars  in  earning 
assets  backed  by  8500  enterprising  people. 

And  to  companies  that  really  want  to  go  places,  that 
combination  could  prove  to  be  quite  an  asset. 


General 
Electric 
Credit 

CORPORATION 

WE  BRING  GOOD  THINGS  TO  LIFE. 


Hard  times  in  a  few  key  industries  are  a 
threat  to  nationwide  collective  bargain- 
ing. Who's  the  biggest  loser? 


Labor's  love  lost 


By  Anne  Field 


ROME  HAD  ITS  LEGIONS.  The 
Green  Bay  Packers  had  Vince 
Lombardi.  And  Jimmy  Hoffa 
and  Walter  Reuther  had  their  indus- 
trywide contracts.  These  massive  bar- 
gaining agreements,  which  typically 
include  uniform  provisions  for  dozens 
of  employers,  helped  give  orga-. 
nized  labor  its  nationwide  clout. 
But,  lately,  hard-pressed  compa- 
nies in  such  industries  as  auto- 
mobiles, rubber,  steel  and  truck- 
ing have  been  demanding — and 
getting — significant  concessions 
from  individual  bargaining  units. 
The  major  victim:  big  labor's  hal- 
lowed master  contracts. 

"By  the  mid-Eighties  these  na- 
tionwide arrangements  will  be 
gone,"  says  Audrey  Freedman,  a 
Conference  Board  labor  expert. 
The  concessions  are  already  pil- 
ing up.  January's  accord  between 
Chrysler  and  the  United  Auto 
Workers  is  only  the  most  publi-  A  t 
cized  example.  That  same  month  Is 

United  Rubber  Workers  at  one   

Firestone  facility  accepted  pay  cuts  to 
protect  their  jobs.  Earlier,  steelwork- 
ers  agreed  to  a  three-year  wage  freeze 
to  keep  two  Pennsylvania  U.S.  Steel 
plants  in  operation,  and,  more  recent- 
ly, Teamster  members  have  taken 
what  amounts  to  a  15%  pay  cut  to 
help  several  troubled  motor  carriers. 

So  far,  employers  have  been  getting 
concessions  only  in  last-resort  cases. 
"It's  bemg  done  when  the  company 
may  have  to  do  something  radical  like 
close  the  plant  forever,"  says  Donald 
DeScenza,  an  analyst  at  Donaldson, 
Lufkin  &  Jenrette.  "The  workers  are 
faced  with  the  prospect  of  not  being 
able  to  get  any  other  work  or  having 
to  move  thousands  of  miles.  That's  an 
upheaval." 


Freedman,  however,  thinks  the 
present  give-backs  are  only  the  begin- 
ning. Teamster  1982  collective  bar- 
gaining will  influence  what  happens 
in  other  contract  talks.  According  to 
Freedman,  since  Carter  made  the 
Teamsters  almost  the  model  for  his 
wage  guidelines  and  since  the  Team- 
sters have  emerged  as  among  the 


ubber  worker  in  Opelika,  Ala. 
his  union  contract  going  flat? 

most-favored  labor  unions  with  the 
present  Administration,  the  truculent 
truckers'  talks  have  taken  on  an  inor- 
dinate importance.  What  the  picture 
in  Freedman's  crystal  ball  means  is 
that  a  greatly  weakened  union  will 
provide  the  pattern  for  future  contract 
negotiations. 

A  further  test  of  strength  will  come 
when  the  1982  bargaining  sessions 
begin.  Most  of  big  labor's  biggest  con- 
tracts will  be  negotiated  then,  and 
erosion  of  the  industrywide  contracts 
will  be  a  key  issue.  "The  whole  union 
movement  is  based  on  the  premise 
that  with  great  numbers  there  is  great 
strength,"  says  DeScenza.  "Without 
the  master  contract,  you  no  longer 
have  that." 


That's  why  even  though  mastet 
agreement  breakouts  may  be  on  the 
upsurge,  they  usually  don't  come 
without  a  fight  from  organized  labor. 
United  Rubber  Workers  at  Goodyear's 
Topeka  plant,  for  example,  gave  only  a 
reluctant  okay  for  a  new  radial  tire 
division  to  go  to  a  seven-day-a-week 
operation  last  July — even  though  the 
company  had  threatened  to  close  the 
entire  plant  if  the  union  refused  to 
comply  with  the  request.  The  13 
Goodyear  locals  that  had  to  approve 
the  move  first  voted  it  down,  then 
changed  their  minds  after  the  com- 
pany promised  not  to  include  similar 
proposals  in  the  upcoming  contract 
negotiations.  Union  officials  work 
hard  to  explain  that  some  recent  con- 
cessions aren't  really  inconsistent 
with  their  "big  daddy"  contracts.  Atl 
Firestone's  Noblesville,  Ind.  plant,  for 
example,  the  company  announced 
hourly  wage  cuts  of  14%.  But  United 
Rubber  Workers  officials  say  all  those 
employees  are  still  covered  by  the; 
union's  master  contract. 

Though  erosion  of  nationwide  bar- 
gaining clearly  weakens  labor's  leader- 
ship, the  change  isn't  solely  to  the; 
employers'  benefit.  Some  compa- 
nies, as  the  history  of  the  coall 
industry  indicates,  actually  prefer 
centralized  negotiating  with  a 
strong  union.  Such  bargaining 
can  make  it  easy  to  minimize 
competition.  Plant-by-plant  bar- 
gaining also  opens  up  a  Pandora's 
box  of  complications.  "Can  you| 
imagine  negotiating  rent  in  a  ma- 
jor apartment  house  separately 
for  each  occupant?"  asks  Richard 
Hayden  of  Goldman,  Sachs. 

On  the  other  hand,  individual 
contracts  will  clearly  weaken  la- 
bor's position  during  a  strike. 
That's  when  enormous  union  lev- 
erage can  cripple  an  entire  indus- 
try at  once,  and  this  threat  can 
  minimize  an  employer's  bargain- 
ing strength.  A  recent  Conference 
Board  study,  in  fact,  indicates  that) 
businesses  with  multiplant  agree- 
ments are  less  likely  to  bargain  effec- 
tively than  competitors  with  plant- 
by-plant  arrangements. 

The  most  important  effect  of  the  cur- 
rent erosion  of  bargaining  power,  how- 
ever, has  to  do  with  productivity.  Cen- 
tralized labor  negotiations,  quite  sim- 
ply, breed  inefficiency.  "Having  a 
universal  wage  when  people  are  manu- 
facturing different  things  in  different 
markets  with  different  cost  structures 
just  doesn't  make  sense,"  Freedman 
concludes.  As  today's  competitive 
pressures  are  proving,  master  contracts 
may  be  a  luxury  that  neither  unions  nor 
management  can  afford.  ■ 
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Today,  the  business  strategist  is 
all  but  overwhelmed  by  the  risk, 
change  and  diversity  in  our  energy 
future.  To  meet  the  challenge  and  to 
succeed  in  the  80s  require: 

•  Understanding  the  structural 
changes  in  the  world  energy 
economy  that  will  probably  occur 
in  the  decade  ahead 

•  Understanding  the  link 
between  the  world  economy  and  our 
domestic  energy  economy,  and  how 
that  bond  will  affect  us 

•  Gaining  a  realistic  view  of 
domestic  energy  policy  and  how  it 
will  evolve  and  affect  U.S.  industries 

•  Developing  a  corporate  energy 
strategy,  or  portfolio,  that  balances 
the  risks  and  opportunities  in  the 
various  energy  sectors 

•  Building  and  maintaining 
long-term  competitive  advantage  in 
selected  energy  businesses. 

Dealing  effectively  with  each  of 
these  imperatives  is  crucial  to 
business  survival  and  success. 


WORLD  OIL  MARKETS: 
TROUBLE  AHEAD 

The  outlook  for  world  oil 
markets  has  never  been  more 


uncertain.  Experts  disagree  about 
whether  the  current  oil  glut  is  a 
short-term  one,  or  whether  it  pre- 
sages a  market  no  longer  controlled 
by  OPEC.  The  answer  depends  on 
the  interaction  of  four  groups  of 
countries: 

•  Members  of  OPEC,  and  the 
likelihood  of  more  unpredictable 
disruptions  as  well  as  their 
willingness  to  reduce  production 
from  current  levels 

•  The  industrialized  countries, 
primarily  the  members  of  the 
Organization  for  Economic 
Cooperation  (OECD),  and  the 
likelihood  of  their  continuing 
demand  for  high  levels  of  imports. 

•  The  less  developed  countries 
(LDCs),  which  will  require  more  oil 
imports  to  support  their  ambitious 
development  plans  but  will  be  con- 
strained by  their  limited  ability  to 
pay  for  this  oil. 

•  Eastern  European  countries 
with  centrally  planned  economies 
(CPEs),  which  export  petroleum 
today  but  which  may  become  oil 
importers  in  the  future. 

What  do  these  differing,  and 
perhaps  diametrically  opposed, 
energy  situations  portend  for  the 
world  petroleum  picture? 

The  demand  for  oil  will  grow 
somewhat  in  the  coming  decade, 
primarily  because  of  the  indus- 
trialization and  urbanization  of  the 
(LDCs)  and  combined  with 
continued  oil  imports  by  OECD 
nations.  Petroleum  will  thus  remain 
the  predominant  fuel  in  world  trade 
and  in  world  energy  consumption. 
With  the  growing  demand,  the 
likelihood  of  supply  disruptions  and 
the  declining  production  in  some 
key  OPEC  nations,  the  world  will 
work  itself  out  of  the  present  oil  glut 
in  the  next  few  years.  Markets  will 
solidify,  and  we  will  likely  move 


again  into  a  period  of  rising  oil 
prices. 

What  happens  to  price  when 
these  events  are  combined  has  bee 
evaluated  in  a  year-long  study 
carried  out  by  the  Energy  Modelir 
Forum  and  sponsored  by  Stanford 
University,  the  Electric  Power 
Research  Institute,  the  Gas  Resear 
Institute,  and  the  Department 
of  Energy.  Looking  at  the  wide 
range  of  variables  in  all  four 
economic/geographic  areas,  and 
using  some  of  the  most  sophistica 
energy  forecasting  models  availab 
in  Europe,  in  the  United  States,  an 
in  major  energy  companies,  the 
study  team  determined  that  real 
prices  for  oil  will  increase  by  2-3 
percent  annually  after  1985. 

The  coming  decade,  then,  wi| 
not  be  a  period  of  tranquility  in 
terms  of  world  oil  markets.  Nor  w 
we  see  a  continuation  of  the  curre 
oil  glut.  Rather,  we  will  witness 
sporadic  disruptions  and  escalatin 
oil  prices. 

THE  U.S.  ENERGY  ECONOMY 
AND  WORLD  OIL 

According  to  Booz-Allen 
projections,  imports  will  remain 
significant,  probably  in  the  6-8 
million  barrel  per  day  range, 
through  the  coming  decade,  and 
much  of  that  amount  will  still  com 
from  insecure  sources  in  the  Midd 
East.  And  U.S.  energy  prices  will 
reflect  rising  world  energy  prices. 

These  higher  oil  prices  will  se 
powerful  forces  in  motion  in  our 
economy.  Natural  gas  supplies  are 
likely  to  increase  with  stepped-up 
drilling.  Much  greater  use  of  coal 
and  nuclear  power  will  be  a 
necessity  and  quite  economic  in 
relation  to  forecasted  petroleum 
prices.  New  technologies  such  as 
energy  management  systems, 


people  have  discovered 
The  Source, 


ind  and  water.  Oil,  coal,  gas,  the 
synfuels.  All  hold  untapped  poten- 
solving  the  energy  crisis.  And 
nnell-The  Source -is  in  the  fore- 
'  those  helping  to  bring  that  potential 

ty. 

)r  over  130  years,  ITT  Grinnell  flow 
I  systems  have  made  significant 
iutions  to  industry.  Today,  our  prod- 
id  capabilities  are  vital  factors  in  fos- 
Iro,  petrochem,  oil,  gas,  and  nuclear 
energy  production,  as  well  as  in  the 
i  for  alternative  energy  sources. 
T  Grinnell  fabricated  pipe,  piping 
rts,  precision  control  valves,  service 
,  massive  headers  and  transmission 
ires  are  serving  the  exacting  needs 


of  all  types  of  power  plants.  Our  valves, 
weld  fittings  and  pipe  hangers  are  critical 
components  on  oil  pipe  lines,  LNG  tankers 
and  storage  terminals. 

We  re  fabricating  giant  elbows  and 
other  welding  fittings  for  oil  and  gas  trans- 
mission lines-commodity  fittings  for  thou- 
sands of  miles  of  pipe.  And  our  rugged 
diaphragm  valves  handle  highly  abrasive 
slurries  in  coal  mines. 

As  industry  meets  the  technological 
challenges  of  developing  the  full  potential 
of  solar  and  wind  power.. .and  others... 
ITT  Grinnell  will  be  there  with  innovative, 
cost-effective  flow  control  systems. 

From  Jeddah  to  Houston,  industries 
the  world  over  have  come  to  expect  this 


action  response  from  ITT  Grinnell  and  its 
wide  distribution  and  manufacturing  net- 
work. That's  why  they  call  us  The  Source. 

Let  us  help  you  in  your  search  for  better 
ways  to  perform  your  process  operations 
with  flow  control  systems  from  The  Source. 
Contact  ITT  Grinnell  Corporation, 
260  West  Exchange  Street,  Providence,  Rl 
02901.(401)831-7000. 


ITT  Grinnell 

The  Source  You  Can  Build  On. 
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the  energy  investment, 
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Energas  Company  •  Westar  Transmission  Company 
Sharp  Drilling  Co.,  Inc.  •  Pioneer  Production  Corporation 
Plains  Machinery  Company  •  Pioneer  Gas  Products  Company 
International  Tool  and  Supply  Company,  Inc.  •  Pioneer  Nuclear,  Inc. 

Pioneer  Corporation. 

A  company  developing  American  resources  and  producing 
American  energy.  Diversified  energy.  And  it's  working.  Just 
compare  us  to  the  "average."  1980  revenues  were  nearly  $912 
millien,  up  almost  25%  from  the  previous  year.  And  net 
income  was  nearly  10%  of  revenues.  It's  working  for 
our  stockholders,  too.  Pioneer's  return  on  equity 
was  30.7%,  one  of  the  highest  among  companies 
on  the  New  York  Stock  Exchange. 
So  if  you're  making  just  one  energy  investment 
this  year,  make  it  Pioneer. 


PNA&DJIAEndOfQuarterCtose 


For  more  information:  Department  of  Corporate  Communications 
Pioneer  Corporation,  P.  O.  Box  511,  Amarillo,  Texas  79163 

(806)373-6054 

Listed  on  the  New  York  Stock  Exchange  (Symbol  PNA) 


synthetic  fuels,  and  solar  systems 
will  begin  to  enter  the  market, 
although  their  impact  on  reducing 
our  dependence  on  foreign  oil  in  t! 
next  decade  will  be  modest. 

All  these  trends  indicate  the 
United  States  is  entering  a  major 
transition — from  liquid  and  gasea 
fuels  to  renewables  and/or  more 
abundant  sources.  Historically,  sii 
energy  transitions — from  wood  tc 
coal,  and  from  coal  to  natural  gas 
and  oil,  for  example — have  taken 
50-75  years.  In  all  probability,  the 
current  change  from  a  predom- 
inantly oil-  and  gas-based  econom 
to  one  resting  on  other  energy 
sources  will  occur  somewhat  faste 
perhaps  in  as  little  as  30-40  years. 

DOMESTIC  ENERGY  POLICY 

That  energy  transition  can  bei 
shaped,  and  slowed  or  acceleratefl 
by  energy  policy.  But  if  merely  prt 
posing  a  national  energy  policy 
would  have  meant  success,  the 
energy  issue  would  have  moved 
long  ago  from  the  front  pages  to  tj 
obituaries.  Since  the  oil  embargo  < 
1973-74,  Presidents  Nixon,  Ford  ai 
Carter  have  struggled  with  the 
energy  problem.  The  near-term 
directions  of  the  new  Administrate 
are  becoming  clear.  It  will  probab 
be  successful  to  some  degree  in: 

•  Continuing  to  deregulate 
energy  prices 

•  Revitalizing  the  nuclear  opti 
through  streamlining  nuclear 
licensing,  removing  fuel  cycle 
barriers,  and  improving  the 
financially  weak  utility  industry 

•  Stimulating  coal  use  througl 
changes  in  the  Clean  Air  Act, 
removing  other  regulatory 
restrictions,  and  accelerating  fedei 
leasing 

•  Designing  a  new  and  more 
effective  emergency  program  that 
relies  heavily  on  the  strategic  resei 
to  deal  with  shortages 

•  Reducing  federal  involveme 
in  conservation  programs  such  as 
appliance  efficiency  standards. 

In  the  near  term,  we  can  expe 
some  changes  in  regulations  in  ea 
of  these  areas.  But  because  we  ha 


Surround  a  problem  and 
f  oti  have  a  better  chance 
of  fixing  it. 
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Some  problems  are  so  involved  that  a  direct-hit 
solution  doesn't  suggest  itself  immediately. 
That's  when  Johnson  &  Higgins  applies  team 
techniques.  Groups  of  J&H  generalists  and 
specialists  from  different  disciplines  attack  the 
problem  together.  And  quite  often  the  idea  that 
no  one  group  might  have  created  is  sparked  by 
separate  viewpoints  rubbing  off  on  one  another. 
That's  how  our  unique  Johnson  &  Higgins 
Energy  Group*1  was  born. 

The  Johnson  &  Higgins  Energy  Group:  a  single 
control  center  linking  a  worldwide  network  of 
specialists  in  loss  prevention,  insurance  and 
related  funding  skills  to  help  the  energy  industry 
master  critical  problems  of  the  coming  decade. 
For  full  information,  call:  212-482-4051. 

Johnson  Higgins 

The  Private  Insurance  Broker. 
Thinking  in  a  different  dimension. 

RISK  AND  INSURANCE  MANAGEMENT  SERVICES.  EMPLOYEE  BENEFIT  AND  ACTUARIAL  CONSULTING  THROUGHOUT  THE  WORLD 
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"  With  deep-well  drilling  accelerating, 
increased  demand  for  speciality  tubin 
our  new  tubing  facilities 
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is 


working  around  the  clock. 


J.  E.  Cunningham 
Chairman  of  the  Board 
Chief  Executive  Officer 


'e  and  deeper  wells  are  being 
i,  offshore  and  onshore.  As 
10  deeper  into  severe  environ- 
at  extreme  temperatures  and 
>ressures,  the  demand  for 
ilty  tubing  increases,  making 
fastest  growing  segment  of 
tal  tubular  market, 
dieting  this  surge  in  demand, 
>ck  &  Wilcox,  a  McDermott 
any,  invested  nearly  $100  mil- 
» increase  its  tubing  produc- 
apacity.  The  new  $14  million 
-College  Station,  Texas  facility 


is  exclusively  committed  to  finishing 
high-strength,  deep-well  tubing, 
helping  increase  our  tubing  output 

by  25%. 

Offshore  and  onshore,  McDermott, 
its  subsidiaries  and  60,000  employees 
worldwide  are  well  prepared  to  help 
the  world  solve  its  energy  problems— 


with  oil  and  gas  production  facilities; 
fossil  and  nuclear  energy  systems; 
specialty  steel  tubing;  insulating 
products;  and  industrial  automation. 
For  more  information,  write  Vice 
President,  Public  Affairs,  McDermott 
Incorporated,  1010  Common  Street, 
New  Orleans,  LA  70112. 


No  matter  how  the  world 
solves  its  energy  problems, 
McDermott  is  involved. 


ENERGY 


built  up  a  highly  complex  and 
diffuse  set  of  regulatory  barriers  and 
legislation  over  the  past  decade, 
even  the  most  aggressive  program  to 
disassemble  large  parts  of  existing 
programs  will  take  years  to 
implement. 

In  the  longer  term,  events  could 
cause  even  a  well-intentioned 
Administration  to  lose  control.  For 
example,  many  of  our  current 
regulatory  programs  were  enacted 
hastily  by  a  panicky  Congress 
during  a  previous  "energy  crisis." 
And,  as  they  have  done  in  the  past, 
Washington's  political  winds  can 
shift  overnight,  burying  unpopular 
policies,  programs  and  positions 
without  a  trace,  and  uncovering 
others  that  catch  the  public's  and  the 
politician's  fancy  with  equal  alacrity. 
Therefore,  no  matter  how  strongly 
we  embrace  the  "less  government 
the  better"  philosophy,  we  should 
not  plan  on  anything  but  significant 
government  involvement  in  the 
1980s. 

A  FRAMEWORK  FOR 
BUSINESS  STRATEGY  IN 
THE  NEXT  DECADE 

For  success  in  the  80s,  an 
energy  company  must  answer  two 
questions: 

•  Which  portfolio  of 
energy-business  investments  will 
provide  the  right  mix  of  financial 
rewards  and  an  appropriate  risk 
profile? 

•  Which  strategies  will  provide 
sustainable,  competitive  advantage 
in  those  energy  businesses  in  which 
investments  are  made? 

The  first  question  is  the  more 
difficult  to  answer. 

Today,  the  energy  industry,  as 
Booz-AIlen  defines  it,  represents 
over  $300  billion  annually.  It  is 
3-dimensional  (see  Exhibit  1). 

An  effective  strategy  usually 
encompasses  three  types  of 
investment  options:  resource 
plays,  market  niches,  and 
technology  beachheads. 

Each  of  the  strategic  options  has 
very  different  characteristics. 


Energy  resource  plays  provide 
many  advantages,  including  assured 
access  to  raw  materials  and  a 
significant  inflation  hedge.  In 
addition,  such  investments  feed 
value-added  parts  of  the  business 
(e.g.,  refining  or  the  petrochemical 
business). 

Although  energy-resource 
businesses  are  expected  to  grow 
strongly  and  yield  significant  profits 
in  the  80s,  they  are  highly  risky. 
Historically,  they  have  been  heavily 
regulated,  and  although  some 
deregulation  is  occurring,  there  is  no 
guarantee  such  deregulation  will 
persist  in  the  decade  ahead.  In 
addition,  resources  are  often  heavily 
taxed  (e.g.,  the  windfall  profits  tax 
on  crude  oil  and  severance  taxes  on 
coal  in  many  western  states),  and 
competition  is  intensifying. 

The  second  major  strategic 
option  is  moving  into  energy  market 
niches.  Niches  are  narrow  business 
areas  that  provide  products  or 
services  to  the  energy  industry  and 
that  are  expected  to  grow  much 
faster  than  the  industry  as  a  whole. 
Many  examples  exist:  contract 
drilling  or  geological  services 
associated  with  oil  exploration, 
energy  management  systems  for 


commercial  buildings,  or  even  coa 
hopper  cars. 

Typically,  niches  can  be  quite 
expensive  to  enter,  and  often 
previous  investment  and/or  contn 
of  market  share  by  competitors  ac 
as  significant  barriers  to  entry. 
However,  these  special  markets 
usually  are  less  regulated  than  the. 
resource  businesses  and,  in  fact,  a 
often  buffered  from  direct  federal 
involvement.  Often,  the  markets  2 
worldwide,  which  is  very  importa 
because  world-scale  investment  in 
research  and  development  (R&D) 
production  is  crucial  to  gaining 
competitive  advantage.  Successful 
investing  in  these  niches  in  the  80s 
requires  that  they  be  identified  bef\ 
the  stock  market  places  premium;- 
on  them  or  competitors  become 
entrenched.  As  an  alternative 
requirement  for  successful 
investment,  unique  leverage  or 
synergies  with  an  existing  businesj 
can  justify  the  premiums  paid. 

Developing  technology  beachhead 
the  third  strategic  option,  implies 
a  payoff  in  the  1990s  and  beyond. 
These  new  technologies  will  be  th« 
bridges  between  today's  oil-  and 
gas-based  economy  and  the  radica 
different  energy  world  that  will  ex 


Exhibit  1:  The  energy  industry  is  a  three-dimensional, 
$300-billion  opportunity. . . 


Oil  Gas  Coal  Other  Nuclear 
Energy  Source 


Myth: 

Railroads  charge  too  much  to  move  coal. 

Fact: 


The  United  States  has  enough  coal  to  break 
our  energy  dependence  on  imported  oil.  Now, 
when  this  vital  resource  is  needed  more  than 
ever,  America's  freight  railroads  are  being 
accused  of  charging  too  much  to  move  coal, 
thus  impeding  the  nation's  shift  from  oil  to  coal. 

Nothing  could  be  further  from  the  truth. 
Coal  prices  and  electric  utility  rates  have  risen 
much  faster  than  railroad  coal  rates.  Ten  years 
ago,  rail  transportation  charges  averaged  35 
percent  of  the  delivered  price  of  coal.  Today, 
they  average  only  27  percent  of  the  delivered 
price. 

Naturally,  specific  rates  may  be  higher  or 
lower  than  average  depending  on  such  factors 
as  the  distance  the  coal  is  moved. 

America's  freight  railroads  are  the  most  re- 
liable and  cost-efficient  way  to  move  most  coal 
from  where  it's  mined  to  where  it's  needed— 
to  generate  electricity  and  fuel  our  industries. 
Today,  that's  more  important  than  ever. 

For  more  information,  write:  Coal,  Dept.  31 , 
Association  of  American  Railroads,  American 
Railroads  Building,  Washington,  DC.  20036. 


Surprise: 

Railroads  move  a  ton  of 
coal  for  an  average  charge 
of  about  21/20  a  mile. 


ENERGY 


in  the  next  century.  The  companies 
that  take  the  risk  and  succeed  will 
be  the  Xeroxes  and  IBMs  of  the 
21st  century.  But,  unfortunately, 
investment  in  energy  technologies  is 
clearly  a  high-risk  proposition.  Most 
of  the  promising  new  technologies 
will  be  losers,  not  winners,  although 
their  failure  will  be  apparent  only 
after  heavy  investments  are  made 
over  long  periods  of  time. 

The  key,  then,  is  to  develop 
a  balanced  portfolio  of  energy 
businesses — to  spread  the  invest- 
ments among  natural  resource 
production,  market  niches,  and  new 
technology  development.  Not  all 
companies  will  choose  to  be  in  all 
three  broad  areas,  but  the  decision 
requires  an  understanding  of  the 
challenges  in  each. 


OIL  AND  GAS  RESOURCES: 
UNDERSTANDING  THE 
BUSINESS  ENVIRONMENT 

Even  though  many  corporate 
moves  into  energy  resource 
businesses  have  been  quite 
successful,  the  factors  that 
determined  successful  business 
strategy  in  the  1970s  are  changing. 

Energy  markets  will  grow  much 
more  slowly  as  conservation  and 
demographic  shifts  reduce  demand; 
real  price  increases  will  moderate; 
resources  will  cost  more;  and 
regulation  will  decrease,  with  fewer 
price  controls  than  in  the  last 
decade. 

In  the  oil  business,  the  most 
important  success  factors  are  the 
costs  of  finding  or  acquiring  and 
then  extracting  the  resources  from 


a  basin,  and  the  ability  to  balance 
potential  returns  with  risks  in  the 
many  different  types  of  basins. 

The  most  sophisticated  oil 
companies  now  recognize  that  th< 
development  of  each  petroleum 
basin  proceeds  through  a  predicts 
cycle.  Each  of  four  phases  of  devt 
opment  represents  different  risks 
and  opportunities: 

•  Frontier,  in  which  a  few 
companies  enter  a  new  area.  Lane 
costs  are  low,  but  so  is  the  succes! 
rate,  with  resulting  high  costs  per 
discovery.  However,  average  field 
sizes  are  typically  quite  high. 

•  Growth,  in  which  many 
companies  enter  the  basin,  land 
costs  escalate,  and  success  rates  g 
up  as  more  information  about  the 
basin's  structure  is  acquired,  but 


Today  is  the  day 

to  prepare  for  the  world's 
growing  energy  and  food 
needs.  At  Occidental  we're 
doing  just  that. 


Tap  our 
cash  pipeline. 


The  Northern  Trust 

has  a  commitment 

to  energy  banking. 

We  are  a  significant  factor 
in  the  financing  of  oil  explo- 
ration and  production.  Our 
lending  activity  in  this  field 
has  increased  considerably 
in  just  the  past  few  years. 

We  understand  your 
needs.  We  know  the  impor- 
tance of  timing  to  your  suc- 
cess. So  we're  fast,  and  we're 
flexible. 


Our  engineers  have 
both  an  expertise  in  energy 
and  the  ability  to  make 
their  own  decisions  about 
financing.  You  won't  have  to 
wait  long  for  answers. 

The  Northern  Trust 
offers  majors  and  indepen- 
dents a  wide  range  of  tech- 
niques for  financing 
property,  production,  equip- 
ment, and  development 
projects.  Moreover,  we  pro- 
vide the  kind  of  personal 
service  and  attention  to  de- 
tail that  is  often  difficult  to 
find  elsewhere. 

Ib  test  our  responsive- 
ness, contact  Michael  A. 
Tighe,  Vice  President,  or 


Thayer  Rudd,  Jr.,  Vice  Pres- 
ident, at  The  Northern  Trust, 
50  South  LaSalle  Street, 
Chicago,  Illinois  60675. 
Or  call  (312)  630-6000. 

The  more  you  want 
your  bank  to  do, 
the  more  you  need 
The  Northern. 

The 
Northern 

Trust 


ENERGY  TECHNOLOGY  REPORT 


This  semi-submersible  oil  rig  50  miles  off  the  coast  of  Brazil  uses  a  Vet 


oduction  system,  600  feet  below  the : 


:tion  posst 


C-E  energy  technology:  It's  reaching  offshore 
and  down  deep  to  seek  out  new  reserves. 


Some  of  the  most  promising 
areas  for  new  oil  and  gas  dis- 
coveries lie  beneath  the  world's 
seas.  Yet  only  five  percent  of 
all  wells  have  been  drilled  there. 
Several  Combustion  Engineering 
companies  have  helped  pioneer 
much  of  the  technology'  used 
in  finding  and  producing  these 
offshore  reserves. 

Probing  to  record  depths. 

Vetco  Offshore,  a  C-E  subsidiary, 
has  helped  extend  the  search  for 
crude  to  record  depths  below 
the  surface  of  the  ocean.  The 
stakes  are  enormous.  Some  geol- 
ogists estimate  that  as  much  as 
110  billion  barrels,  perhaps  a 
quarter  of  the  world's  undiscov- 


ered offshore  reserves,  may  lie 
in  water  depths  of  600  to  6,000 
feet.  To  date,  most  wells  drilled 
at  3, 500  feet  and  beyond  have 
used  Vetco's  wellheads.  A  num- 
ber have  used  Vetco's  innovative 
guidelineless  drilling  system. 

This  system  eliminates  all 
cables  between  the  vessel  and 
the  ocean  floor.  The  crew  uses 
scanning  sonar  and  television  to 
direct  drilling  equipment  on  the 
ocean  floor.  The  drilling  vessel 
may  be  dynamically  positioned, 
with  computer-controlled  thrust- 
ers  used  to  hold  it  in  place  above 
the  well.  At  present,  there  are 
11  d>Tiamically  positioned  vessels 
in  the  world.  Most  of  them  carry 
Vetco  equipment. 

C-E's  oil  and  gas  market  revenues: 
A  continuing  source  of  growth. 

Revenues  from  Combustion 


Engineerings  oil-  and  gas-related 
operations  are  continuing  to  lead 
the  company's  growth.  In  addition 
to  Vetco,  major  C-E  companies 
serving  this  market  include  Gray 
Tool  Company,  C-E  Natco  and 
C-E  Randall. 

We're  also  upgrading  and 
building  refineries  and  petro- 
chemical plants.  Developing 
cleaner,  more  efficient  ways 
electric  utilities  and  other  indus- 
tries can  use  coal.  Providing 
equipment  and  services  for 
nuclear  power  generation.  And 
leading  the  way  in  the  develop- 
ment of  alternative  fuels. 

For  more  information  about 
our  diverse  lines  of  energy- 
related  businesses,  write 
Combustion  Engineering,  Inc., 
Dept.  7004-187,  900  Long  Ridge 
Road,  Stamford,  Connecticut, 
USA  06902. 


ENGINEERING 

The  Energy  Systems  Company 


ENERGY 


erage  costs  per  discovery  increase. 

•  Mature,  in  which  field  size 
clines,  land  costs  begin  to  drop, 
d  expected  cost  per  discovery 
-educed. 

•  Aging,  which  is  characterized 
reduced  drilling  activity  and 
icker  paybacks  on  much  smaller 
ds  with  relatively  low  risk. 

The  position  of  a  basin  in  the 
:le  can  be  altered  by  a  change  in 
prices  or  the  introduction  of  new 
:hnology.  For  example,  increased 
tural  gas  prices  create  interest  in 
ferent  basins,  such  as  the  Deep 
ladarko.  Or  tertiary  recovery 
hnology  can  transform  a  mature 
sin  in  East  Texas  into  a  new 
mtier. 

Furthermore,  as  illustrated  in 
hibit  2,  each  type  of  basin  has  a 
ferent  cash  flow  pattern.  For 
ample,  a  mature,  onshore  basin 
>ically  will  have  relatively  quick 
yout  for  a  relatively  small 
/estment.  A  frontier,  offshore 
sin  can  require  huge  up-front 
:>ital  outlays,  and  will  probably 
ve  a  long  payback  period  and 
*her  risk,  but  offers  potentially 
?ater  returns. 

Is  there  money  to  be  made  in  oil 
d  gas  exploration  and  production? 
e  answer  is  "Yes,  but!"  "Yes,"  in 
it  there  is  no  lack  of  opportunity, 
fen  today's  world  oil  prices,  new 
:hnologies,  and  the  large  number 
"unexplored"  areas — offshore,  in 
eper  strata,  and  in  untapped 
shore  areas.  "But,"  in  that,  with 
2  expected  costs  of  finding  oil 
ing  more  rapidly  than  its  price, 
ly  the  firms  with  sophisticated 
ategies  will  prosper.  The  next 
cade  will  see  some  big  winners, 
th  oldtimers  and  newcomers, 
d  some  very  big  losers. 

IE  COAL  BUSINESS: 
EALING  WITH  DIVERSE 
ARRETS  AND  CYCLICALITY 

While  the  oil  business  is  limited 
actically  by  the  ability  to  discover 
d  extract  petroleum,  the  coal 
siness  is  limited  by  market 
mand,  i.e.,  the  ability  of  its 
stomers — utilities,  steel,  other 


industry  and  exports — to  consume 
it.  As  a  result,  competition  for 
markets  can  be — and  very  often  is  — 
intense,  given  the  fragmented 
nature  of  the  business. 

The  combination  of  a  limited 
market  and  a  fragmented  industry 
has  produced  extraordinary  profits 
for  some  but  significant  cyclically 
for  everyone.  In  the  mid-1970s,  the 
coal  industry  actually  outperformed 
major  oil  companies  in  terms  of 
return  on  equity.  But  in  the  late 
1970s,  because  of  several  factors 
including  coal  strikes,  overcapacity 
and  slack  demand,  the  coal  industry 
did  not  keep  pace  with  the  soaring 
profitability  of  oil  companies.  Many 
firms  lost  money. 

Today,  however,  the  outlook  is 
much  brighter.  Total  coal  demand  in 
the  United  States  will  increase  from 
more  than  800  million  tons  yearly  to 
1  billion  tons  plus  in  the  next  several 
years.  Similar  growth  is  expected 
worldwide. 

But  not  all  sectors  will  enjoy 
equally  rosy  prospects.  The  major 
consumer  of  coal  in  the  United 
States,  the  electric  utility  industry, 
is  not  in  the  best  financial  health. 
Current  demand  growth  forecasts 


are  in  the  range  of  2-3  percent 
yearly,  down  from  7-8  percent  in 
the  early  1970s.  Nonetheless,  utility 
demand  for  coal  should  almost 
double  by  the  late  1980s.  Some 
regions,  namely  the  Southwest  and 
Midsouth,  will  have  significant 
demand  growth  rates.  Others  such 
as  the  Midwest  and  Southeast, 
which  already  use  the  most  coal 
today,  will  experience  slower 
growth  rates  in  the  future. 

Like  the  oil  and  gas  business, 
the  coal  business  has  a  "yes,  but" 
bottom  line.  The  growth  in  demand 
for  coal  will  be  strong  in  the  United 
States  and  worldwide,  but  only 
certain  areas  and  users  will  offer 
outstanding  growth  prospects. 
Thus,  one  key  to  success  is  to  select 
attractive  market  sectors  by  type 
of  customer  and  by  geographic 
location.  Those  who  can  exploit 
these  market  opportunities 
successfully  will  be  the  producers 
who  can  mine  at  low  cost  to 
weather  the  inevitable  periods  of 
overcapacity,  and  who  are  located 
near  enough  to  attractive 
markets/customers  to  avoid  large 
transportation  cost  penalties. 


Innovative  thinking  by  the  U.S.  insur- 
ance industry  is  helping  facilitate  the 
search  for  energy  resources  worldwide. 

INA  looks  at  some  of  the  ways  insur- 
ance  is  bringing  greater  financial  security 
to  this  urgent,  high-risk  endeavor. 


Steady,  dependable  sources 
of  energy  are  the  sinews  of  in- 
dustrial society,  influencing 
national  strengths  and  political 
strategies.  In  its  search  for  criti- 
cal new  sources,  the  energy  in- 
dustry is  confronted  not  only 
with  these  realities,  but  with 
many  uncertainties. 

No  one  can  be  sure  where 
the  next  major  oil  strike  will  be 
made,  or  how  much  oil  it  will 
yield.  Largely  untapped  re- 
sources-synfuels,  oil  shale,  so- 
lar, wind  and  tidal  power— re- 
main tantalizing,  but  elusive. 

Even  existing  sources  are  ex- 


posed to  grave  risk.  Ocean  drill- 
ing rigs  are  threatened  by  perils 
unknown  to  land  operations. 
Electric  utility  plants  are  subject 
to  unexpected  overloads  which 
can  black  out  entire  communi- 
ties. The  effects  of  government 
regulations,  particularly  envi- 
ronmental measures,  represent 
another  major  imponderable. 

Supplying  energy  in  the  face 
of  such  uncertainties  calls  for 
major  expenditures.  U.S.  oil 
and  gas  exploration  and  devel- 
opment alone  will  require  an 
average  of  $70  to  $80  billion 
annually  between  now  and 


1990.  A  shale  oil  plant  produc- 
ing a  modest  100,000  barrels 
daily  of  synthetic  fuel  costs  at 
least  $3  billion.  To  attract  such 
immense  sums,  some  positive 
assurances  of  return  on  invest- 
ment are  needed. 

Protecting  huge  investments 

Replacing  energy  doubts 
with  certainties  through  indem- 
nifications for  loss  of  physical 
assets  is  a  prime  responsibility  of 
the  insurance  industry.  But  the 
billions  of  dollars  of  insurance 
required  to  cover  exploration 
projects,  refineries,  power 
plants  and  transmission  lines, 
have  strained  world  markets. 

To  narrow  the  gap  between 
need  and  capacity,  most  energy 
companies  are  using  their  own 
funds,  through  various  forms  of 
self-insurance,  to  cover  their 
more  predictable  exposures. 
This  frees  commercial  insurance 
capacity  for  the  less  foreseeable 
and  potentially  catastrophic  ex- 


inergy  Development 


posures.  Moreover,  the  insur- 
ance industry  has  formed 
"pools"  of  capacity  to  make  such 
outsize  risks  as  supertankers, 
ocean  drilling  platforms  and  nu- 
clear generating  plants  economi- 
cally feasible. 

Most  challenging  of  all  is 
adapting  established  insurance 
products  and  creating  innova- 
tive ones  to  meet  emerging  en- 
ergy industry  demands. 

For  example,  "builders  risk" 
insurance  typically  covers  short- 
falls in  construction  and  manu- 
facturing. Now  it  is  being  ex- 
tended to  such  energy  activities 
as  recovering  heavy  crude  oil 
from  tar  sands.  Insurance  com- 
pensates the  owner  of  such  a  fa- 
cility should  it  fail  through 
technological  deficiencies  to 
meet  financial  commitments. 

Similar  protection  applies  to 
caverns  prepared  for  under- 
ground storage  of  hydrocarbon 
products.  Here,  the  owner  is 
protected  against  losses  result- 


ing from  the  cavern's  failure 
to  meet  pre-established 
specifications. 

Defusing  threats  of  depletion 

Owners  of  energy  resources 
still  in  the  ground  count  on 
them  heavily  in  their  financial 
planning.  Although  current 
technology  can  provide  useful 
estimates  of  the  extent  of  re- 
serves, some  doubt  inevitably 
remains. 

To  counteract  such  uncer- 
tainty, insurance  protection  can 
be  provided  for  the  minimum 
value  of  the  reserves.  This  allows 
their  use  as  collateral  and  makes 
possible  firm  planning  and  com- 
mitments. It  also  may  permit 
the  use  of  standard  "up-front" 
plant  financing,  rather  than 
costly  venture  capital.  In  the 
case  of  geothermal  reservoirs, 
insurance  protects  against  any 
resource  inadequacy  which 
results  in  the  abandonment  of 
the  generating  plant. 


A  green  light  "down  under" 


The  search  is  on  for  additional 
energy  resources  in  Australia,  one  of 
the  world's  more  promising  gas  and 
oil  frontiers.  To  further  this  search, 
INA  International  offers  Australian  _ 
drillers  and  investors  an  all-inclusive 
package  of  insurance  coverages,  in- 
cluding such  possibly  catastrophic 
exposures  as  blow-outs,  explosions 
and  well  collapse.  This  effectively 
opens  the  way  to  financially  sound 
exploration. 


INA's  experience  in  fulfill- 
ing energy  insurance  needs, 
domestic  and  international, 
reaches  back  many  decades.  To- 
day, INA  is  aggressively  in- 
volved in  all  aspects  of  energy- 
related  insurance,  particularly 
through  Energy  Facilities,  a  unit 
of  INA  International  and  Special 
Risk  Division. 

Comprehensive  services 

Recognizing  and  meeting 
complex  needs,  such  as  those  of 
the  energy  industry  for  attract- 
ing capital,  typifies  INA's 
comprehensive  approach  to  in- 
creasingly sophisticated  insur- 
ance and  risk  management 
problems. 

The  Insurance  Company  of 
North  America  was  founded  in 
1792  in  Independence  Hall, 
Philadelphia.  Today  it  is  the 
largest  component  of  INA  Cor- 
poration's international  network 
of  insurance,  financial  and 
health  care  interests.  In  property 
and  casualty  insurance  and  risk 
management  services,  life  and 
group  insurance,  health  care 
management  and  financial  ser- 
vices, INA  and  its  affiliated 
companies  offer  a  unique  combi- 
nation of  products  and  services 
to  business  and  industry 
worldwide. 

For  an  informative  booklet 
on  insurance  and  the  energy  in- 
dustry, write  INA,  Dept.  R, 
1606  Arch  Street,  Philadelphia, 
PA  19101. 


The  Professionals 
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LOCATING  PROFITABLE 
MARKET  NICHES 

Apart  from  natural  resource 
businesses,  energy-related  products 
and  services — from  engineering  and 
construction,  through  high-pressure 
valves  and  mining  equipment,  to 
helicopter  services  for  offshore 
drilling  rigs — have  a  market 
potential  exceeding  $100  billion 
in  revenues  annually. 

In  total,  however,  this  is  not 
a  strong  growth  business.  Assuming 
economic  growth  rates  of  3-4  percent 
annually,  the  energy  market  sector 
will  grow  only  1-2  percent  annually 
in  real  terms.  Thus,  a  second 
strategy  for  achieving  success  in  the 
energy  field  of  the  80s  is  to  focus 
limited  investment  dollars  on 
building  an  effective  competitive 
edge  in  the  most  promising 
energy-related  niches. 

Some  of  the  currently  most 
attractive  niches  are: 

•  Oil  field  supplies  and  services 
business. 

•  Coal  mining  equipment. 

•  The  engineering  and 
construction  industry,  which  will 
get  its  share  of  the  massive  energy 
capital  investments. 

•  Manufacturers  of  process 
control  equipment  and  energy 
management  systems. 

Three  approaches  to  finding 
attractive  niches  are  viable.  The  first 
is  to  identify  sectors  that  will  be 
attractive  because  of  structural 
changes  in  the  energy  economy 
— and  finding  them  before  the 
competition,  with  coal  mining 
equipment  a  case  in  point. 

The  second  approach  is  to 
identify  products  or  services  that 
will  have  a  synergistic  effect  when 
combined  with  existing  corporate 
strengths.  For  example,  United 
Technologies  Corporation  (UTC), 
which  developed  a  strong  position 
in  the  building  equipment  and 
services  industry  through  the 
acquisition  of  Otis  Elevator  and 
Carrier  Corporation,  has  recently 
reorganized  these  companies  along 
with  other  parts  of  UTC  into  a 


Building  Systems  Croup  to  capitalize 
on  the  synergy  among  these 
industries. 

The  third  approach  is  locating 
business  segments  that  act  as  buffers 
against  risks  in  other  energy 
business  segments.  Higher  prices 
may  have  reduced  demand  for 
electric-generation  equipment,  but 
they  turned  a  previously  stagnant 
insulation  industry  into  a  high- 
growth  market.  However,  once 
existing  structures  are  retrofitted, 
the  insulation  industry  may  return 
to  growing  at  the  rate  of  new 
housing  starts. 

On  balance,  many  attractive 
energy  market  niches  remain 
undiscovered,  but  competition  is 
fierce  and  the  challenge  is  to  find 
new  opportunities  rather  than 
rediscover  those  of  the  1970s. 

GAMBLING  SUCCESSFULLY 
ON  NEW  TECHNOLOGIES 

Investing  in  the  development  of 
new  energy  technologies  to  build  a 
business  beachhead  is  the  third 
key  element  of  corporate  energy 
strategy.  Although  the  payback 
period  for  such  a  strategy  is 
uncomfortably  long,  to  hesitate 


making  the  investments  today  is 
to  risk  being  overshadowed  by 
competitors  or  missing  major  new 
market  opportunities  tomorrow. 

The  challenge  for  today's  enei 
companies  is  clear;  they  must: 

•  Identify  which  new 
technologies  have  the  highest 
probability  of  entering  the  energy 
market  in  the  next  10-20  years,  am 
their  viable  applications. 

•  Understand  the  relative 
economics  in  order  to  judge  when 
these  technologies  will  become 
attractive  to  customers 

•  Develop  a  technology  stratejt 
that  manages  the  risks  and  potent: 
returns  of  investing  in  one  or  mori 
of  these  new  technology  areas. 

THE  NEW  TECHNOLOGIES: 
WHICH  ONES— AND  WHEN? 

New  energy  storage 
technologies  typify  the  problems 
faced  by  technology  managers. 
Exhibit  3,  from  a  recent  Booz-Aller 
analysis,  focuses  on  this  one  group 
of  technologies.  Even  a  cursory 
examination  reveals,  first,  that  thei 
is  not  just  one  technology  involvec 
but  many. 


Exhibit  3:  Energy  storage  technologies  currently  under  development  have  multiple 
potential  applications . . . 
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DuPont  consultants  helped  us  save 
$13  million  in  energy  costs!' 


Herbert  H.  Hofmaier, 
Director,  Engineering  & 
Construction  Division, 
American  Cyanamid 
Company 

"It  was  a  team  effort  from 
1975  through  1979  among 
Du  Pont  energy  experts, 
Cyanamid  staff  engineers  and 
the  people  at  our  plants.  To- 
gether, we  saved  $13  million 
last  year— a  big  part  of 
Cyanamid  s  1979  energy  sav- 
ings of  $28  million. 

"This  achievement  repre- 
sents a  20%  reduction  in  our 
use  rate— a  significant  and 
timely  accomplishment  for 
Cyanamid  and  for  DuPont  and 
an  important  contribution 
to  our  nation  s  conservation 
effort:' 

Energy  know-how  at 
DuPont  comes  from  running 
140  plants  worldwide.  It's  a 
combination  of  state-of-the-art 
engineering  and  practical 
application.  That's  why  we've 
been  able  to  help  hundreds 
of  companies  here  and  abroad. 

Let  us  help  your  com- 
pany, too.  For  no  obligation, 
we'll  diagnose  your  energy  sit- 
uation. Send  for  our  com- 
prehensive questionnaire.  All 
data  will  be  kept  confidential. 
Write  DuPont  Company, 
Room  X38288,  Wilmington, 
DE  19898. 


Energy  Management 
Services 
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janamid's  Herbert  Hofmaier,  seated  on  right,  Director, 
igineering  and  Construction  Division,  discusses  energy  savings 
ith  Stan  Livingston,  DuPont  Principal  Energy  Consultant. 
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Second,  each  is  suitable  for  only 
some  of  the  numerous  potential 
applications  in  utilities,  for  industrial 
or  residential  customers,  and  for 
transportation  users  (e.g.,  private 
autos,  fleets,  and  mass  transit). 

And  third,  almost  every  one  of 
these  technologies  faces  competition 
from  various  alternatives  in  its 
several  potential  markets.  In  some 
cases  the  competition  may  come 
from  unexpected  directions. 
For  example,  synthetic  fuels 
from  coal — to  feed  our  future 
transportation  needs — may 
ultimately  need  to  compete 
with  the  electric  car,  a  concept 
highly  dependent  on  improved 
electric  battery  systems. 

Many  new  technologies  are 
potentially  attractive  for  numerous 
segments  of  the  energy  industry. 
But  numerous  concepts  are 
competing  in  each  area,  with  the 
eventual  winners  far  from  certain. 
For  the  conversion  of  coal  to  gas  or 
oil,  for  example,  literally  dozens  of 
technologies  exist,  each  in  a  different 
stage  of  development,  with  different 
economics  limitations  on  usable 
coals,  and  varying  environmental 
problems.  And  no  one  knows  with 
certainty  which  of  them  will  meet 
customer  requirements  or  be  most 
economic. 

THE  ECONOMICS  OF 

THE  NEW  TECHNOLOGIES: 

WILL  THEY  EVER  CROSS  OVER? 

Betting  on  a  new  technology 
requires  judgments  not  only  on  the 
size  of  the  market  and  when  it  will 
be  fully  developed  technically, 
but  also  on  when  it  will  become 
competitive  economically. 


However,  projecting 
new-technology  economics  is 
exceptionally  difficult.  New 
technologies  have  a  nasty  habit  of 
often  being  slightly  more  expensive 
than  the  traditional  ones  they  are 
targeted  to  replace.  Synthetic  fuels, 
both  gas  and  oil  from  shale  or  coal, 
are  a  recent  case  in  point.  The  cost 
estimates  for  synthetics  matched 
the  rapid  rise  in  gas  and  oil  prices 
during  the  1970s . 

There  are  several  reasons  for 
this  phenomenon.  High  energy 
prices  drive  inflation  up  generally 
which,  in  turn,  pushes  up  the  costs 
of  constructing  new  high-technology 
plants.  In  addition,  inflation  usually 
hits  new  technologies  harder  than 
existing  ones,  which  are  already  in 
place  or  much  easier  and  quicker  to 
build.  Further,  existing  technologies 
do  improve.  For  example,  gains  in 


efficiency  of  internal  combustion 
engines  make  the  economics 
of  electric-powered  cars  less 
competitive  with  every  new  day. 

For  almost  every  new 
technology,  the  go/no  go  invest- 
ment decision  is  based  on  cost 
competitiveness. 

TECHNOLOGY  STRATEGY: 
TWO  CRUCIAL  QUESTIONS 

Which  technologies  are  promis 
investment  opportunities?  And  he 
much  should  be  invested  in  each  c 
those  technologies? 

Promising  technology  areas 
are  determined  (see  Exhibit  4)  by 
"measuring": 

•  Technology  attractiveness — 
an  assessment  of  the  relative 
importance  of  various  energy 
technologies  at  some  future  date. 
The  analytical  focus  is  on  the  size 


Exhibit  4:  A  typical  technology  portfolio . . . 


The  Firm's  Relative 
Technological  Position 


Some  insist  coal  is 
ood.  Some  insist  coal 
;bad. 

We  insist  it's  not  that 
lack  or  white. 

Those  who  insist  that  coal  is  good  point 
t  that  we  have  over  200  billion  tons  of 
*  economically  recoverable  coal  in  this 
country-enough  to  last  us  for  at 
least  three  centuries  at  current 
consumption  rates. 

And,  they  further  point  out, 
although  that  represents  90%  of 


and  allow  acid  water  to  seep  into  streams. 

And  to  the  fact  that  coal  contains  ash  and 
sulfurwhich,  if  not  removed,  can  pollute  the 
air  when  burned. 

Still,  we  at  Atlantic  Richfield's  ARCO  Coal 
Company  bel  ieve  that  today  the  advantages 
of  coal  outweigh  its  disadvantages.  And  so 
do  the  many  Americans  who  have  invested 
with  us. 

That's  because  these  days  we  have  ex- 
tremely tough  environmental  laws. 

Laws  that  require  the  restoration  of  mined 
lands  and  the  protection  of  air  and  water 
resources.  Laws  that  ensure  that  coal  mine 
areas  are  properly  restored  and  that  newly 
constructed  or  converted  power  plants 
remove  sulfur  and  particulates  from  their 
stack  gases. 


V/////" 


our  domestic  energy  resources, 
Dal  currently  supplies  less  than  20%  of 
'energy  production. 
It's  true,  that  with  greater  usage,  coal 
jld  give  us  as  much  as  one  half  of  the 
v  energy  we'll  need  between  now  and 
!  year  2000-enough  to  help  loosen  the 
igerous  ties  that  bi  nd  us  to  expensive  and 
ecure  foreign  oil. 

But  those  who  insist  that  coal  is  bad  point 
abandoned  mines  which  scarthe  landscape 


Of  course,  environmental 
controls  are  expensive.  But  they  are 
a  worthwhile  investment  when  you 
consider  that  the  cost  of  using  coal  is 
still  less  than  half  of  the  current  cost 
of  using  oil. 

And  when  you  consider  that  coal  can 
also  be  converted  into  transportation 
fuels  such  as  gasoline  and  diesel  fuel- 
reducing  even  more  our  dependence  on 
foreign  oil-it  seems  obvious  that  we 
ought  to  reassess  our  old  prejudices  against 
this  most  abundant  of  all  fossil  fuels. 
At  least  Atlantic  Richfield  thinks  so. 

There  are  no  easy  answers. 


ARCO  <> 


Atlantic  Richfield  Company 


Experience  and  scope  keep  A&A 
pre-eminent  in  the  energy  field. 


For  over  half  a  century,  the  innovative 
leader  in  energy  insurance  brokerage  has 
been  Alexander  &  Alexander. 

Early  on,  we  pioneered  new  insurance 
coverages  for  the  developing  coal  and  gas 
businesses.  Played  a  catalytic  role  in  help- 
ing to  create  the  insurance  capacity  needed 
to  cover  incredibly  high-cost  energy  risks. 
And  met  the  burgeoning  and  increasingly 
complex  global  and  domestic  needs  of  de- 
manding oil  clients,  from  integrated  multi- 
nationals to  smaller  independents. 

Today,  our  National  Energy  Division 
keeps  A&A  the  foremost  energy  insurance 
broker.  This  crack  team  of  technical  experts 
offers  you  the  most  comprehensive  services 
available,  with  in-depth  expenence  in  every 
energy  area.  Oil.  Gas.  Coal.  Utilities.  Nuclear 
power  Shale  oil.  Tar  sands.  Synthetic  fuels, 
solar  and  other  alternative  energy  sources. 
Pipelines.  Manne.  Storage  and  distribution. 
And  contractor  and  supplier  services. 

Energy  services 
pinpointed  to  client  needs. 

Because  members  of  our  National 
Energy  Division  are  strategically  located  at 
key  energy  centers  across  the  country  it  is 
easy  for  local  offices  to  draw  upon  the 
expertise  you  need,  no  matter  what  energy 
area  you  specialize  in.  Together,  we'll  help 
analyze,  design  and  service  custom-made, 
cost-efficient  nsk  management  programs. 

In  energy,  as  m  other  industries,  we 
view  financial  risk  through  the  client's  eyes. 

We  think  a  big  reason  A&A  has 
become  one  of  the  largest  and  most  trusted 
insurance  brokers  worldwide  is  that  we 
work  the  same  way  with  every  client.  From 
the  client's  point  of  view 


Alexander 
gAfexander 

From  the  client's  point  of  view. 
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markets,  on  the  availability  of 
technology,  and  on  the  risk 
each  technology. 

•  Technology  position — an 
luation  of  the  strengths  of 
firm  in  each  of  the  attractive 
inologies,  and  of  how  the 

i  compares  with  its  leading 
\petitors.  A  variety  of  measures 
sed  to  establish  relative 
itioning,  but  a  heavy  dose  of 
gment  is  required.  The  trick 
)  know  which  technologies  are 
ipetitive  threats  to  those  you  are 
suing  through  acquisition. 

Technology  attractiveness  and 
tpetitive  position  assessments 
be  done  at  different  levels: 
\nology  components;  specific 
mology  areas,  as  is  done  in 
ibit  4;  or  broad  energy  sectors, 
he  exhibit,  each  circle  represents 
chnology  in  the  portfolio,  and 
size  of  the  circle  reflects  potential 
snue  from  projected  share  of 
"Id  or  domestic  markets. 

The  position  of  a  technology 
me  of  the  four  quadrants 
wn  in  Exhibit  4  determines 
appropriate  strategy  in  this 
h-stakes  technology  game. 

•  "Bet"  means  that  the 
inology  will  be  of  critical 
tortance  in  some  attractive  sector 
he  energy  business  and  that  the 

i  has,  or  can  acquire,  a  strong 
ition  in  some  aspect  of 
tufacturing  or  providing  that 
inology  to  the  marketplace, 
hnologies  in  this  quadrant  should 
ronsidered  potential  winners  and 
y  warrant  a  strong  investment 
"imitment. 

•  "Draw"  suggests  a  critical 
ision  is  required  because  on  the 
1  hand,  technologies  in  this 
idrant  are  attractive,  but  on  the 
er,  the  firm  is  not  the  leader 
hose  technologies.  If  it  is 
nagement's  view  that  the  lead 

be  gained  through  investment 
ISzD  or  through  acquisition,  it 
/orth  staying  in  the  game, 
lerwise  withdrawal  or  a  low-cost, 
it-and-see  strategy  would  be 

re  prudent.  But  in  any  event, 
decision  is  a  bad  decision. 


•  "Cash  in"  implies  the  firm 
should  take  advantage  of  its 
leadership  position  in  the 
technology  but  not  invest  heavily 
in  further  development  because 
the  long-term  outlook  for  the 
technology  is  less  than  robust. 

•  "Fold"  suggests  little  attention 
should  be  paid  to  those  technology 
options  with  little  long-term  market 
attractiveness  and  in  which  the  firm 
has  no  competitive  edge. 

Success  depends  in  part  on 
investing  to  preserve  "bet"  positions 
and  to  turn  attractive  "draws"  into 
"bets."  Spending  on  technologies 
that  should  be  "folded, "of  course 
dilutes  a  limited  investment  budget. 

Ultimately,  an  effective 
technology  investment  strategy  must 
be  based  on  spending  relative  to 
what  key  competitors  plan  to  spend 
on  each  of  the  technologies  a 
company  views  as  attractive,  as 
shown  schematically  in  Exhibit 
5.  In  this  context,  doubling 
expenditure  for  an  attractive 
technology  would  not  be  a  "bet" 
strategy  if  competitors  were 
quadrupling  their  outlays! 

The  amount  of  resources  a  firm 
can  commit  to  the  new-technologies 


component  of  its  overall  energy 
portfolio  places  a  cap  on  the  number 
of  options  that  can  be  pursued. 
Some  attractive  opportunities  may 
have  to  be  "folded"  in  order  to 
concentrate  available  investment 
dollars,  to  win,  on  the  most 
promising  options.  To  be  avoided  at 
all  costs  is  dabbling  half-heartedly  in 
many  areas,  with  the  vague  hope  of 
catching  up  later. 

There  are  extraordinary 
opportunities  in  the  years  ahead  for 
those  firms  that  play  the  energy 
game  successfully.  But  there  will 
be  few  winners  and  many  losers. 
Management's  strategic  challenge 
is  to  allocate  resources  wisely,  in 
concert  with  the  company's  energy 
business  portfolio,  and  to  focus 
exclusively  on  those  opportunities 
that  make  winning  a  realistic 
expectation,  not  a  dream. 

Mr.  Zausner  is  president  of  the  Energy 
and  Environment  Division  of  Booz-Allen 
&  Hamilton.  Dr.  Shaw  is  senior  vice 
president  and  Mr.  Pasternack  is  vice 
president  in  the  Division,  which  provides 
energy  consulting  services  to  top 
management  in  industry  and 
government  on  strategic  issues. 


Exhibit  5:  Resource  allocations  to  attractive  energy  technologies 
should  reflect  what  the  competition  is  doing . . . 
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Developing  More  Energy  In 
A  Period  Of  Scarce  Capital 
And  Market  Volatility. 


Creative  thinking  leads  to  the  mobilization 
of  capital  to  serve  First  Boston  s  customers. 
By  Theodore  V.  Fowier 

The  pressure  on  our  country  to 
develop  and  finance  new  energy  sources 
could  not  have  come  at  a  worse  time. 

Strictly  from  a  capital  market  point 
of  view,  three  circumstances  are  impeding 
energy  development.  First,  corporate  and 
utility  balance  sheets  have  deteriorated  to 
the  point  where  debt-to-capital  ratios 
impose  massive  refinancing  burdens  on 
corporate  America.  Second,  the  tradi- 
tional long-term,  fixed-income,  public  and 
private  bond  market  may  be  shrinking. 
Third,  there  is  now  intense  competition  for 
funding  between  the  private  and  public 
sectors,  exacerbated  by  huge  government 
deficit  financing. 

At  First  Boston,  we  think  that  one 
way  to  help  circumvent  these  deterrents 
to  energy  development  is  for  new  energy 
programs  to  creatively  employ  true  project 
financing  techniques.  Risk-sharing  prece- 
dents from  other  industrial  sectors  must 
now  be  brought  to  bear  in  helping  to 
develop,  to  structure,  and  to  finance  such 
energy  sources  as  coal  gasification  and 
liquefaction,  solvent-refined  coal,  oil 
shale,  wind,  geothermal,  biomass,  hydro, 
and  nuclear. 

"True  project  financing  techniques 
may  accelerate  new  energy  development." 

Today  there  are  three  new  risk- 
allocation  premises  to  supplement  those 
that  have  been  traditionally  available.  For 
one,  government  at  all  levels  now  has 
the  vehicles  and  the  mandate  to  accept 
some  of  the  risk  in  a  new  energy  venture— 
be  it  through  creative  tariff  design,  tax 
incentives,  direct  loans,  price  or  debt 
guarantees,  cost-sharing  arrangements  or 
other  devices.  For  another,  contractors 
supplying  technology,  goods,  and  services 
to  energy  projects  are  beginning  to  show  a 
willingness  to  assume  greater  contractual 
responsibility  for  their  cost  and  operating 
performance.  Most  important,  though, 
traditional  lending  sources  (banks'and 
institutions)  are  entertaining  creative  new 
forms  of  investment  in  order  to  shelter 
themselves  from  the  realities  of  an 
inflation-plagued  capital  market.  Lenders 
are  tending  to  become  investors  in  order 
to  gain  greater  portfolio  performance. 

One  example  of  how  risk  allocation 
works  is  a  proposal  structured  by  First 
Boston  for  an  80  megawatt,  $320  million 
wind  energy  project  involving  new  tech- 
nology. In  this  case,  vendors  will  absorb 
substantial  technological  and  completion 
risk  through  a  lump-sum.  turn-key  contract 
with  definite  delivery-date  and  perform- 

Ted  Fowler  is  Managing  Director  and  head  of 
the  15-member  Project  Finance  Group  at  our 
headquarters  in  New  York:  20 Exchange  Place, 
New  York.  NY  10005.  Phone  < 212)  825-2000. 
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ance  assurances.  Institutional  investors 
are  considering  equity  investment  in  the 
project  in  conjunction  with  their  loans  that 
assume  the  wind  risk.  And  the  Department 
of  Energy,  under  new  enabling  legislation, 
has  been  asked  to  provide  a  working 
capital  pool  that  will  adequately  assure 
the  early  positive  cash  flow  of  the  project 
—  until  tariff  revenues  from  the  power 
purchaser,  which  escalate  with  oil  prices, 
render  the  project  self-sustaining. 

"Lenders  are  tending  to  become 
investors''  

Not  only  have  we  acted  in  this  project 
to  get  both  the  government  and  the  private 
sector  working  together,  but  we  think  that 
the  risks  have  been  fairly  allocated.  For 
instance,  the  vendor  stands  to  profit  if  the 
project  is  successful,  because  he  will 
become  a  preferred  supplier  in  the  wind 
business.  Similarly,  the  investor/lender 
stands  to  participate  in  a  revenue  stream 
related  directly  to  the  price  of  oil. 

In  this  and  in  other  alternate  energy 
and  synfuels  projects,  our  philosophy  is 
twofold:  (1)  private-sector  management 
and  financial  commitment  to  better  assure 
project  completion;  and,  in  certain  cases, 
(2)  government  involvement  to  safeguard 
industry  from  environmental,  regulatory, 
and  unprecedented  inflation  and  market 
risks. 

There  are  more  variables  than  ever 
before  in  the  project  finance  equation.  In 
handling  them,  the  project  team  at  First 
Boston  has  the  advantage  of  the  firm  s 
leading  involvement  in  all  domestic  and 
international  capital  markets  that  may  be 
relevant.  This  perspective  has  allowed  us 
to  obtain  commitments  for  more  than  $1.5 
billion  in  non-recourse  project  debt 
financing  in  1980  alone. 

With  our  resources,  we  are  increasing 
the  prospect  for  structuring  energy 
projects  that  will  fairly  ask  lenders  and 
portfolio  investors  to  put  capital  at  a 
greater  risk  than  when  buying  A-rated. 
fixed-income  corporate  debt.  Formulating 
project  investments  in  this  way  should 
broaden  and  accelerate  corporate 
Americas  energy  development  effort. 
The  end  result  should  be  earlier  energy 
independence  for  our  nation.  And  First 
Boston  is  proud  to  be  making  its  contribu- 
tion—creative capital  raising  in  a  con- 
strained capital  market  environment. 

II  First  Boston 

Investment  Bankers 


Centex,  the  contractor  and  home  builder, 
is  fattening  its  oil  and  gas  business  and,  in 
a  few  years,  it  expects  to  hive  it  off. 


Long  division 


lentex  Chairman  Frank  Crossen  with  hlue  ribbon  won  by  one  of  his  horses 
nstcad  of  one  company,  his  stockholders  will  have  two. 


By  Anne  Bagamery 

entex  Corp.,  the  $1.1  billion 
I  _  (revenues)  Dallas-based  hold- 
ing  company,  would  seem  to 
have  the  best  of  two  worlds.  For  five 
of  the  best  growth  years  in  Texas' 
booming  economy  it  had  the  benefit 
of  good  earnings  from  its  home-build- 
ing, construction  and  cement  busi- 
nesses. Then  in  the  last  year — for 
Centex,  fiscal  1980-81,  which  ended 
Mar.  31 — the  energy  business  that  it 
began  building  in  1974  took  up  the 
slack  left  by  a  decline  in  home-build- 
ing and  kept  earnings  steady.  Centex 
chalked  up  a  4%  gain  in  net  income, 
to  $35  million,  in  fiscal  1981,  before  a 
nonrecurring  gain  from  sale  of  gas  and 
sulfur  properties  of  $27.4  million,  or 
$2.36  a  share. 

As  if  in  gratitude  to  energy,  the 
company  gave  it  pride  of  place  on  the 
cover  of  its  1981  annual  report,  stack- 
ing a  drawing  of  a  big  black  oil  well 
over  drawings  of  a  house  and  an  office 
building.  It  is  giving  pride  of  place  in 
its  capital  program,  too:  spending  the 
bulk  of  $400  million  total  planned  for 
the  years  1980-85  to  further  build  up 
Centex  Oil  &  Gas. 

And  why  not?  The  energy  side 
more  than  pulled  its  weight  last 
year — even  before  the  nonrecurring 
gain — dropping  in  24%  of  operating 
income  on  only  6%  of  revenues.  Its 
outlook  has  never  been  brighter  now 
that  Centex  hit  a  big  natural  gas  find 
last  fall  in  Rankin  County,  Miss.,  after 
six  years  of  trying.  The  company  has 
hired  two  oil  industry  heavyweights 
to  run  the  energy  side:  James  Hunt, 
who  left  Kaneb  Services  in  April  after 
building  its  Diamond  M  drilling  sub- 
sidiary into  a  powerhouse,  and  Her- 
bert (Tex)  Erskine,  who  headed  acqui- 
sitions and  enhanced  recovery  for 
Gulf  Exploration  and  Production. 

It  is  a  measure  of  Centex'  enthusiasm 
for  the  new  business  that  longtime 
Chairman  Frank  Crossen,  an  old  con- 
struction man,  says,  "It  wouldn't  break 
my  heart  to  have  Centex  known  for  its 
oil  before  its  buildings."  What  Crossen, 
58,  and  Vice  Chairman  Paul  Seegers, 
51,  who  shares  the  title  of  CEO  with 
Crossen,  plan  for  Oil  &  Gas  is  a  future 
spinoff  as  a  major  independent  explora- 
tion and  production  company. 

Right  now  they  are  taking  the  cash 
flow  from  construction  and  pouring  it 
into  oil  and  gas  because  the  returns 
are  so  good  there.  But  their  aim  is  not 
to  build  a  huge  and  diverse  company. 
They  plan  to  let  stockholders  realize 
the  benefits  of  the  oil  and  gas  reserves 
by  getting  them  an  independent  mar- 
ket price,  perhaps  in  1985. 

Centex  Corp.  will  remain  what  it 
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was  before — the  holder  of  such  prop- 
erties as  Fox  &  Jacobs  and  Centex 
Homes,  together  the  nation's  third- 
largest  home  builders,  four  cement 
plants  and  the  general  contracting 
companies  Frank  J.  Rooney  and  J.W. 
Bateson,  builders  of  the  Library  of 
Congress  building  and  a  castle  at  Dis- 
ney World.  That's  iust  about  a  $1  bil- 
lion (revenues)  business  all  on  its  own, 
capable  of  earning  over  $40  million 
after  taxes  in  a  good  year,  and  around 
$30  million  in  a  not-so-good  year  like 
the  last  one. 

Doggone,  you  say,  those  Texas 
companies  sure  have  it  soft — a  growth 
economy  and  all  that  oil  and  gas  on 
their  doorstep  for  times  when  even 
the  growth  economy  slows.  But  like 
most  green  pastures,  there's  more  to 
it  than  that.  Industrial  companies  all 
over  the  U.S.  are  spending  eagerly  to 
get  a  piece  of  the  oil  and  gas  action. 
But  before  they  think  it's  easy,  they 
should  know  a  few  things  about  Cen- 
tex' experience:  Even  with  one  of 
Texas'  leading  families  as  owners  and 
patrons,  a  company  must  spend  years 
paying  its  dues  before  it  reaps  the  big 
returns  of  the  business. 

As  Crossen,  a  soft-spoken  Texan 
who  shows  quarter  horses  in  his  spare 
time,  recalls  it,  in  1974  home  builder 
and  constructor  Centex  was  squeezed 
by  the  recession,  and  1973's  earnings 
of  $  1 . 1 7  a  share  had  fallen  to  38  cents. 
The  company  was  short  on  cash  flow 
and  the  most  urgent  thing  Crossen 
was  thinking  about  was  finding  a  new 
supplier  of  natural  gas  for  one  of  Cen- 
tex' cement  plants.  "That  was  when  I 
felt  a  tap  on  my  shoulder,"  he  says.  It 
came  from  Clint  W.  Murchison  IB  of 
the  Dallas  family  that,  at  the  time, 
owned  35%  of  Centex  stock  (as  well 
as  a  whole  lot  else,  including  the  Dal- 
las Cowboys). 

Murchison  suggested  that  Centex 
get  into  the  gas  business  by  buying 
into  a  Murchison-controlled  company 
now  called  Mid-American  Oil  &  Gas. 
In  return  for  subsidizing  some  future 
exploration,  Centex  would  receive  the 
gas  it  needed  as  well  as  a  share  of  the 
production  proceeds.  "Since  we  need- 
ed the  gas,  and  I  sure  didn't  know 
anything  about  the  business,  I  said 
why  not,"  notes  Crossen,  with  a  look 
that  says,  what  dominant  sharehold- 
ers want,  they  get. 

Well,  the  construction  business 
picked  up  again,  followed  by  home- 
building,  and  by  1976  Crossen  and 
Seegers  found  themselves  with  some 
spare  cash — those  production  pro- 
ceeds— to  invest.  So  they  bought  into 
land  and  drilling  partnerships  with  the 
Hunt  brothers'  Pursue  Exploration, 
with  Mesa  Petroleum  and  many  others. 


But  the  new  kid  on  the  block  has  to  earn 
his  way,  and  so  did  Centex.  It  had  to 
carry  a  disproportionate  share  of  front- 
end  exploration  expenses  in  order  to  get 
a  percentage  of  the  deals.  That's  the 
way  it  is,  shrugs  Seegers,  a  transplanted 
Midwesterner  whose  background  is  in 
finance.  "We  wanted  to  build  up  a 
respectable  presence  quickly,  and  you 
can't  do  that  without  taking  whatever 
deals  you  can." 

Oil  and  gas  earnings  bobbed  along 
for  several  years,  declined  in  1979  and 
disappeared  altogether  in  fiscal  1980 
when  the  business  recorded  a  $3.1 
million  loss.  But  by  then  Crossen  and 
Seegers  had  learned  to  choose.  In  May 
1980  they  sold  off  a  50%  interest  in 
some  unproductive  Mississippi  gas 
and  sulfur  properties  for  $87  million 
and  bought  into  another  field  in  Ran- 


to  take  off  as  an  independent,"  says 
Crossen.  "But  right  now  it  needs  cap- 
ital, which  the  rest  of  Centex  can 
provide  cheaper  than  a  bank  can." 

Statements  like  that  make  sugar 
plums  dance  before  Texas  stockbro- 
kers. Analysts  at  Houston's  Under- 
wood Neuhaus  have  worked  up  pro- 
jections showing  that  Centex' 
stock — which  sold  recently  at  $30 — 
has  a  current  asset  value  of  $60  and 
would  fetch  $75  in  the  combined 
value  of  shares  in  independent  Cen- 
tex construction  and  energy  compa- 
nies. That's  a  150%  premium  over 
today's  stock  price,  cry  the  brokers. 
Why  not  spin  off  now? 

Too  shortsighted,  say  Crossen  (who 
owns  187,000  shares),  Seegers  (who 
owns  180,000)  and  presumably  the 
Murchisons  (who  own  3.8  million,  or 


Vice  Chainnan  Seegers  (left)<wc/  Oil  &  Gas  Chairman  Hunt 
No  impatience  far  independence. 


kin  County,  Miss.,  operated  by  Pursue 
Exploration,  a  division  of  Hunt  Ener- 
gy. The  first  well  drilled  there  late  last 
year  struck  gas,  and  Centex'  25% 
working  interest  is  estimated  to  be 
worth  $10  million.  Centex  also 
bought  into  18,000  acres  of  Louisi- 
ana's prolific  Tuscaloosa  Trend  and  it 
is  scouting  deals  in  the  Rocky  Moun- 
tain area.  The  goal,  says  Crossen,  is 
for  Centex  to  become  "more  of  an 
operator  than  a  backseat  partner." 

Hunt  and  Erskine  are  following  a 
strategy  of  getting  into  properties  that 
promise  a  return  as  quickly  as  possi- 
ble— avoiding  long-term  investments 
in  offshore  bidding  on  government 
tracts.  The  aim  is  to  get  Centex  Oil  &. 
Gas  to  the  point  of  funding  itself, 
rather  than  depending  as  it  now  does 
on  cash  flow  from  the  construction 
business.  "Sure,  we'd  like  Oil  &  Gas 


29%).  Jim  Hunt,  who  is  chairman  of 
Centex  Oil  &  Gas,  says  flatly:  "Until 
Oil  &  Gas  is  self-funding,  which  could 
be  five  years  from  now,  a  spinoff  is 
out  of  the  question." 

Meanwhile,  those  rising  energy 
earnings  should  keep  Centex'  corpo- 
rate profits  on  an  even-to-growing 
trend  during  a  lean  period  in  home- 
building.  And  that  business,  Centex' 
top  men  feel,  will  be  good  again — at 
least  in  Texas.  Seegers  points  to  Fox 
&.  Jacobs'  minuscule  backlogs — it 
builds  stylish  but  moderately-priced 
homes  averaging  $50,000 — and  its 
25%  share  of  the  Dallas  and  Houston 
markets.  "People  talk  about  a  home- 
building  'crisis,'  "  says  Seegers.  "It's 
only  a  crisis  for  us  in  that  we  don't  like 
it.  It's  not  going  to  destroy  us."  In 
unity  there  is  strength,  and  in  separa- 
tion, too.  ■ 
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WHICH  LETTER  WOULD  YOU  OPEN  FIRST? 


Probably  the  one  that  looks  the 
3St  important.  The  one  that  got  to 
u  overnight.  The  Federal  Express 
rernight  Letter. SM 

It  holds  up  to  10  pages  (2  oz.)  of 
itical  correspondence.  It's  water- 
d  tear-resistant.  It  goes  to  any  of 
,500 f  cities.  It  gets  there  as  fast 
we  get  packages  there— absolutely, 
sitively  overnight.1 

And  it  costs  only  $9.50  when  you 
ke  it  to  one  of  our  many  convenient 
op-off  locations. 

If  you  want  us  to  pick  it  up,  we 


will— for  the  same  $9.50  per  letter  if 
you're  sending  two  or  more  Overnight 
Letters  or  if  we're  already  picking  up 
a  COURIER  PAK®  or  package  at  the 
same  time.  If  you're  sending  just  one 
Overnight  Letter,  we  will  pick  it  up 
for  $18. 

Think  of  it.  From  now  on,  all  of 
your  important  letters  can  get  there 
overnight,  be  opened  first,  and  acted 
upon  faster  than  all  the  others.  For 
only  $9.50* 

Call  us  at  800-238-5355  or  in  Ten- 
nessee call  800-542-5171  if  you  have  any 


:her  price  to  pick  up  only  one.  t  Monday  through  Friday.  Saturday  delivery  by  special  request  only,  and  at  an  additional 
vice  charge.  Areas  served,  delivery  times,  and  liability  subject  to  limitations  in  the  Federal  Express  Service  Guide. 
981  Federal  Express  Corporation,,.  COURIER  PAK"  is  a  registered  trademark  of  Federal  Express  Corporation,,. 


questions.  And  if  you'd  like  a  free  kit 
of  Overnight  Letter  envelopes  and  air- 
bills, send  in  the  coupon  below. 

^~For  a  free  kit  of  Overnight  Letter  materials, 
send  to:  Federal  Express  Corp.,  P.O.  Box727, 
Dept.  250-OL,  Memphis,  TN  38194 


Name- 
Title- 


Company. 

Address  

City  


.State. 


_Zip_ 


Phone  #_ 


^Account  #  (if  any)  F  9  j 


FEDERAL  EXPRESS  INTRODUCES 
THE  OVERNIGHT  LETTER.  ONLY$9.50* 


1  hts  is  one  oj  our  hometowns:  Melbourne,  Hustraii 


Melbourne's  u\ 


down  under. 


In  the  fierce  but  friendly  rivalry  among  the  worlds  great 
cities,  Melbourne  has  some  impressive  credentials  for  being  up 
top  on  anybody's  list,  both  down  under  and  around  the  globe. 

Her  soaring  towers  of  finance  dominate  not  merely  the  citv, 
skyline  but  the  whole  of  the  continent.  Her  fashions  dictate 
hemlines;  her  sense  of  culture  has  made  her  National  Gallery 
the  jewel  of  the  Southern  Hemisphere;  and  her  soon-to-be- 
completed  Victorian  Arts  Centre  will  be  the  envy  of  all  the 
hemispheres. 

The  true  delight,  and  distinction,  of  the  Melburnian, 
however,  is  style.  It  is  a  style  as  elegant  as  the  broad,  tree-lined 
boulevards  which  bring  light,  air  and  spaciousness  to  the  city 
center;  as  gracious  as  a  formal  picnic  in  one  of  the  plush  parks 
which  cover  a  full  fourth  of  the  city's  surface;  and  as  unbuttonec 
and  carefree  as  a  ride  on  one  of  the  gaily-painted  electric  trams 
decorated  by  some  of  the  city's  top  artists. 

It  is  a  city  which  loves  to  entertain  itself  and  its  visitors  and 
does  so  with  a  spectacular  calendar  of  sports  that  range  from 

"ffiffiiiifii  lirihim  t  ,nn^e  world -famous  Marlboro  Australian  Open  i  j 

mwwwtw  ten™s  championship  to  football  and  horse 
"HKBfl  racing,  golfing  and  yachting.  It  boasts  the 

m  largest  series  of  outdoor  festivals  in  the 
^^M^BLworld,  and  cheerfully  admits  to  the 
world's  most  changeable  weather. 
"Melbourne  has  no  weather,"  runs  the  joke.  "It  merely 
samples  a  little  of  everything."  With  equal  eclecticism,  the 
cosmopolitan  Melburnian  can  sample  the  dining,  drinking  and 
dancing  of  a  kaleidoscope  of  cultures  that  includes  German, 
Greek,  Italian,  Lebanese,  Maltese,  Spanish,  Turk,  Vietnamese 
and  Yugoslav  —or  tune  to  an  ethnic  radio  that  broadcasts  in 
more  than  40  languages. 

We  speak  with  some  experience,  and  considerable 
affection,  of  Melbourne  because  it  is  one  of  our  hometowns,  a 
major  headquarters  of  our  successful  Philip  Morris  (Australia ) 
Limited.  It  is,  quite  simply,  a  great  place  to  live  and  work.  And  if 
you  can't  do  either,  you'll  find  it  a  great  place  to  visit. 

Philip  Morris  Incorporated 

Good  people  make  good  things. 

Makers  of  Marlboro,  Benson  &  Hedges  100  s.  Merit.  Parliament  Lights.  Virginia  Slims  and  Cambridge; 
Miller  High  Life  Beer,  Lite  Beer  and  Lowenbrau  Special  and  Dark  Special  Beer, 
7UPand  Diet  7UP 


Photographs  by  John  Go/lings  of  Melbourne 


As  I  See  It 


Straight  talk  from  Thomas  Sowell,  the  au- 
thor of  a  new  book  that  challenges  con- 
ventional wisdom  about  past  social  mobil- 
ity and  present  social  programs. 


The  right  attitude 


By  John  Merwin 


The  recently  published 
book  Ethnic  America,  has  vault- 
ed its  author,  Thomas  Sowell, 
conservative  economist  and 
senior  fellow  at  Stanford  Uni- 
versity's Hoover  Institution, 
into  the  public  eye.  Sowell 
tackles,  head  on,  powerful 
stuff:  the  sentiments  of 
American  ancestor  worship, 
how  our  immigrant  forebears 
struggled  and  won  a  place  in 
the  sun  in  this  new  land. 
Sowell  has  some  original  per- 
spectives on  that  struggle.  The 
key,  he  says,  to  the  success  of 
individual  immigrant  groups 
wasn't  so  much  the  skills  but 
the  attitudes  they  brought 
with  them — a  respect  for  edu- 
cation, a  drive  to  get  ahead. 
Some  groups  had  these  atti- 
tudes, some  acquired  them 
and  others  are  still  trying. 

It  is  for  those  still  trying  that 
Sowell,  black,  51,  a  graduate  of 
Harvard  and  a  Ph.D.  from  the  Univer- 
sity of  Chicago,  wrote  his  book.  He 
challenges  the  bureaucracy  and  most 
of  the  poverty-fighting  programs  of 
recent  decades — which  Sowell  calls 
"payoffs" — to  "let  my  people  go."  He 
is  attracting  heated  criticism,  arous- 
ing serious  debate.  Forbes  visited 
Sowell  at  Stanford  to  present  the  au- 
thor in  his  own  words. 

Sowell:  Since  affirmative  action  has 
come  in,  Puerto  Ricans,  Mexican- 
Americans  and  blacks  don't  have  any 
higher  income  than  they  had  before, 
compared  to  whites.  In  some  cases 
they  have  less.  There  are  reasons  for 
this.  On  one  hand,  hiring  minorities 


Economist  Thomas  Sowell 
Straight  talk  about  payoffs. 

because  of  affirmative  action  quotas 
can  be  profitable.  On  the  other  hand,  it 
can  be  costly  because  the  government 
is  going  to  follow  their  pay,  promotion 
and  discharge  patterns.  Any  one 
among  the  affirmative  action  hirees 
might  bring  a  discrimination  lawsuit 
that  can  cost  the  employer  hundreds  of 
thousands  of  dollars. 

So  now  we  have  the  worst  of  both 
worlds.  We  have  increased  demand 
for  those  minorities  with  outstanding 
credentials — you  know  they'll  work 
out  well  in  the  job.  But  we  have  de- 


creased demand  for  individuals  with- 
out much  of  a  track  record — you  don't 
know  how  they're  going  to  perform. 
So  why  take  a  chance? 

How  should  we  change  government 
policy? 

Sowell:  I  don't  want  to  make  policy. 
There  are  thousands  of  people  in 
Washington  who  can  formulate  poli- 
cy. What's  really  crucial  is  that  they 
have  the  facts  straight  before  doing  it, 
which  by  no  means  is  the  usual  case.  I 
have  no  illusions  that  the  people  at 
the  Equal  Employment  Opportunity 
office  will  put  themselves  out  of  busi- 
ness. What  I  do  hope  is  that  there  are 
still  some  people  with  open  minds  in 
Congress  and  the  courts  who  aren't 
going  to  buy  these  kinds  of  statistical 
arguments  simply  because  they  sound 
plausible  on  the  first  go-round. 

What's  so  important— you  say 
harmful — about  had  statistics'' 

Sowell:  You  end  up  exagger- 
ating what  differences  do  exist 
among  comparable  people. 
Programs  are  set  up  to  correct 
things  that  don't  require  cor- 
recting, or  that  require  a  differ- 
ent sort  of  correcting.  This 
creates  an  enormous  statisti- 
cal problem  that  justifies  bu- 
reaucracy, government-sup- 
ported programs  and  God 
knows  what  all. 

Depending  how  you  break 
out  the  numbers,  you  can 
prove  almost  anything.  Re- 
cently I  saw  some  census  data 
showing  that  Puerto  Ricans 
have  the  lowest  family  income 
of  any  Hispanic  group.  But  the 
same  data  also  showed  that 
Puerto  Rican  men  had  the 
highest  income  among  male 
i  Hispanics.  So  did  Puerto  Rican 
*y;J  women  among  female  Hispan- 
'  4m  ics.  How  can  this  be?  It's  sim- 
Jkm  pie.  Puerto  Rican  families  are 
broken  more  frequently  than  any  oth- 
er Hispanic  group,  so  often  there's 
only  one  breadwinner  in  the  Puerto 
Rican  family.  That's  why  family  in- 
come is  lower.  Depending  on  how  you 
look  at  it,  Puerto  Ricans  are  either  the 
richest  or  the  poorest  Hispanic  group. 

The  same  sort  of  mistake  is  being 
made  in  other  ways,  such  as  compar- 
ing per  capita  income  of  ethnic  groups 
that  have  large  families,  such  as  Mexi- 
can-Americans, with  per  capita  in- 
come of  groups  with  smaller  families, 
like  Japanese-Americans.  The  larger 
the  family,  the  lower  the  per  capita 
income.  Discrimination  isn't  always 
the  reason  for  those  wide  differences. 
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Risk.%>u  must  size  up  each  situation  precisely. 

No  matter  what  kind  of  risks  your  business  faces,  Corroon  &  Black  can 
help  you  afford  them.  We've  developed  some  very  sophisticated  techniques 
that  forecast  future  losses  and  quantify  appropriate  risk  retention  levels.  This 
enables  us  to  give  better  advice  on  the  best  way  to  finance  your  risks. 

It's  the  kind  of  expertise  you'd  expect  from  one  of  the  top  business 
insurance  brokers  in  the  world.  So,  contact  us.  We'll  show  you  there  are  ways 
to  face  risks  without  taking  too  much  of  a  chance. 

CORROON  &  BLACK 

Putting  insurance  risks  into  perspective. 

Wall  Street  Plaza,  New  York.  N.Y.  10005  •  212-363-4100 


AMF  TODAY  LEISURE'S  NOT  OUR  ONLY  GAME. 

WE'RE  HELPING 
THE  WORLD'S 
ENERGY  PRODU 
GET  BETTER 
MILEAGE. 
FROMTHEI 


owner  over  $10,000  a  day.  And 
one  of  the  major  causes  of  pro- 
duction breakdown  is  pipe  failure.  But  thanks  to 
AMF  Tuboscopef  energy  producers  all  over  the 
world  are  getting  more  mileage  from  their  oilfield 
pipe  and  production  tubing  than  ever  before. 


For  over  40  years,  AMF  Tuboscope  has  been 
3  world  leader  in  supplying  technologically 
Ivanced  inspection  and  coating  services  for 
field  tubulars. 

Today,  these  services  include  the  latest  in 
Bctromagnetic,  ultrasonic,  and  gamma  ray 
(vices  to  detect  pipe  flaws  and  improve  reliability, 
nong  them,  too,  is  a  complete  range  of 
rrosion-resistant  coatings  that  extend  pipe  life 


and  help  prevent  multi-million 
dollar  failures  in  wells  that  can 
run  as  deep  as  5V?  miles  into 
the  ground. 

And  now,  working 
from  more  than  100  service 
locations  worldwide,  AMF 
Tuboscope  is  providing  these 
and  other  specialty  services 
to  the  drilling,  producinq,  untouched  photo  of  a  coup- 

..    a>  r  w^uvny,  led  segment  of  coated  and 

and  pipeline  industries,  uncoated  2%" tubing  recovered 

hplninn  thpm  tn  nrntprt  from  an  oil  well  after  8  years  of 

neipiliy  mem  IO  protect  service.  Uncoated  length  failed 

investments  and  increase         after four,h  workover,  but  amf 

,     ..  .,  Tuboscope  coated  segment 

prOQUCtlVlty.  showed  no  corrosion  damage. 

This  is  Tuboscope  today,  part  of  AMF  today. 
Energy  Services  and  Products,  Specialty 
Materials,  Electronic  Controls  and  Systems, 
and,  of  course,  America's  leader  in  the  leisure 
field.  All  growing  in  importance,  revenues, 
and  profits. 

For  more  information  about 
AMF  today,  write  us  at  AMF, 
Dept  100, 777  Westchester 
Avenue,  White  Plains, 
New  York  10604. 


AND YOU THOUGHT 
LL  WE  MADE  WERE  WEEKENDS. 


IF  Incorporated.  1981 


Rjcher.  And,  of  course,  costlier. 
For  the  very  good  reason  that  it  is 
blended  from  the  Cognacs  of  more 
than  70  select  vineyards,  all  of  which 
lie  within  France's  (wo  pre-eminent 
Cognac  districts,  Grande  Cham- 

and  Petite  Champagne. Truly; 
world's  most  civilized  spirit. 


VS.O.E 


HENNESSY  COGNAC,  80  PROOF,  IK^>0RT€D  BY  SCHIEFFELIN  &  CO.,  N  Y, 


Robertshaw  research 
in  low  cost 
pressure  sensors 
opens  up  new  mass  markets. 

Advanced  designs  for  microprocessor-based  heating  and 
cooling  systems  call  for  continuous  control  pressure  sen- 
sors that  were  formerly  too  expensive  for  mass  markets. 
Robertshaw  engineers  integrated  their  RESISTOFILM™ 
conductive  plastic  position  sensors  with  standard  bellows 
assemblies  to  develop  an  innovative  group  of  pressure  sen- 
sors, now  produced  at  low  cost  in  high  volumes. 

These  accurate  devices  operate  on  AC  or  DC  power  with 
multimillion  cycle  life  under  hostile  conditions.  They  are 
among  the  newest  additions  to  more  than  10,000  con- 
trols and  control  systems  from  Robertshaw  for  world 
markets.  For  details,  write  to:  New  England  Instrument 
Company,  Dept.  NEF,  14  Kendall  Lane,  Natick,  MA  01760. 
Or  call  617/875-9711.  Exports:  call  Robertshaw  Interna- 
tional Operations,  804/285-4161. 


CONTROLS  COMPANY 

The  Energy  Control  Company  ® 


THE  1982 
WORLD'S  FAIR 


As  I  See  It 


There's  a  happy  hunting  ground  out 
there  for  people  who  want  to  make  a 
case  for  government  programs. 

Much  of  what  you  write  stresses  the 
importance  of  attitude,  not  skills.  You 
point  out  that  several  immigrant  groups, 
such  as  the  Japanese  and  Chinese,  came 
here  with  tuj  high-level  skills,  but  that  the)' 
were  rich  in  "human  capital."  They  pos- 
sessed attitudes  that  helped  them  get 
ahead  in  the  new  society.  How  can  gov- 
ernment  policy  he  changed  so  young 
people  can  get  attitude  training? 

Sowell:  One  thing  government  can 
do  is  reduce  barriers  to  hiring  kids — 
child  labor  laws,  the  minimum  wage, 
etc.  We're  talking  about  letting  a  14- 
year-old  kid  shove  burgers  across  the 
counter  at  McDonald's.  What's  valu- 
able about  that  training?  He  learns  to 
get  there  on  time,  for  instance,  or  the 


"it's  so  profitable  to  hustle 
and  jive  with  these  govern- 
ment-sponsored programs. 
It's  hard  to  explain  tax  mon- 
ey going  to  various  organi- 
zations with  questionable 
backgrounds,  except  that 
politicians  are  simply  pay- 
ing off  the  guys  with  six- 
figure  salaries." 


manager  will  fire  him.  He  discovers 
that  he  can't  blast  his  portable  radio 
so  loud  that  everybody's  mad  at  him. 
These  things  seem  simple  to  those 
who  have  been  through  them,  but 
they're  not  to  those  who  haven't. 

So  why  shouldn't  government  pro- 
grams handle  this? 

Sowell  If  you're  a  bureaucrat  teach- 
ing kids  vocational  skills,  and  it  is  a 
lot  of  hassle  to  make  them  get  there 
on  time,  you'll  give  in  and  let  them 
get  away  with  things  they  would  nev- 
er get  away  with  in  private  industry.  If 
you  didn't  give  in,  you  wouldn't  have 
a  program.  We  shouldn't  train  people 
to  think  that  all  the  world  is  like  a 
government  program. 

Part  of  what  yon  are  sa  ying  is  that  the 
government  is  "paying  off"  mutorities 
with  double  standards  in  school  and  in 
job  training  programs. 

Sowell:  That's  right.  Politicians  are 
paying  off  people  who  make  a  lot  of 
noise  if  they  aren't  paid.  In  many  uni- 
versities, minority  programs  are  oper- 
ated differently  from  regular  "aca- 
demic" programs.  It's  just  a  payoff  to 
keep  minorities  out  of  the  way.  Some 
kids  are  selling  their  future  for  these 
payoffs. 
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The  Gas 
(Option 


Gas:  America's  best 
energy  investment. 


Capital  requirements  of  the  gas  industry  over  the  next 
wo  decades  are  expected  to  exceed  $400  billion.  A 
arge  part  of  these  outlays  will  be  needed  for  develop- 
ng  new  sources  of  additional  gas  supplies  such  as 
;oal  gasification  and  gas  from  Alaska.  The  remainder 
vill  be  for  utility  and  pipeline  construction,  plus 
naintenance. 

But  this  investment  will  be  cost-effective.  Because 
jas-based  systems  require  substantially  less  initial  cap- 
tal  investment  than  other  energy  systems  supplying 
equivalent  amounts  of  additional  energy.  Consider  the 
ilternatives  for  one  end-use  application— premium 
ndustrial  usage,  as  illustrated  by  the  chart  below: 

>  Investment  needed  to  provide  an  added  quadrillion 
3tu's  (quad/yr.)  of  electricity  ranges  from  $83  to  $105 
)illion.  Also  the  investment  to  provide  a  similar  amount 
)f  energy  from  shale  oil  and  coal  liquefaction  for  the 
>ame  end-use  ranges  from  $57  to  $88  billion. 

By  contrast,  the  investment  to  provide  an  added 
uad/yr.  of  gaseous  fuel  ranges  from  $42  billion  for 
ew  natural  gas  supplies  from  Alaska  to  $48  billion  for 


high  Btu  coal  gasification. 

All  sources  of  energy  will  play  an  important  role  in 
meeting  America's  future  energy  needs.  And  the  gas 
industry  has  consistently  recognized  that  each  should 
make  its  biggest  contribution  in  the  job  it  does  best.  Oil 
for  instance,  is  essential  as  our  primary  transportation 
fuel.  Electricity  is  needed  for  our  lights,  motors,  indus- 
trial automation  and  many  other  uses.  Gas  serves  over 
55%  of  the  homes  in  America  and  provides  nearly  40% 
of  the  energy  for  industry  and  agriculture. 

And  coal,  of  which  we  have  such  a  tremendous 
supply,  can  and  must  be  used  to  a  greater  extent.  For 
instance,  the  combined  combustion  of  coal  with  gas 
can  greatly  increase  the  amount  of  coal  which  can  be 
used  for  power  generation,  while  still  meeting  air  emis- 
sions standards. 

As  we  move  to  develop  future  energy  sources,  the 
advantages  of  a  gas  system  become  increasingly  sig- 
nificant. The  facts  are  clear.  What  we  need  today  and 
tomorrow— clean,  efficient,  economical  energy— the 
gas  system  delivers.  The  Gas  Option  is  one  we  cannot 
afford  to  ignore: 


SOURCE  A  G  A  Energy  Analysis-'Comp 


nts  lor  New  Domestic  Energy  Supplies 


Gas:  The  future  belongs  to  the  efficient. 

•  For  more  information,  write  to  American  Gas  Association.  Dept  31-DD,  1515  Wilson  Blvd  .  Arlington.  Va  22209  cAGA  1981 


As  I  See  It 


Plus,  it's  so  profitable  to  hustle  and 
jive  with  these  government-spon- 
sored programs.  It's  hard  to  explain 
tax  money  going  to  various  organiza- 
tions with  questionable  backgrounds, 
except  that  politicians  are  simply  pay- 
ing them  off.  The  guys  with  six-figure 
salaries  who  run  some  of  these  pro- 
grams know  that  if  they  make  a  lot  of 
noise  politicians  will  pay  them  off. 
That's  our  problem  with  govern- 
ment— it's  run  by  politicians. 

Please  be  specific. 

Sowell  Someone  pointed  out  that 
the  Carter  Administration  funneled 
tremendous  sums  of  money  to  [esse 
lackson's  programs  in  Chicago,  which 
at  best  have  a  mixed  record.  Rut  not  a 
dime  found  its  way  to  Marva  Collins 
(who  runs  a  south-side  Chicago  pri- 
vate school,  featured  last  year  on  the 
television  program  60 Minutes).  She  is 
doing  demonstrably  better  than  either 
Jackson  or  the  public  schools.  She's 
not  yelling  and  isn't  being  paid  off. 

Marva  Col/ins  runs  a  private  school . 
Do  you  favor  government  aid  to  private 
schools? 

sowell.  I'm  for  anything  that  will 
add  to  choice  in  schooling — such  as 
tax  credits  or  vouchers — anything 
that  will  allow  people  who  don't  have 
much  money  to  have  a  voice  in  how 
their  kids  are  educated.  Whether  they 
send  them  to  private  school  isn't  that 
important,  but  the  fact  that  public- 
schools  know  they  might,  could  be  a 
major  factor  in  improving  education. 
If  a  kid  can't  read,  it's  not  going  to 
matter  what  other  policies  are  fol- 
lowed— he  won't  be  able  to  find  a  job. 

Let's  he  realistic.  Don't  you  think  there 
would  be  political  hell  to  pay  if  these 
government  programs  were  shut  down? 

Sowell:  I  imagine  those  people  who 
are  in  the  business  of  running  govern- 
ment-sponsored programs  would 
squeal  like  stuck  pigs.  If  politicians 
saw  them  as  the  voice  of  the  black 
community,  the  politicians  would  be 
scared  stiff,  particularly  if  such  a 
move  branded  politicians  as  racist. 
Then  they'd  lose  white  votes,  too. 

However,  I  suspect  that  black  peo- 
ple in  general  would  be  much  more 
receptive  to  this  than  the  "black  lead- 
ership." Rlacks  in  general  have  no 
vested  interest  in  high  taxes.  They 
don't  have  many  tax  shelters.  I'm  sure 
there  are  far  more  blacks  paying  these 
incredible  tax  rates  than  there  are  on 
welfare. 

People  ask  me,  "Don't  you  get  an 
awful  lot  of  flak  from  blacks?"  No,  I 
don't.  There  is  a  handful  of  black  in- 
tellectuals screaming  and  yelling,  and 
there  are  people  who  have  vested  in- 
terests in  programs  I  criticize,  but 
people  know  I'm  being  straight.  ■ 


A  stable  world,  says  MlTs  Charles  Kindle- 
berger, needs  a  leader,  a  stabilizer,  a  crisis 
manager.  He  doesn't  see  one  today. 


"Now  we're 
copping  out" 


By  Lawrence  Minard 


T|  he  dollar  now  buys  nearly  2.6 
deutsche  marks,  a  six-year 
high,  and  over  6  French  francs,  a 
23-year  record.  Middle-class  Ameri- 
cans can  once  again  afford  Paris  res- 
taurants. Gold  has  been  weak;  it  sank 
below  $400  before  recent  strength, 
and  may  slip  again. 

With  the  dollar  once  again  the  pre- 
eminent international  currency,  have 
the  world's  currencies  and  capital 
markets  regained  their  balance?  If  so, 
is  the  world  economy  poised  for  a 
period  of  stable  prosperity  the  likes  of 
which  hasn't  been  seen  since  the 
Fifties  and  early  Sixties?  Unfortu- 
nately no,  says  MIT's  celebrated  in- 
ternational economist  and  economic 
historian,  Charles  P.  Kindleberger. 

As  he  looks  around  the  world,  Kin- 
dleberger sees  gyrating  exchange 
rates,  auto  and  steel  quotas,  fractious 
summit  meetings.  All  these  are  signs, 
he  says,  of  disintegration  that  remind 
him  more  of  the  Twenties  than  the 
Fifties. 
Kindleberger: 

"I  have  a  view  that,  to  be  stable,  the 
world  needs  a  stabilizer — someone 
who  takes  responsibility  for  worrying 
about  the  world  economy  and  for 
trimming  the  excesses  when  markets 
get  too  tight  or  too  loose.  Rut  no  coun- 
try is  taking  that  responsibility. 
America  used  to  do  it,  but  now  we're 
copping  out. 

"As  I  said  in  my  book  on  the  De- 
pression [The  World  in  Depression, 
1929-39]  *  the  world  was  fairly  stable 
up  to  1914  because  the  Rritish  stabi- 
lized it;  it  was  stable  from  1945  to 

'For  a  Kindleberger  sampler,  see  his  International 
Money,  London  and  New  York:  George  Allen  & 
Umi'in,  19<si 


about  1971  because  America  stabi- 
lized it.  Rut  the  1929  Depression  was 
such  a  disaster  because  everyone  was 
looking  after  himself:  Devil  take  the 
hindmost,  and  beggar  thy  neighbor. 
And  that  seems  to  be  the  case  today. 
It  is  particularly  true  that  the  U.S., 
which  used  to  feel  the  strongest  re- 
sponsibility for  the  world  economy,  is 
doing  less  and  less.  Just  look  at  the 
American  position  on  foreign  aid  or 
Japanese  imports,  and  you  see  neo- 
mercantilism  creeping  in." 

A  lean  and  energetic  6-footer  just 
back  from  a  trek  through  the  Swiss 
Alps,  Kindleberger,  70,  is  a  rarity 
among  economists:  an  articulate  pro- 
fessor who  combines  rarefied  theory 
with  practicality,  and  tempers  both 
with  historical  analogy.  Unimpressed 
by  his  colleagues'  mounting  obsession 
with  mathematical  abstractions, 
Kindleberger  now  spends  much  of  his 
time  indulging  a  passion  for  financial 
history.  His  next  book,  due  next  year, 
is  a  1,000-year  sweep  of  Western  Eu- 
ropean financial  history. 

"I  couldn't  hack  the  math,"  says 
Kindleberger  of  his  distance  from 
many  of  today's  more  esoteric  eco- 
nomic debates.  "I'm  a  conversational 
economist." 

Throughout  his  distinguished  ca- 
reer, Kindleberger  has  argued  for  in- 
ternational cooperation  (even  if  it 
means  relinquishing  national  power), 
for  stable  exchange  rates  (even  if  that 
means  fixing  rates),  for  free  trade  even 
when  it  hurts — as  it  does  today. 

It  is  no  secret,  says  Kindleberger, 
why  the  dollar  is  soaring:  "Recause  of 
the  Reagan  Administration's  mone- 
tarist philosophy  and  high  interest 
rates."  He  believes  that  interest  rates 
are  far  too  important  a  matter  to  be 
left  to  national  politicians.  "I  think 
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THE  OTHER  NORTHERN  IRELAND: 


He  probes  scientific 
frontiers— underwater 
nd  in  Northern  Ireland's 

electronics  industry. 


You've  never  seen  Ian  McCrum  on 
TV  news  reports  from  Northern  Ireland. 
His  life  is  too  full  of  other  things.  Ian 
is  development  manager  at  Medical 
and  Scientific  Computer  Services  Ltd.  in 
Lisburn,  ten  miles  southwest  of  Belfast. 
He  and  some  30  fellow  electronics 
experts  custom  design  state-of-the-art 
hardware,  software  and  similarly  complex 
equipment  to  meet  specific  needs  of 
medical,  laboratory  and  other  scientific 
organizations.  In  his  spare  time,  Ian 
is  an  instructor  at  the  Queens  University 
Sub-Aqua  Club,  which  is  currently 
helping  to  reclaim  an  ancient  sunken 
ship. 

One  reason  American  electronics 
firms  keep  investing  in  Northern  Ireland 
is  that  our  universities  and  technical 
colleges  turn  out  a  plentiful  and  wel- 
come supply  of  specialists  in  electronics 
engineering  and  computer  sciences. 

On  top  of  our  experienced  work 
force  with  an  enviable  labor  relations 
record,  we  offer  excellent  R&D  facilities, 
top-grade  transportation  and  com- 
munications links  for  easy  access  to  the 
Common  Market  and  other  parts  of 
the  world,  and  investment  incentives 
which  have  been  judged  the  best 
overall  in  the  EEC. 

If  you  have  any  doubts  about  how 
smoothly  business  continues  to  function 
today  in  Northern  Ireland,  ask  anyone 
who's  been  here  recently.  Better  yet, 
come  see  for  yourself.  For  further 
information  or  visit  details,  contact 
Ian  Walters  or  George  Forster  at  the 
Northern  Ireland  Industrial  Development 
Office.  Call  (212)  593-2258.  Or  write: 
NIIDO,  British  Consulate-General, 
150  E.  58th  St.,  New  York,  NY  10155. 


Northern 
Ireland  works. 

A  visit  will  convince  you. 


We  wouldn't  have 

cancelled  his 
flood  insurance. 


Disasters  sometimes  run  in  pairs. 

Because  after  the  victims  lose  their  property,  they've  been  known 
to  lose  their  insurance.  All  because  their  insurance  company  decided 
that  type  of  business  was  too  risky  to  write. 

We  don't  think  that's  playing  fair. 

At  AIG,  we  believe  stability  is  important. 

If  this  sounds  too  good  to  be  true,  look  where  it's  gotten  us. 

We've  grown  into  a  multi-billion-dollar  corporation  with  more 
people  in  more  offices  in  more  countries  writing  more  kinds  of  com- 
mercial insurance  than  any  other  American  insurance  organization. 

All  by  filling  our  clients'  needs. 

And  not  leaving  them  high  and  dry. 

The  AIG  Companies. 

Let  us  take  the  nsks. 


©  1980  American  International  Group  For  more  information,  contact  American  International  Group.  Dept.  A.  70  Pine  Street.  New  York.  N  Y.  10270. 


Kindleberger  on  the  job  at  MIT 
"I'm  for  international,  not  national,  money,  and  floating  rates  are  not  international  money. 


As  I  See  It 

interest  rates  are  a  world  problem," 
says  Kindleberger.  "They  should  be 
subject  to  continuous  discussion — 
something  like  they  were  with  the 
Long  Island  meeting  in  July  1927, 
when  [Bank  of  England  and  Bank  of 
France  representatives]  came  over  and 
we  agreed  to  lower  the  U.S.  interest 
rates  rather  than  force  the  British  and 
French  to  raise  theirs.  That  took  a  lot 
of  pressure  off  the  British  at  the  time. 
And  you  had  the  same  kind  of  thing  at 
the  Checquers  Meeting  [in  England] 
in  1963. 

Now,  I'm  not  saying  interest  rates 
should  be  agreed  upon  at  summit 
level — that  would  be  silly — but  per- 
haps within  Working  Party  Number 
Three  of  the  Organization  for  Eco- 
nomic Cooperation  &  Development 
(OECD),  which  is  in  continuous  ses- 
sion. My  point  is,  I  believe  monetary 
policy  should  be  internationalized. 
But  it  is  becoming  nationalized,  and  I 
think  that's  a  mistake." 

Kindleberger  sees  no  irony  in  the 
fact  that  in  1977-78,  when  the  dollar 
was  plummeting,  the  Europeans  were 
bemoaning  our  policy  of  "benign  ne- 
glect" and  that  now,  when  the  dollar 
is  soaring,  they're  complaining  about 
the  same  thing. 
Why?  "Their  inflation  worsens  as 


their  currencies  depreciate,"  says 
Kindleberger.  "Modern  monetary  the- 
ory says  that  price  changes  don't  mat- 
ter, because  what  one  person  gains, 
another  person  loses:  Everything 
averages  out.  But  I  think  there  are 
strong  asymmetries  that  can  be  very, 
very  painful."  In  other  words,  the  in- 
flationary and  deflationary  effects  of 
shifting  currencies  are  rarely  distrib- 
uted evenly. 

"In  a  world  of  deflation,  prices  fall 
in  the  country  whose  currency  is  ap- 
preciating and  stay  stable  in  the  de- 
preciating country.  But  in  a  world  of 
inflation,  like  today,  prices  would  be 
stable  in  the  appreciating  country — 
and  rise  in  the  depreciating  country," 
explains  Kindleberger.  If  that  sounds  a 
bit  theoretical,  you  need  only  go  back 
to  Depression  days. 

"In  the  deflationary  world  of  1931, 
the  dollar  appreciated  by  around  40%. 
That,  plus  the  depreciation  of  the 
pound,  brought  prices  (in  the  U.S.] 
down  very  heavily.  Between  Septem- 
ber 1931  and  March  1932,  prices  of 
things  like  zinc  and  copper  dropped 
around  30%  as  the  pound  went  from 
$4.85  to  $3.25  [and  left  prices  relative- 
ly stable  in  the  U.K.].  But  in  today's 
inflationary  world  that  wouldn't  hap- 
pen. With  an  appreciating  dollar, 
prices  don't  fall  in  the  U.S.,  but  they 
rise  in  the  U.K." 

The  villain,  he  says,  is  OPEC.  Oil  is 


priced  in  dollars.  "But  the  tunny  thing 
is,  whenever  the  dollar  is  weak,  the 
Arabs  raise  the  price  of  oil  [in  dollar 
terms].  But  whenever  the  dollar  is 
strong,  they  don't  lower  the  dollar 
price,  so  the  European  price  of  oil 
rises." 

Stabilizing  and  nurturing  world 
trade  and  investment  became 
much  harder  when  Nixon  cut  the  dol- 
lar's last  connection  to  gold  and  al- 
lowed its  value  to  float.  Kindleberger 
was  against  it  then  and  remains  so 
now.  Throughout  the  1960s,  when 
such  leading  monetarists  as  Milton 
Friedman  and  the  late  Harry  Johnson 
led  the  fight  to  "float"  [i.e.,  free)  for- 
eign currencies  from  their  Bretton 
Woods  fixings,  Kindleberger  was  al- 
most alone  among  mainstream 
economists  in  warning  of  the  instabil- 
ity and  harm  to  international  trade 
and  investment  that  would  likely  re- 
sult from  floating  rates.  He  has  not 
changed  his  tune:  "I'm  for  interna- 
tional- money,  not  national  money," 
he  repeats  today,  "and  floating  rates 
are  not  international  money." 

Kindleberger  explains  that  one  of 
the  prime  qualifications  of  "money" 
is  its  role  as  a  measuring  device  for 
economic  events.  But  if  dollars  are 
forever  changing  their  value  against 
deutsche  marks,  how  can  the  two  cur- 
rencies be  used  to  measure  economic 
events  outside  their  national  borders? 


108 


FORBES,  SEPTEMBER  14,  1981 


?Eastman  Kodak  Company.  1981 


'Good  gracious,  Arnold!  Everything  reminds  you 
of  the  insides  of  your  copier!" 


The  path  the  paper  follows  in  a  Kodak 
copier  is  very  nearly  as  straight  as  a  western 
Kansas  highway.  No  jam-inducing  hairpin  turns  or 
complex  interchanges  that  so  often  cause 
downtime. 

Result?  A  very  smooth  traffic  flow;  hardly 
ever  a  jam.  If  one  does  happen,  it's  uncommonly 
quick  and  easy  to  clear. 

May  we  demonstrate? 


Write:  Eastman  Kodak  Company, 
CD  1439,  Rochester,  N.Y.  14650. 


Kodak  copiers  play  it  straight  with  you  and  your  copies. 


As  I  See  It 


What  is  to  be  done?  Kindleberger 
would  like  to  see  a  genuine  interna- 
tional money  takeover  from  the  di- 
verse curreneics  we  now  use — a  uni- 
versal currency  that's  controlled  hy  a 
supranational  central  bank.  But  Kind- 
leberger is  a  realist.  He  readily  con- 
cedes, "It  may  not  be  possible  to  have 
international  money  because  the  dif- 
ferent conditions  and  experiences  of 
countries  may  get  in  the  way."  Brit- 
ons are  paranoid  about  unemploy- 
ment, Germans  about  inflation. 
Where  is  the  supranational  bank  that 
can  allay  both  fears  simultaneously? 

What  about  the  IMF's  Special 
Drawing  Right?  Isn't  the  SDR  inter- 
national money? 

Kindleberger  is  unimpressed.  He 
makes  a  very  useful  analogy  between 
languages  and  monies.  Monies,  like 
languages,  compete  in  a  Darwinian 
fashion — for  reasons  of  history  and 
efficiency,  a  particular  language  or 
money  will  dominate.  The  British 
pound  was  the  world's  lingua  franca 
from  Waterloo  on,  when  it  replaced 
its  competitors  and  became,  in  effect, 
international  money.  It  was  not  really 
replaced  by  the  dollar  until  1945, 
when  U.S.  capital  markets  were  the 
only  ones  wide  and  deep  enough  to 
provide  international  liquidity — and 
America  was  actively  stabilizing  the 
world  through  its  economic  and  mili- 
tary dominance. 

"Time — history — is  very  important 
to  languages  and  to  monies,"  he  says. 
"Esperanto,  for  example,  is  too  new, 
too  artificial:  There  is  no  literature  in 
Esperanto.  And  it  is  the  same  with 
the  SDR." 

Kindleberger  would  like  to  see  the 
world  return  to  a  system  in  which 
one  national  currency,  probably  the 
dollar,  doubles  as  an  international 
money  by  remaining  in  fixed  relation- 
ships to  all  other  major  currencies. 
That  would,  in  effect,  fix  all  curren- 
cies' values.  History  would  seem  to  be 
on  Kindleberger's  side.  There  have 
been  periods  of  flexible  exchange  rates 
before:  in  Italy  from  1866  to  1881,  the 
Austro-Hungarian  empire  from  1879 
to  1892,  Russia  from  1893  to  1897  and 
most  of  the  world  between  the  two 
World  Wars.  Kindleberger  points  out 
that  a  return  to  stabilized  rates  has 
followed  each  floating  rate  period. 
"Authorities,"  Kindleberger  has  said, 
"go  back  to  stabilization  because  busi- 
ness and  banking  have  typically  want- 
ed them  to  do  so." 

What  about  gold?  Isn't  it  as  time- 
tested  an  international  money  as  you 
can  get? 


"If  the  SDR  is  Esperanto,"  cracks 
Kindleberger,  "then  gold  is  Latin.  I 
don't  think  going  back  to  Latin  or 
gold  would  be  very  efficient." 

In  fact,  Kindleberger  frets  that  the 
new  Administration  may  attempt  to 
force  America  back  onto  some  kind  of 
gold  or  gold-exchange  standard.  Presi- 
dent Reagan  has  already  appointed 
the  U.S.  Gold  Commission  to  investi- 
gate remonetization.  One  important 
member  is  drugstore  magnate  and 
ideas  patron  Lewis  Lehrman  (Forbes, 
June  8,  1980).  The  Wall  Street  Journal's 
editorial  page  (whence  Arthur  Laffer 
leaped  to  prominence)  is  giving  the 
Lehrman  crowd  plenty  of  space. 

Kindleberger  fears  that  remonetiza- 
tion would  simply  add  another  source 
of  instability  to  an  already  tense  world 
economy: 

"The  problem  with  gold  is  getting 


You  would  like  to  see  gold 
fade  out  with  a  whimper, 
not  a  bang.  But  Lehrman 
and  his  people  want  to  see 
gold  come  in.  And  I'm  afraid 
it  would  come  in  with  a 
bang,  and  not  necessarily 
the  kind  of  bang  they  an- 
ticipate. The  analogy  with 
1937  is  persuasive  to  me. 


its  price  right — and  if  you  want  to 
have  gold  as  money  you  bare  to  fix  its 
price.  But  it's  such  a  psychological 
thing  that  the  right  price  is  unknow- 
able. What  Lehrman  and  [Robert] 
Mundell  and  [Arthur]  Laffer  and  those 
people  don't  understand  is  the  impor- 
tance of  getting  the  price  right.  You 
can  fiddle  and  fiddle  all  you  want,  and 
the  market  says,  hold  off!  Then  sud- 
denly the  price  gets  to  a  point  where 
the  market  thinks  it  will  no  longer  go 
any  higher,  and  bingo!  everybody 
starts  dumping  it." 

This  is  no  idle  fear.  It  actually  hap- 
pened, says  Kindleberger,  with  the 
Gold  Scare  of  1937. 

"In  1933  the  price  of  gold  was 
$20.67  by  the  Thomas  Amendment. 
Later,  in  February  1934,  the  price  was 
fixed  at  $35.  Suddenly  gold  started 
pouring  out  of  India  into  the  U.S.  That 
was  the  pebble  that  started  the  ava- 
lanche. By  the  spring  of  1937,  all  the 
hoarders  and  speculators  in  the  world, 
especially  the  French  and  the  Indians, 
were  dumping  gold  in  the  U.S.,  and 
we  had  the  golden  avalanche  of  1937. 
Even  the  Swiss  National  Bank  started 
selling  gold  reserves  against  dollars. 
Of  course,  Roosevelt  was  denying  in 
1937  that  he  would  lower  the  price, 
but  a  lot  of  people  just  thought  that 


meant  be  would  lower  it. 

"Now  if  we  were  to  remonetize 
gold,  I  think  we  could  easily  have  an- 
other of  those  [selling  panics).  Can 
you  imagine  what  would  happen  if  the 
Russians  or  South  Africans,  with  all 
their  [gold)  reserves,  tried  to  convert 
\ustsome  of  their  gold  into  plant  and 
equipment? 

Or  it  could  go  the  other  way.  They 
[the  Gold  Commission!  could  peg 
the  price  too  low,  and  people  would  be 
trying  to  buy  too  much  gold.  Lehrman 
and  his  people  )ust  don't  understand 
the  importance  of  setting  the  right 
price,  which  is  unknowable. 

"On  the  whole,  I  think  we  want 
(Vemonetization  of  gold  and  silver. 
The  problem  is  how  to  do  that  with- 
out being  disruptive  and  divisive.  You 
would  like  to  see  gold  fade  out  with  a 
whimper,  not  a  bang.  But  this  isn't 
what  Lehrman  and  his  people  want. 
They  want  to  see  gold  come  in,  not  go 
out.  And  I'm  afraid  it  would  come  in 
with  a  bang,  and  not  necessarily  the 
kind  of  bang  they,  or  I,  or  anyone  else 
would  anticipate.  The  analogy  with 
the  1937  golden  avalanche  is  very  per- 
suasive to  me." 

That  last  paragraph  is  pure  Kindle- 
berger. The  idea  is  always  to  refrain 
from  being  disruptive  and  divisive. 
Don't  tinker.  Keep  government  med- 
dling in  daily  affairs  to  a  minimum — 
but  do  have  the  machinery  ready  to 
protect  the  world  from  the  short, 
sharp  shocks  that  periodically  send  it 
into  fits  of  depression,  nationalism 
and,  too  often,  war. 

"What's  needed,"  says  Kindle- 
berger, "is  crisis  management." 

But  crisis  management  requires  a 
manager,  someone  in  charge — aleader 
willing  to  shoulder  such  short-term 
burdens  as  defense  spending  and  for- 
eign competition  in  return  for  long- 
term  stability.  But  America,  says 
Kindleberger,  "has  begun  to  cop  out." 

But,  the  Reagan  Administration 
might  ask:  What  should  we  be  doing? 

"I'd  have  thought,"  says  Kindle- 
berger, "that  there  could  be  a  little 
more  readiness  to  institutionalize  [an 
international]  monetary  policy,  and  to 
agree  there  should  be  some  stability  to 
exchange  rates:  You  don't  have  to 
manage  them  daily,  but  just  eliminate 
unnecessary  overshooting  in  either 
direction.  And  mainly  just  agree  that 
managing  the  world  economy  at  a 
high  level  of  prosperity  without  a 
huge  inflation  is  an  international  co- 
operative venture.  It  is  not  a  matter 
where  each  country  can  go  its  own 
way  and  devil  take  the  hindmost.  Too 
much  of  that  is  happening  now,  and 
that,  it  seems  to  me,  is  a  recipe  for 
disaster."  ■ 
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ow  do  you  measure  the  health  of  an  international 
health  care  services  company?  By  its  sustained 
growth,  its  aggressive  market  development,  and  its 
operating  results. 

As  owners  and  operators  of  hospitals  and  health  care 
support  services  in  more  than  500  communities  world- 
wide, AMI  continues  to  generate  exceptional  growth. 
Increased  utilization  of  existing  facilities,  active  programs 
of  hospital  development  and  construction,  and  addition  of 
new  services  and  technologies  all  contribute  to  our  strong 
financial  position. 

AMI  now  packages  many  advanced  services  and  tech- 
nologies for  other  hospitals  needing  sophisticated  health 
care  support.  Included  are  mobile  diagnostic  services,  non- 
invasive test  procedures  and  computer-aided  hospital  de- 
sign. This  diversification  within  a  growing  industry  is  a  key 
to  our  strategy  of  marketing  cost-effective,  quality  health 
care  to  communities  throughout  the  world. 

We  believe  that  all  of  these  factors  are  healthy  indica- 
tors of  sound  management  and  our  leadership  role  in  a 
growing  health  care  indus-  ^m  ^_  ^_  „ 

try.  And  that's  not  only  PaJffiSj 

The  International 
Health  Care 
Services  Company 


healthy  for  us.  It's 
healthy  for  our  inves 
tors,  too. 
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For  more  indications  of  our  growth,  contact  our  Director  of  Communications.  American  Medical  International, 
414  North  Camden  Drive.  Beverly  Hills.  CA  90210  (213)  278-6200 
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Aerial  application  of  fertilizer  near  Phoenix.  Arizona 

The  marketplace  demands 
more  productivity. 

Manufacturers  Hanover  maximizes. 


■am 


V^apital.  It's  making  the  desert 
n,  the  soil  fruitful,  the  land  abun- 
And  Manufacturers  Hanover  is  an 
rtant  supplier  of  capital  to  those 
would  feed  the  world. 
However,  in  today's  complex 
omy  it  is  quite  often  more  advan- 
>us  for  a  company  to  take  an 
;ly  new  approach  to  securing 
t.  And  a  bank  that  possesses  a 


creative  spirit  and  a  flexible  mind  can 
work  small  miracles. 

Manufacturers  Hanover  Leasing 
Corporation,  for  example,  has  carved 
out  a  nationwide  reputation  for  inno- 
vative equipment  financing  that  ser- 
vices, among  others,  various  links  in 
America's  food  chain  from  producing 
to  processing. 

As  the  nation's  leading  "banker's 


bank,"  Manufacturers  Hanover  constant- 
ly updates  and  improves  its  services  to 
some  3,000  correspondent  banks- 
many  of  which  are  located  throughout 
the  Farm  Belt. 

Credit.  Operations.  And  the  inte- 
gration of  both  to  create  a  total  finan- 
cial relationship  of  the  highest  standards 
—anywhere  in  the  world.  The  market- 
place demands  it.  Consider  the  source. 


MANUFACTURERS  HANOVER 
The  financial  sourccWorldwide. 


Member  FDIC 


Developer  George  Donovan  at  North  Carolina's  {'airfield  Mountains 

"We  have  to  be  very  careful  that  the  bad  doesnt  drive  out  the  good." 


movie  The  Shining — there  is  a  pile  of 
dirt.  It  is  all  that  remains  of  a  plan  to 
turn  the  Stanley  into  a  time-share  re- 
sort. The  Stanley  is  now  in  bankrupt- 
cy after  James  Quincy,  a  partner  in 
the  project,  persuaded  2,000  "owners" 
to  pay  $10  million  for  weekly  units. 
State  attorneys  say  the  money  was 
dissipated  in  cost  overruns  and  large 
sales  commissions.  Quincy  moved  on 
to  sell  time-share  projects  in  Wash- 
ington and  Hawaii. 

Which  scenario  is  closer  to  the  fu- 
ture of  time-sharing?  The  question  is 
not  academic.  The  idea  of  selling  off  a 
resort  in  week-long  slices  started,  in 
the  mid-Seventies,  as  a  mechanism 
for  bailing  out  ailing  projects.  But 
since  then,  time-sharing  has  become 
big  business.  From  almost  nothing 
five  years  ago,  the  own-a-vacation  in- 
dustry has  grown  to  $1.5  billion  a  year 
in  sales.  It  includes  everything  from 
converted  motels  to  self-contained 
complexes — such  as  Captran's  Sambel 
Beach  Club,  in  Florida — built  from  the 
ground  up  for  time-sharing. 

Customers  basically  buy  vacation 
homes  or  apartments  for  weekly  in- 
tervals. Purchases  are  of  two  types: 
Customers  get  title  to  a  fraction  of 
their  unit,  a  so-called  fee  simple  trans- 
action. Or,  in  what  is  called  a  right-to- 
use  arrangement,  they  simply  receive 
a  week  or  more,  usually  for  25  to  40 
years.  At  the  moment,  there  are 
270,000  time-share  owners  in  the 
U.S.,  with  some  270  companies 
hawking  pieces  of  450  resorts.  Prices 
range  from  $1,700  per  week  to  as 
much  as  $26,000. 

This  boom  has  come  as  soaring  in- 
terest rates  have  pushed  ownership  of 
a  vacauon  home  out  of  the  reach  of  the 
middle  class.  At  the  same  time,  rising 


Timesharing  resorts  are  a  booming  busi- 
ness these  days.  Could  they  be  the  Eighties' 
equivalent  of  real  estate  investment  trusts? 

Endless  vacation 
or  endless 
headache? 


By  Carol  E.  Curtis 


It's  sunset,  and  time  for  the  Ja- 
cuzzi. Beyond  your  room-size, 
mirror-lined  bathroom,  the  mas- 
ter bedroom  suite  opens  onto  a  majes- 
tic view  of  the  Blue  Ridge  Mountains. 
The  soft  strains  of  piped-in  music  spill 
over  to  the  two  upper  levels,  where  a 
gourmet  kitchen,  a  second  bedroom 
and  living  room  with  a  stone  fireplace 
open  onto  the  same  spectacular  view. 
The  golf  course,  pool  and  tennis  com- 
plex are  but  a  walk  away. 

Welcome  to  Fairfield  Mountains. 
For  $16,000  you  can  own  the  suite, 
along  with  the  view  and  the  Jacuzzi, 
for  two  weeks  each  year  for  the  rest  of 
its  estimated  40-year  life.  For  $125 
weekly  maintenance  each  year,  you 
will  never  have  to  worry  about  up- 
keep. Decorator  furniture,  linens  and 
dishes  are  included. 


If  this  sounds  like  a  good  deal,  it 
is — perhaps  for  you,  but  certainly  for 
Fairfield  Communities,  Inc.  After  it 
sells  you  two  weeks  at  its  Fox  Run 
development  in  the  North  Carolina 
mountains,  Fairfield  hopes  to  sell  the 
other  48  weeks  (two  weeks  each  year 
are  open  for  maintenance)  at  prices  of 
up  to  $11,000  each  week.  Total  rev- 
enues of  the  unit:  $275,000.  That's 
$150,000  more  than  the  going  price  if 
the  unit  were  sold  outright  to  one 
buyer  for  $125,000.  Since  time-share 
owners  pay  upkeep,  Fairfield's  operat- 
ing costs  are  minimal.  Profits  aren't. 
Fairfield  spent  $78,000  to  build  this 
particular  unit,  meaning  that  even 
with  the  high  cost  of  sales  its  pretax 
margins  are  as  high  as  50% . 

The  scene  shifts  to  Colorado.  Next 
to  the  Stanley  Hotel  in  Estes  Park — a 
rambling,  turn-of-the-century  struc- 
ture that  was  the  inspiration  for  the 
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hotel  costs  make  the  idea  of  locking  in 
future  vacations  at  today's  prices  ap- 
pealing. There  is  the  promise  of  equity, 
too.  In  fee  simple  purchases  (about 
60%  of  all  time-share  sales),  financing 
is  commonly  handled  just  like  a  home 
mortgage.  As  the  buyer  pays  off  his 
loan,  he  builds  equity  equal  to  the 
fraction  of  the  unit  he  has  purchased. 
There  is,  however,  no  equity  buildup 
in  right-to-use  projects,  which  are  of- 
ten priced  lower  as  a  result. 

For  developers,  the  lure  is  clear:  a 
broader  market  and  a  higher  per-unit 
sales  price.  Financing  is  relatively 
easy  to  come  by,  too.  Many  lenders 
are  active  in  time-sharing,  including 
large  banks,  such  as  Citibank  and 
Mellon.  Lenders  like  the  business  be- 
cause interest  rates  are  often  higher 
than  conventional  mortgage  loans. 

From  a  buyer's  point  of  view,  how- 
ever, time-sharing  involves  more  than 
its  share  of  risks.  "The  idea  may  be 
simple.  In  operation,  however,  it  is 
proving  extremely  complex,"  warns 
Alan  Schlaifer,  an  attorney  with  the 
Federal  Trade  Commission  who  over- 
sees time-share  complaints.  At  the 
moment,  the  fast-growing  industry 
shows  several  signs  of  overexpansion 
and  potential  trouble  ahead.  Among 
the  danger  signals: 

•  A  ready  availability  of  projects  to 
convert  and  the  promise  of  large 
amounts  of  upfront  cash  make  time- 
sharing an  easy  business  to  enter. 
This,  unfortunately,  sometimes  brings 
in  undercapitalized,  inexperienced — 
or  even  disreputable — operators. 

•  Heavy  use  of  time-share  units 
means  a  growing  financial  burden  for 
owners  as  properties  age;  the  cost  of 
this  extra  wear-and-tear  may  not  be 
reflected  in  maintenance  fees. 

•  Time-sharing's  high  selling  costs 
provide  for  fat  commissions,  which 
can  breed  deceptive  market  practices. 

•  Most  time-share  purchases  are 
made  with  a  view  to  exchanging  with 
other  owners,  often  in  desirable  loca- 
tions such  as  Hawaii  or  Europe.  This 
is  a  complicated,  untried  procedure 
that  may  not  work. 

At  the  moment,  time-sharing  is 
largely  unregulated.  It  falls  between 
the  cracks  of  federal  disclosure  rules 
involving  land  sales,  and  only  12 
states  have  specific  legislation  that 
applies  to  the  industry.  Not  surpris- 
ingly, a  host  of  colorful  characters  are 
involved — including  developers  like 
the  Stanley  Hotel's  Quincy  and  Leon- 
ard Rosen  of  the  infamous  underwater 
land  sales  scam  (see  box,  />.  118).  And 
there's  Enerdine,  a  company  that 
started  out  selling  vitamins,  then 
switched  to  time-sharing  last  Decem- 
ber, three  months  after  going  public. 
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gomru 
fast 
lite 


That's  the  reaction  that's  made 
Puerto  Rican  Gold  Rum  one  of  the 
most  popular  and  fastest  growing 
liquors  in  America  today. 

Any  way  you  try  it,  Gold  Rum  is 
a  smooth  alternative  to  bourbons, 
blends,  Canadians— even  Scotch. 

Enjoy  it  on  the  rocks,  or  with  a 
dash  of  soda  or  your  favorite  mixer. 
The  first  sip  will  amaze  you.  The 
second  will  convert  you. 


Make  sure  the  rum  is  Puerto 
Rican.  The  people  of  Puerto  Rico 
have  been  making  rum  for  almost 
five  centuries.  Their  specialized  skills 
and  dedication  result  in  a  rum  of 
exceptional  taste  and  purity. 

No  wonder  over  85%  of 
the  rum  sold  in  this  country 
comes  from  Puerto  Rico. 

pucrto  mean  nums 

Aged  for  smoothness  and  taste. 


1 


For  free "  Rums  of  Puerto  Rico  recipes,  write  Puerto  Rican  Rums. 
Dept  FB-1, 1290  Avenue  of  the  Americas,  N  Y ,  N  Y  10102  &  1980  Government  of  Puerto  Rico 


It  plans  to  sell  units  in  Miami  Beach, 
but  corporate  offices  are  still  in  a  San 
Diego  drug  warehouse. 

A  sponsor's  stability  is  particularly 
important  in  time-sharing  because 
each  unit  may  have  as  many  as  50 
different  owners.  That  means  the  de- 
veloper had  better  not  walk  away  after 
a  project  is  sold  out.  He,  or  someone  he 
hires,  has  to  be  responsible  for  ongoing 
cleaning  and  upkeep.  Typically,  own- 
ers pay  a  maintenance  fee  each  time 
they  use  the  unit.  Such  fees  rise  every 
year  at  most  resorts,  in  some  cases  by 
as  much  as  40%.  So  far, 
though  complaints  have  been 
few,  it  remains  to  be  seen 
whether  such  charges  will 
skyrocket  as  properties  age. 

The  advertisements  of 
some  resorts,  such  as  the 
Sand  and  Surf,  a  Daytona 
Beach  motel  owned  by  Mass 
Enterprises  Inc.,  claim  there 
are  no  maintenance  fees. 
Salesmen  say  that  mainte- 
nance costs  will  be  paid  from 
the  interest  collected  on  an 
escrow  account.  But  critics 
regard  such  aggressive  pro- 
motion as  an  example  of  an- 
other looming  problem  for 
the  industry. 

Marketing  costs  at  many 
time-share  resorts  are  35%  of 
revenues,  with  commissions 
typically  over  10%.  With  de- 
velopers' carrying  charges  of- 
ten well  above  the  prime 
rate,  there  is  tremendous 
pressure  to  move  merchan- 
dise. This  means  a  salesman 
wants  an  immediate  com- 
mitment from  a  buyer  on  his 
first  visit  to  a  property.  In 
popular  vacation  spots  like 
Las  Vegas,  Florida  and  Ha- 
waii, high-pressure  tactics 
and  dubious  claims  are  be- 
coming notorious. 

In  Hawaii,  for  example, 
time-sharing  has  become  a 
$100  million-a-year  industry 
over  the  last  decade.  It  is  also 
the  leading  source  of  com- 
plaints at  the  Better  Business 
Bureau. 

Hawaii  passed  laws  regulating  time- 
sharing last  year,  and  state  officials  say 
their  scrutiny  is  among  the  toughest 
anywhere.  Still,  the  selling  takes  on  a 
carnival  atmosphere:  Pamphleteers 
descend  on  beachgoers  with  promises 
of  free  meals  for  sitting  through  pre- 
sentations, and  some  Hawaii  tourist 
packages  now  advertise  that  they  are 
not  time-share  gimmicks. 

It  is  Florida,  however,  where  pres- 
sure to  buy  may  be  the  greatest.  The 


Sunshine  State  is  the  home  of  one  out 
of  every  four  time-share  resorts.  Many 
of  them  are  former  motels  that  have 
been  converted  with  minimal  remod- 
eling. Salesmen  readily  admit  market- 
ing costs  are  so  high  that  they  want  to 
sell  a  unit  the  same  day  a  prospect 
comes  to  look.  It  is  common  for  Flor- 
ida time-share  salesmen  to  stress  the 
investment  value  of  ownership — even 
though  there  is  at  present  no  proven 
resale  market.  Another  come-on  is 
the  privilege  of  exchanging  time  in, 
say,  Miami  Beach  or  Ft.  Lauderdale 


RCI'sJon  DeHaan  and  wife  Chris 
Can  they  handle  1  million  members? 


for  an  equivalent  or  better  week 
somewhere  else. 

Despite  the  aggressive  pitchman- 
ship,  many  time-share  owners  profess 
to  be  satisfied  with  their  purchase. 
Take  Al  Blalock,  a  personnel  manager 
at  General  Mills  who  spent  $16,000 
for  a  month  at  Fairfield  Harbour  in 
North  Carolina.  "If  you  own  a  second 
home,"  he  says,  "you  feel  committed 
to  being  there.  This  way,  we  can  trade 
to  go  to  New  England,  the  Virgin  Is- 
lands and  Europe.  We're  planning  to 


do  all  this  by  exchanging." 

The  Blalocks,  like  most  others,  have 
owned  their  unit  for  just  one  year.  They 
haven't  seen  how  their  vacation  home 
looks  after  hundreds  of  other  owners 
have  trampled  the  carpet  and  barbe- 
cued on  the  terrace.  Nor  have  they  actu- 
ally traded  it  for  a  similarly  cozy  spot  in 
Maui  or  Monaco.  How  well  that  works 
for  them  and  hundreds  of  thousands  of 
other  owners  depends  on  two  small 
companies,  Indiana-based  Resort  Con- 
dominiums International  (RCI)  and 
Miami-based  Interval  International. 

RCI,  which  handles  two- 
thirds  of  all  exchanges,  is  cru- 
cial to  the  industry.  Without 
the  exchange  privilege  it  pro- 
vides, time-share  developers 
concede  it  would  be  difficult, 
if  not  impossible,  to  sell  buy- 
ers on  vacationing  in  the 
same  spot  for  30  years  or 
more.  "If  RCI  defaults,"  says 
one  time-share  developer, 
"the  industry  would  be  in  se- 
rious trouble." 

The  growth  of  RCI  has 
been  phenomenal.  The  fam- 
ily-owned operation  is  head- 
ed by  Jon  DeHaan,  a  self-de- 
scribed Ph.D.  drop-out  who 
got  started  selling  camping 
parks  coast-to-coast.  When 
his  camping  scheme  was 
killed  by  the  energy  crisis, 
DeHaan  set  up  a  condomin- 
ium exchange  program.  He 
started  RCI  with  his  wife  sev- 
en years  ago,  just  as  time- 
sharing came  along.  Some 
540  resorts  around  the  world 
have  signed  on  with  RCI — 
ranging  from  motels  in  Las 
Vegas  to  superluxurious  ski 
condominiums  in  Vail,  Colo. 
The  firm  has  over  130,000 
individual  members  and  han- 
dled 20,000  exchanges  last 
year.  DeHaan  claims  he 
placed  90%  of  the  members 
who  wanted  to  use  RCI's  ser- 
vices last  year. 

RCI's  revenues  come  from 
individuals,  who  pay  a  $39 

  membership  fee  and  $38  per 

exchange.  Resorts  also  ante  up  $4,900 
to  be  put  into  the  system.  Says  De- 
Haan; "By  1990,  we  should  be  a  $100 
million  company.  We  are  gearing  up 
to  handle  a  million  members  a  year." 

But  there  are  obvious  problems.  Ev- 
eryone wants  to  go  to  lavish  fun-in- 
the-sun  spots  like  Hawaii  or  ski  re- 
sorts like  Vail.  Fewer  folks  want  Ar- 
kansas or  the  Poconos.  Conflicts  are 
resolved  by  giving  exchange  priority 
to  members  with  desirable  units. 
DeHaan  also  claims  to  reject  30%  to 
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INTRODUCING  i 
PENSION  THAT 
GET  BITTER 
INFIATION 
GETS  WO 


At  a  time  when  inflation  is  squeezing 
the  value  from  most  small-business 
pensions,  here's  one  that  can  fight  back: 

The  new  PensionMaster,  from  /Etna 
Life  &  Casualty. 

With  PensionMaster,  those 
inflationary  forces  that  are  grinding 
others  down  can  actually  mean 
lower  pension  costs,  greater 
benefits,  or  both. 

You  see,  when  the 
higher  interest  rates 
associated  with 
inflation  boosts  /Etna's 
income,  we  can  afford 
to  pass  this  on  as  savings 
to  our  PensionMaster 
holders. 

And  even  if  inflation  should 
unexpectedly  plummet,  we  guarantee 
that  your  premiums  will  never  rise 
beyond  the  ceiling 
written  into  your 
PensionMaster  policy. 

We  suggest  you  contact 
your  JEtna  Agent  or  Edward 
N.  Cheek,  CLU,  CEBS, 
National  Director,  Pension/Profit 
Sharing  Sales,  Life  Division,  and 
ask  about  PensionMaster. 
The  ingenious  new  pension  that 
outwits  the  pinch. 

£tna  Life  Insurance 

and  Annuity  Company.  151  Farmington  Avenue,  Hartford,  CT  06156 


35%  of  the  resorts  that  apply  for  mem- 
bership. He  will  not,  for  example,  ac- 
cept resorts  consisting  only  of  small 
efficiency  apartments.  After  all,  who 
wants  to  vacation,  even  at  the  beach, 
with  the  whole  family  in  one  room? 
Interval  International,  RCI's  smaller 
rival,  is  moving  to  suspend  the  ex- 
change privileges  of  American  Inter- 


national Vacations,  a  company  with 
12  resorts  in  six  states,  for  misrepre- 
sentation and  failure  to  maintain  its 
properties.  Still,  the  Grand  Flamingo,  a 
Las  Vegas  property  operated  by  Leon- 
ard Rosen,  is  now  on  RCI's  roster. 

Many  outsiders  see  potential  dissat- 
isfaction with  the  exchange  system  as 
the  major  immediate  challenge  facing 


time-sharing.  Salesmen  pitch  the 
privilege  as  what  amounts  to  a  free, 
unlimited  access  to  equivalent  facili- 
ties just  about  anywhere.  So  far,  use  of 
the  swapping  option  has  been  limited, 
with  customers  still  enjoying  their 
first  week  or  two  at  "home"  units. 
Once  the  urge  to  vacation  elsewhere 
comes,  many  owners  are  likely  to  be 


Has  he  got  a  deal  for  you? 


In  the  Sixties,  high-pressure  real 
estate  men  managed  to  sell  under- 
water lots.  In  the  Seventies,  it  was 
the  desert  land  boom.  Now,  at  least 
for  one  of  the  players,  the  new 
game  is  resort  time-sharing. 

Leonard  Rosen,  65,  first  caught 
the  public's  eye  two  decades  ago 
with  his  creative  land  sales  prac- 
tices in  Florida.  Many  of  the  lots 
sold  through  his  Gulf  American 
Land  Corp.  were  literally  under  wa- 
ter. There  was  a  wave  of  scandal, 
but  no  charges  were  filed  against 
Rosen  personally.  In  1969  he  sold 
Gulf  American  and  left  Florida. 

Rosen  next  popped  up  in  Nevada. 
He  moved  into  desert  real  estate  in 
1970  through  Preferred  Equities 
Corp.,  a  company  that  opened  a 
development  called  Calvada,  60 
miles  west  of  Las  Vegas.  PEC  sales- 
men were  pushing  $8,400  lots  with 
the  promise  that  Calvada  would 
turn  into  another  Las  Vegas  strip. 
Eager  salesmen  told  prospects  that 
the  town's  population  would  soar 
by  50,000 — a  figure  Rosen  was  or- 


dered by  the  state  to  stop  giving 
out,  since  its  official  projection 
showed  a  net  addition  of  only 
4,000  people  by  2020. 

More  than  a  decade  later,  Cal- 
vada boasts  over  100  homes.  Rosen 
is  fighting  a  suit  from  numerous 
buyers  charging  they  were  misled 
about  land  values.  In  one  case,  a 
group  of  West  German  investors 
charged  that  they  paid  grossly  in- 
flated land  prices  that  bore  no  rela- 
tion to  land  values  in  the  area.  Says 
one  Las  Vegas  real  estate  broker, 
"When  someone  calls  us  about  sell- 
ing a  piece  of  property  they  bought 
in  Calvada,  we  laugh."  Rosen  and 
PEC  arc  still  in  the  Nevada  real 
estate  business. 

This  time  the  big  push  is  time- 
sharing. Rosen's  vehicle  is  Vaca- 
tion Spa  Resorts,  a  division  of  Scot- 
tish Inns  of  America,  with  three 
properties:  the  Grand  Flamingo  in 
Las  Vegas,  the  Reno  Spa  and  White 
Sands  in  Hawaii.  Vacation  Spa 
claims  to  have  9,500  owners  at  its 
three  clubs,  in  which  time  is  sold 


on  a  right-to-use  basis.  Owners  get 
no  equity,  just  a  25-to-30-year 
block  of  vacation  time.  In  Las  Ve- 
gas, they  pay  $4,000  to  $6,250  per 
week  at  each  of  the  resorts,  plus 
$140  to  $200  a  week  maintenance 
for  each  visit.  To  reassure  buyers, 
PEC  has  established  a  30-year  trust 
with  the  Bank  of  California,  which 
holds  title  as  trustee  to  its  resort 
properties.  BankCal  collects  pay- 
ments and  handles  expenses.  "The 
purpose  of  this  trust  is  to  protect 
the  buyer,"  says  Hal  Billings,  a 
BankCal  trust  officer. 

Owners  at  Rosen's  Las  Vegas  re- 
sort seem  fairly  satisfied  so  far. 
"We  have  no  complaints,"  says 
postal  worker  Wayne  Coffman, 
who  with  wife  Jacque  paid  $3,600 
for  a  one-week  share  in  a  junior 
one-bedroom  at  the  White  Sands. 
Then  there's  Lottie  Arnold,  a  di- 
vorced secretary  who  paid  $3,900 
for  a  unit  at  the  Grand  Flamingo  in 
Las  Vegas.  "I  enjoy  it  so  much," 
she    says.    "How    can    you  go 


wrong 


-Ellen  Paris 


Lottie  Arnold  in  her  unit  at  the  Grand  Flami)ig( 
"How  can  you  go  wrong?" 
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RELAND  TODAY 


29*  the  highest  return 
)n  investment  anywhere 
n  Europe. 


REPUBLIC  OF  IRELAND 

The  most  prof  itable  industrial  location  in  Europe. 

Department  of  Commerce  statistics  for  the  period  '74-79  show  a  29.4%  average  annual  return  on  investment  for  US  manufacturers 
ated  in  the  Republic  of  Ireland  -  twice  the  European  average. 

IrGldnd  &     The  lnsh  g°vemment  s  industrial  development  agency  has  offices  in  New  York,  Tel  (212)972-1000: 
ATRIAL  development  authority     Chicago,  Houston.  Los  Angeles,  Cleveland,  San  Francisco,  Boston  and  Fort  Lauderdale. 

announcement  is  published  by  IDA  Ireland,  200  Park  Avenue.  New  York  10C1 7,  which  is  registered  under  the  Foreign  Agents  Registration  Acts,  as  amended,  as  an  agent  of  the  Government  ot  Ireland, 
material  is  filed  with  the  Department  of  Justice  where  the  required  registration  statement  is  available  for  public  inspection.  Registration  does  not  indicate  approval  of  the  contents  by  the  United  States  Govemn 


Grace  looked  into  oil  and 
made  its  wells  worth  their  while. 

Shouldn't  you  look  into  Grace? 


When  oil  wells  lose  their  natural 
pressure,  it  can  take  more  than  a  pump 
to  keep  the  profits  flowing. 

So  at  Grace,  we  employ  secondary 
recovery  techniques  like  waterf  boding 
and  steam  injection  -  to  keep  wells 
working  at  maximum  capacity. 

But  low  pressure  isn't  the  only  problem 
that  can  slow  down  oil  production. 
So  Graces  Energy  Services  Division 
offers  freepoint  and  backoff  services  to 
clear  clogged  wells.  Rig,  pipe  and 
equipment  rental.  And  contract  drilling 
as  deep  as  30,000  feet. 

Last  year,  oil  field  services  like  these 
accounted  for  about  60%  of  Grace's 
total  energy  profits.  And  the  total  after 
tax  operating  income  from  Grace's 
Natural  Resources  Group  increased 
from  $12.5  million  in  1976  to 


$107.6  million  in  1980.  That's  an 
average  annual  growth  rate  of  71.3%. 

Yet  energy  is  only  one  facet  of  Grace's 
total  operations.  Grace,  in  fact,  is  a 
$6  billion  company  with  balanced 
interests  in  chemicals,  natural 
resources,  and  consumer  products. 

Since  1976,  the  company's  net  income 
has  more  than  doubled.  And  our 
shareholders  have  been  receiving  cash 
dividends  for  47  consecutive  years. 

Our  annua!  report  will  tell  you  more. 
Send  for  it  by  writing  to 
W.R.  Grace  &  Co.,  Grace  Plaza, 
1114  Avenue  of  the  Americas, 
New  York,  NY  10036,  Dept.  FB. 

You'll  find  that  energy  is  just  one  of  the 
reasons  Grace  is  well  worth  looking  into. 

One  step  ahead  of  a 
changing  world 


GRADE 

chemicals  •  natural  resources  •  consumer  products 


enngs. 


Compare  the  softness  and  discover  why 
more  people  pick  Fort  Howard. 


Softness  and  convenience  make  folded  towels 
Fort  Howard's  biggest  seller.  We  offer  you  more 
types  to  choose  from,  too.  So  it's  easy  for  you  to 
get  the  right  grade  and  the  right  size  at  the  right 
price  from  us. 
Folded  towels  also  speed 
§hPP|BB|   up  your  washroom  traffic. 

There  are  no  long  lines  wait- 
<^^flfe  ||   ing  to  use  the  hand  dryers. 
'^■1        H-'  V   Running  out  won't  be  a 
problem,  either.  The  dis- 
penser  can  be  refilled 
"VHVHPi  during  normal  maintenance 


rounds.  You  don't  have  to  wait  for  it  to  run  out 
before  you  fill  up. 

It's  easy  to  get  your  hands  on  Fort  Howard's 
folded  towel  service.  Just  Call  the  Fort.  Dial  (312) 
T-H-E-F-O-R-T.  Or  write  us  oh  your  letterhead. 
You'll  see  why  Fort  Howard  is  the  popular  pick. 


Fort  Howard  Paper 


Green  Bay.  Wisconsin  54305 


Call  the  Fort 


Call  the  Fori  is  a  service  mark  of  Fort  Howard  Paper. 


Dial  (312)  T-H-E-F-O-R-T 


disappointed.  "The  question  is,  how 
can  they  (RCI)  properly  keep  surveil- 
lance over  so  many  member  resorts?" 
says  FTC  attorney  Schlaifer. 

Bigger,  better-established  compa- 
nies, like  Fairfield  or  Captran,  will 
perhaps  eventually  develop  their  own 
exchange  networks.  Meanwhile,  even 
in  an  era  of  deregulation,  there  is  the 
potential  for  federal  involvement 
(most  likely  by  the  Federal  Trade  Com- 
mission) if  states  aren't  successful  in 
limiting  the  marketing  abuses  endem- 
ic in  the  industry.  "We  have  to  be  very 
careful  that  the  bad  doesn't  drive  out 
the  good,"  warns  George  Donovan, 
president  and  chief  operating  officer  of 
Fairfield  Communities,  the  fourth- 


largest  time-share  developer,  with  an- 
nual revenues  of  $100  million. 

High  interest  rates  pose  another  se- 
rious long-term  problem.  With  today's 
cost  structure,  what  if  a  developer 
can't  sell  out  a  time-sharing  project? 
Or,  what  if  buyers  fail  to  keep  up  their 
own  payments?  Owners  with  one 
week  at  a  resort  that  is  half  boarded 
up  can  hardly  enjoy  their  holidays. 
More  likely,  however,  they  will  never 
even  show  up  at  all.  Instead,  they 
could  face  a  welter  of  litigation  and 
the  prospect  of  a  vacation  "invest- 
ment" that  provides  little  more  in  the 
way  of  fun  than  the  opportunity  to 
report  a  hefty  tax  loss  to  the  Internal 
Revenue  Service. 


Meanwhile,  how  will  the  Blalocks 
fare  when  they  want  to  trade  North 
Carolina  for  the  Virgin  Islands  ?  Ask  the 
Walter  Jacksons.  They  own  a  unit  in 
Daytona  Beach,  which  they  have  not 
yet  visited,  and  were  counting  on  RCI 
to  fix  them  up  in  Hawaii.  After  weeks  of 
negotiating,  the  Jacksons  wound  up  at 
Fairfield  Harbour,  20  miles  from  the 
beach  in  North  Carolina. 

It's  not  so  bad,  though.  Mrs.  Jack- 
son had  a  good  time,  and  the  couple 
isn't  losing  sleep  about  how  the  ex- 
change will  work  next  year.  "The 
worst  that  could  happen,"  she  says, 
"is  that  we  would  be  stuck  with  two 
weeks  in  Daytona." 

Let's  hope  she's  right.  ■ 


What  the  salesman  won't  tell  you 


If  you  are  on  the  beach  at  Maui  and 
a  time-share  salesman  comes  along 
offering  a  free  champagne  brunch 
just  for  listening  to  a  sales  presen- 
tation, the  bait  can  be  alluring.  Be- 
fore biting,  though,  here  are  some 
things  you  may  want  to  consider. 

Back  away  from  the  marketing 
hoopla  and  make  some  simple  cal- 
culations. Owning  the  right  to  two 
weeks  at  a  time-share  in  a  choice 
spot  such  as  Hawaii  or  Nantucket 
costs  roughly  $13,000.  In  addition, 
you  will  have  to  pay  an  annual 
maintenance  charge.  It  is  perhaps 
$250  now  and  will  surely  rise  with 
inflation. 

For  comparison  purposes,  as- 
sume you  bought  your  unit  out- 
right. If  you  locked  in  today's  high 
rates  on  tax-free  municipal  bonds, 
you  could  be  earning  $1,300  per 
year  on  $13,000.  Add  your  time- 
share  maintenance  fee  to  that  in- 
come, and  spending  $100  per  night 
for  two  weeks  in  a  hotel  is  cheaper 
than  owning  a  time-share. 

By  buying  the  unit,  you  are  bet- 
ting that  its  resale  value  will  in- 
crease faster  than  the  cost  of  com- 
parable room  rental  rates.  They 
will  rise  with  inflation,  of  course, 
but  perhaps  no  more  rapidly  than 
your  maintenance  costs.  This  lei- 
sure-time "investment"  also  con- 
strains your  holiday  flexibility:  In 
many  cases  you  can  use  your  space 
only  during  the  specific  two  weeks 
you  select  now.  If,  five  years  hence, 
you  develop  a  belated  passion  for 
skiing,  too  bad. 

As  for  shopping  tips,  find  out 
whether  your  unit  is  an  ownership 
interest  (fee  simple)  or  just  a  block 
of  time  at  a  resort  (right-to-use). 
With  ownership,  you  have  a 
chance  to  build  equity,  a  voice  in 


management  and  limited  tax  bene- 
fits. Right-to-use,  while  not  offer- 
ing equity,  generally  costs  less  and 
carries  less  management  responsi- 
bility— a  plus  for  some  buyers. 

There  is,  of  course,  the  possibil- 
ity of  capital  appreciation  at  own- 
ership resorts.  Over  the  past  six 
months  the  average  price  of  a  time- 
share  unit  rose  from  $5,200  to 
$6,500  a  week.  But,  with  real  es- 
tate values  falling,  it  seems  unlike- 
ly that  such  increases  will  contin- 
ue. The  industry  is  too  new  for  a 
resale  market  to  have  developed. 
Also,  if  your  unit  is  right-to-use, 
your  resale  rights  may  be  limited. 

Though  the  resort  you  buy  into 
probably  will  belong  to  an  ex- 
change service,  there  is  no  guaran- 


The  Walter  Jacksons  in  North  Carolina 
Fun,  yea — but  hardly  Hawaii. 


tee  that  your  right  to  exchange  will 
work  as  planned  once  demand 
starts  to  build.  You  may  have  to 
settle  for  a  third  or  fourth  choice, 
or  none  at  all.  You  will  almost  cer- 
tainly not  be  able  to  trade  up  to  a 
bigger  unit  or  a  higher  season. 

Don't  forget  that  most  owner- 
ship contracts  provide  for  in- 
creases in  management  fees.  They 
also  provide  for  additional  assess- 
ments for  major  expenses  such  as  a 
new  roof.  Right-to-use  resorts 
charge  an  annual  maintenance  fee, 
now  averaging  less  than  $200. 

To  protect  against  soaring  oper- 
ating costs,  it  is  essential  to  know 
how  long-term  management  has 
been  provided  for.  Carl  Burlin- 
game,  publisher  of  the  magazine 
Resort  Timesharing  Today,  sees  this 
as  the  best  tip-off  to  the  quality  of  a 
time-share  resort.  Ask  to  see  the 
operating  budget.  Cost  projections 
should  be  detailed  and  based  on 
actual  experience  with  a  reason- 
able adjustment  for  future  infla- 
tion. The  best  developers  often 
form  their  own  management  sub- 
sidiaries. After  a  project  is  sold  out 
and  management  responsibilities 
pass  to  the  new  owners,  they  can 
then  hire  back  the  same  firm. 

Finally,  have  a  lawyer  review  the 
contract.  You  should  have  protec- 
tion against  default  by  the  builder/ 
seller  on  loans,  perhaps  through  a 
so-called  nondisturbance  clause. 
Provisions  should  deal  effectively 
with  co-owners  who  fail  to  pay, 
give  up  possession  or  carelessly 
damage  property.  There  should 
also  be  a  waiver  of  the  right  to 
partition  in  tenants-in-common 
time-shares.  This  keeps  a  single 
owner  from  suing  to  force  the  sale 
of  the  entire  building.— C.E.C. 
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Taxing  Matters 


There  are  some  encouraging  signs  that  the 
IRS  may  finally  begin  to  clean  up  the 
inequities  in  foreign  tax  credits. 


"On  the 
top  burner" 


By  Karen  Cook 


It  looks  as  if  the  IRS  is  finally 
getting  ready  to  straighten  out  the 
mess  in  foreign  tax  credits.  The 
U.S.  government  has  always  tried  to 
ease  the  tax  burdens  felt  by  compa- 
nies doing  business  overseas.  But 
even  as  the  Carter  Administration  en- 
couraged companies  to  do  business 
abroad,  it  undermined  such  plans  in 
late  1980.  Mucking  up  the  al- 
ready messy  rules  for  giving 
foreign  tax  credits  made  it  al- 
most impossible  for  compa- 
nies to  plan  their  taxes.  Even 
now,  the  IRS  seems  thorough- 
ly confused  about  the  issue. 

Granted,  it's  a  tricky  area. 
Here's  how  foreign  tax  credits 
work:  Let's  say  a  company 
makes  $1  million  abroad.  Be- 
cause the  IRS  taxes  foreign 
earnings  at  U.S.  corporate  tax 
rates,  the  firm  might  receive  a 
bill  for  $460,000  in  U.S.  taxes— at  the 
46%  rate.  Now  let's  suppose  the  for- 
eign country  has  a  tax  rate  of  50%. 
The  company  would  pay  $500,000  to 
the  foreign  country  and  then  46%  of 
the  remainder  to  the  U.S.  govern- 
ment. That  would  leave  profits  at  a 
mere  $270,000  with  an  overall  tax 
rate  of  73%.  Nobody  would  do  busi- 
ness in  that  kind  of  tax  environment. 

So,  the  U.S.  government  offers  for- 
eign tax  credits.  If  the  foreign  income 
tax  payment  is  ruled  "creditable" 
against  U.S.  taxes,  then  the  company 
has  to  pay  only  U.S.  taxes  on  its 
foreign  earnings — when  the  effective 
foreign  tax  rate  is  less  than  46%. 
Beyond  that,  it  pays  nothing  to  the 
U.S.  government. 
At  least  that  was  the  idea.  But  when 


soaring  oil  prices  and  profits  in  the 
Middle  East  hit  in  the  late  1970s,  it 
occurred  to  the  Treasury  that  there 
was  a  mighty  fine  line  between  in- 
come taxes  paid  to  foreign  govern- 
ments and  royalties  paid  for  such 
things  as  drilling  rights. 

As  is  par  for  the  course,  the  IRS 
solution  amounted  to  overkill.  For  ex- 
ample, Saudi  Arabia  imposes  a  45% 
income  tax,  but  an  85%  tax  that  ap- 


plies specifically  to  oil  companies.  So 
the  U.S.  government  could  claim  that 
Saudi  Arabia  has  no  income  tax  for  oil 
companies  and  is  collecting  an  85% 
tax  that  isn't  an  income  tax  at  all.  No 
income  tax,  no  income  tax  credits. 

That's  just  one  example.  Construc- 
tion companies  and  even  the  motion 
picture  industry  run  the  risk  that  they 
may  not  get  credits  for  taxes  levied  on 
gross  receipts,  interest  payments  or 
anything  not  explicitly  labeled  as  an 
income  tax.  This  causes  considerable 
insecurity  on  the  part  of  many  firms. 

"We've  got  what  might  be  a  major 
commercial  project  on  the  Ivory 
Coast  that  could  be  worth  several 
hundred  million,"  says  Joseph 
O'Toole,  general  tax  officer  for  Phil- 
lips Petroleum,  "and  we're  hoping  for 
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a  favorable  ruling  from  the  IRS.  We've 
been  waiting  for  six  months."  And  if 
the  IRS  turns  them  down?  "We  would 
be  seriously  concerned." 

There  are  far  worse  cases.  "The 
AICPA  and  the  American  Bar  Associ- 
ation asked  for  rulings  from  the  IRS 
on  the  creditability  of  taxes  from  six 
of  our  major  trading  partners,"  says 
Paul  Bodner,  international  tax  partner 
for  Main  Hurdman.  "They  ended  up 
not  ruling  on  half  of  them.  They 
seemed  too  puzzled,  and  finally  said, 
'We  just  don't  know  how  to  go.'  "  The 
matter  was  then  dropped. 

To  circumvent  that  problem,  Brit- 
ain and  Canada  have  made  renewed 
efforts  to  sign  tax  treaties  with  the 
U.S.  government  to  encourage  invest- 
ment there.  By  going  over  the  IRS' 
head,  these  treaties  would  ensure  that 
their  taxes  will  be  creditable  no  mat- 
ter what  the  Service  says. 

Sidestepping  the  problem,  however, 
works  only  some  of  the  time.  For  ex- 
ample, it's  very  difficult  to  design  tax 
treaties  that  will  be  effective  with  the 
more  primitive  tax  systems  of  under- 
developed nations  or  OPEC  countries. 
"They  don't  have  all  the  complex  reg- 
ulations that  we  do,"  says  Edward  Sa- 
perstein,  a  partner  at  Ernst  &  Whin- 
ney.  "We  know  what  realized 
net  income  is.  But  they  may 
think  they're  getting  at  net  in- 
come when  they  are  taxing 
something  like  gross  re- 
ceipts." So  reaching  agree- 
ment on  such  points  is  tough. 
"We're  trying  to  impose  one  of 
the  most  complicated  tax  sys- 
tems in  the  world  on  every- 
body else,"  Saperstein  adds. 

The  real  problem  with  the 
new  regulations  may  lie  with 
small  firms  that  can't  absorb 
the  loss  of  a  tax  credit  and  don't  have 
access  to  tax  expertise  to  warn  them 
of  the  danger.  "Some  small  architec- 
tural firm  might  go  down  to  Latin 
America  and  not  have  a  general  tax 
counsel,  and  make  an  agreement  to 
build  a  building,"  says  Saperstein. 
"Later  they  might  say,  'Hey,  we 
thought  we'd  get  income  tax  credit,' 
and  then  find  out,  'No,  we  don't.'  " 

The  real  irony  of  the  November 
1980  regulations  is  that  the  IRS  has 
hardly  gotten  a  penny  of  increased 
revenues  from  them.  Says  Edward 
Norton,  a  spokesman  for  Mobil,  "I 
don't  think  anybody  has  actually 
paid  any  of  these  taxes  to  the  U.S. 
government." 

But  change  is  in  the  wind.  The  Rea- 
gan tax  package  calls  for  a  proposal 
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your  dragline's  ready" 


Now  the  manager  of  the 
Morrison-Knudsen-operated 
Sarpy  Creek,  Montana,  coal 
mine  can  double  production. 
No  wonder  he's  smiling. 

Jed  Taylor's  new  dragline  is  one 
of  the  Wests  largest,  a  6,000-ton 
Bucyrus-Erie  Model 2570,  and 
assembling  it  was  a  challenge,  to  say 
'he  least. 

The  M-K  crew  that  did  it  used 
550-tons  of  crane  capacity;  burned 
up  70-tons  of  welding  rod  and  wire; 
X-rayed,  stress-relieved  and  sonic- 
'ested  74  mast  and  boom  joints;  and 
survived  31  weeks  of  snow  wind  and 
sub-zero  weather. 

It  was  no  picnic,  but  it  more  than 
doubled  the  capacity  of  one  of  the 
nost  efficient  mines  in  the  world,  a 
nine  designed,  engineered,  con- 
structed and  operated  by  one  of  the 
vost  experienced  and  capable  out- 
Its  in  the  world,  Morrison-Knudsen. 

When  it  comes  to  mining,  M-K  can 
1o  it  all  -  feasibility  studies,  permits, 
zlS  's,  mine  plans,  design,  engineer- 
ng,  construction,  training  and  oper- 
ating, and  that's  about  what  M-K  did 
it  Sarpy  Creek. 


M-K  people  not  only  designed  and 
built  the  mine;  they  also  designed 
and  built  the  mine's  water  tankers, 
coal  haulers  and  3  7-mile  spur  line. 
They  implemented  an  extensive  rec- 
lamation program  that  uses  1 7 
different  grasses,  bushes  and  trees. 
And  they  provided  opportunities  for 
the  Crow  Indians  who  make  up  more 
than  half  the  mine's  work  force,  and 
whose  tribe  has  leased  the  tract's 
mineral  rights. 

The  result?  In  five  years,  the  mine 
has  yet  to  miss  a  shipment,  and  it's 
never  been  weathered  out.  When  a 
"Hundred  Year  Storm" closed  every 
other  Montana  mine  in  1978,  Sarpy 
Creek  didn  't  miss  a  beat. 

"We  got  damn  wet,  though,"  recalls 


Taylor  a  third  generation  coal  miner 
from  Kentucky  who  knows  about  all 
there  is  to  know  about  running  a 
strip  mine. 

Taylor's  experience  and  M-K's 
technology  make  Sarpy  Creek  hum. 
You  can  feel  the  rhythm.  Everything 
moves  in  synch  all  the  time,  precisely 
according  to  a  long-range  plan. 
That's  why  quotas  are  always  met. 

"A  genius  engineered  this  mine," 
says  Taylor.  "Of  course,"  he  adds  with 
a  wink,  "it  also  takes  a  genius  to 
manage  it!' 

If  you  Ve  any  sort  of  a  project  on 
your  drawing  board,  our  "geniuses" 
can  probably  contribute  to  its  pro- 
ductivity. Let's  talk  about  it.  Call 
our  CEO,  Bill  McMurren,  at  [208) 
386-6700,  and  he'll  get  the  right 
M-K  people  to  your  office  PDQ.  • 

They  'II  tell  you  what  M-K 
can  do  for  you,  and  they'll 
take  no  more  than  30 
minutes. 

PS.  If  you  have  a  yen  for 
a  really  challenging  job, 
mail  your  resume  to  Tom 
Snediker,  our  Personnel 
Director. 


MORRISON-KNUDSEN  COMPANY,  INC. 

Boise.  Idaho  83729 


Engineers.  Builders.  Developers.  Managers,  Equal  Opportunity  Employers 
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Avoid  The  Morning  Rush, 

Holiday  Inn"  locations  are  closer  to  your  business 

and  that  means  less  time  traveling 

. . .  more  time  for  you 


anc 
)usir 


So 


Holiday  Inn  gives  you  the  widest  choice 
pf  the  most  popular  locations.  So  you 
an  choose  the  one  that's  closest  to  your 
)usiness  appointments.  And  the  closer 
ou  are,  the  more  time  there'll  be  for  you. 

So  whether  your  business  is  in  the 
enter  city,  the  suburbs,  at  the  airport 
f  in  small  towns,  you'll  find  us  closer  to 
»/here  you  want  to  be.  And  of  course, 
very  Holiday  Inn  hotel  gives  you  our 
amous  "no  surprise"sm  standards  to  take 
)ood  care  of  you. 


Our  #1  People  Pleasin'  Locations  and 
Standards5™  are  just  some  of  the  reasons 
we  please  more  travelers  than  anybody 
else. 

So  the  next  time  you  travel  let  us  be  #1 
in  pleasing  you. 


The  world's  fastest  train  could  get  yo 
from  New  York  to  Washington  faster  than  you  can  f  1 


Toshiba  power  technology  at  work. 


You'll  fly,  but  not  miles  off  the  ground  —  only  inches. 
Toshiba's  new  linear  motor  technology  is  helping  to 
build  a  train  that  uses  magnetic  energy  to  pull  you  down 
the  track  at  almost  three  hundred  miles  per  hour. 

In  a  linear  motor,  the  guideway  over  which  the  train 
passes  is  actually  part  of  the  motor.  Instead  of  a  rotating 
system  of  magnets  and  coils,  efficient  supercooled 
magnets  are  on  board  the  train  and  the  coils  are  arranged 
linearly  along  the  guideway.  Power  applied  to  the  coils 
on  the  guideway  propels  the  train  at  high  speeds 
and  with  sizeable  savings  of  energy,  especially  when 
compared  with  airplanes  of  similar  capacity. 

At  Toshiba,  with  over  a  century  of  experience, 
more  'han  100,000  people  are  dedicated  to  expanding 
the  applications  of  technology  to  make  the  world's 
energy  resources  go  as  far  as  possible  in  the  fields  of 
consumer  electronics  and  appliances,  industrial 
electronics  and  heavy  industrial  equipment. 

TOSHIBA 

...  In  Touch  with  Tomorrow 


Taxing  Matters 

within  six  months  for  a  way  to  allo- 
cate the  foreign  and  U.S.  expense  de- 
ductions for  multinational  research 
and  development.  While  they're  at  it 


they  might  as  well  take  up  the  whole 
foreign  tax  credit  question.  The 
voices  from  the  Treasury  are  alternat- 
ing between  the  cautious  and  the  en- 
thusiastic. Says  David  Glickman,  dep- 
uty assistant  secretary  for  tax  policy, 
"It's  on  the  top  burner,  and  we're 


working  on  it.  I  hope  that  we'll  be 
ready  to  move  on  this  matter  within 
the  next  30  to  60  days." 

Sounds  encouraging.  The  current 
uncertainty  means  only  delayed  con- 
tracts and  missed  opportunities.  And 
that's  not  good  for  business.  ■ 


It  may  make  sense  in  good  times  to  show 
bank  bond  portfolios  at  historical  cost,  but 
when  things  turn  sour . . . 


Any  warning 
would  do 


Numbers  Game 


By  Eamonn  Fingleton 


If  you  believe  conventional  ac- 
counting, Cleveland-based  Cen- 
tran,  a  bank  holding  company 
with  $3.4  billion  in  assets,  made  a 
profit  of  $9.5  million  in  the  12 
months  ending  in  June.  At  least  that's 
the  word  investors  got  in  the  com- 
pany's income  statement.  But  for 
those  investors  clever  enough  to  scru- 
tinize the  interiors  of  financial  paren- 
theses, it  appeared  that  the  com- 
pany— whose  main  operating  unit  is 
the  Central  National  Bank  of  Cleve- 
land— lost  about  $126  million. 

Unfortunately,  such  perceptive  in- 
vestors are  rare — and  the  rest  were 
mightily  misled.  The  problem 
cropped  up  in  the  old  question  of 
bringing  your  bond  portfolio  to  mar- 
ket value  for  financial  reporting.  Con- 
ventional accounting  wisdom  says 
that  there's  no  need  to  show  a  bank's 
portfolio  at  market  cost,  since  bonds 
will  be  held  to  maturity — and  sold  at 
historical  costs. 

In  the  majority  of  cases  that  may  be 
true.  But  in  Centran's  case,  such  an 
assumption  was  disastrously  false. 

Centran  is  a  company  that  decided 
to  take  a  big  gamble  on  interest 
rates — and  lost.  It  financed  a  $275 
million  excursion  into  long-term 
bonds  with  short-term  borrowings — 
an  invitation  to  disaster,  considering 
that  short  rates  were  later  to  shoot  to 
19%.  While  typical  banks  put  only 


15%  of  their  earning  assets  in  bonds, 
Centran  placed  nearly  33%  of  its 
$2.76  billion  in  earning  assets  in  such 
instruments. 

But  because  Centran  guessed  wrong 
on  interest  rates,  by  the  end  of  June  its 
portfolio  was  drowning  in  red  ink. 
Investment  securities  were  on  the 
books  at  $975  million — but  were 
worth  only  $805  million  on  the  mar- 
ket. In  tombstone  terms,  that  meant 
Centran's  equity  base  came  down 
from  $183  million  to  a  mere  $13  mil- 
lion. Even  the  most  sanguine  banker 
had  to  feel  queasy. 

The  company  was  caught  in  a 
squeeze  of  such  proportions  that  by 
mid-June  it  had  to  sell  off  a  $47  mil- 
lion hunk  of  its  bond  portfolio,,  at  a 
$2.6  million  loss.  Only  then  did  the 
company's  unfortunate  gamble  really 
start  to  hurt. 

An  honest  mistake.  But  why 
weren't  investors  given  any  advance 
warning  by  the  accountants?  Isn't 
that  one  of  the  main  reasons  for  hav- 
ing an  accounting  system? 

There's  little  doubt  that  the  inves- 
tors were  surprised  when  push  finally 
came  to  shove  and  the  company  cut  the 
dividend  in  June.  The  stock  price  dived 
$6,  to  less  than  $16,  in  two  days. 

They  had  reason  to  be  startled.  Not 
only  did  the  company's  financial 
statements  disregard  the  losses  in  the 
bond  market,  but  as  late  as  this  year's 
first-quarter  statement,  issued  in 
April,  the  board  was  promising  to 
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maintain  the  dividend  indefinitely.  "I 
think  at  that  time  management  still 
believed  that  rates  were  going  to 
come  down  sharply,"  says  Wilson 
Brown  Jr.,  Centran  president  during 
the  bond  investment  binge  and  now 
chief  executive  officer  as  well. 

"Judging  from  the  action  in  the 
stock,  the  announcement  came  as  a 
surprise  to  most  everybody,"  says  an- 
alyst Norman  Hadsell  at  Cleveland 
stockbrokers  McDonald  &  Co.  "As 
recently  as  December  Centran  in- 
creased the  dividend.  So  the  directors 
apparently  weren't  totally  aware  of 
the  problem  either." 

Besides  trying  to  put  on  a  happy 
face  in  the  midst  of  its  problems  by 
virtually  ignoring  its  bond  woes,  the 
company  even  used  $4.5  million  of 
carryback  tax  credits  to  produce  an 
aftertax  profit  of  $1.9  million  in  the 
first  quarter.  That  was  the  company's 
tax-credit  quota  for  six  months.  The 
second-quarter  loss  of  $2.8  million 
had  no  such  cushion  and  went  right 
through  to  the  bottom  line.  Centran 
explains  that  in  the  first  quarter  it  still 
hoped  that  interest  rates  would  im- 
prove later  in  the  year — so  it  was  jus- 
tified in  taking  a  bumper  helping  of 
tax  credit.  That's  called  eating  chick- 
en one  day  and  feathers  the  next. 

Yet  through  all  this,  Centran  didn't 
break  any  accounting  rules.  It  contin- 
ued to  carry  the  bonds  at  historical 
cost,  as  it  was  required  to  do.  The  idea 
of  keeping  bond  values  at  historical 
costs  makes  sense  if  you  can  assume 
that  there'll  never  be  a  reason  to  sell 
those  bonds. 

But  when  Centran  finally  had  to 
start  selling  its  bonds  at  market  value, 
not  the  historical  value  on  the  books, 
the  accountants'  presumption  clearly 
became  misleading.  How  foolish  to 
have  an  accounting  system  that 
breaks  down  just  when  investors  need 
it  most — when  the  company  is  in 
trouble. 

Is  there  a  solution?  Well,  perhaps 
the  accountants  could  simply  pick  a 
red-flag  point  to  inform  investors  that 
trouble  is  afoot — say,  when  the  de- 
cline in  the  value  of  the  bond  portfolio 
drops  by  10%  or  more  of  the  com- 
pany's net  income.  If  10%  would  drag 
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Numbers  Game 


in  too  many  banks  in  these  days  of 
unpredictable  interest  rates,  pick  an- 
other number.  The  trigger  point  hard- 
ly matters,  as  long  as  at  some  point 
prior  to  disaster  the  accountants  warn 
the  investors. 

Argues  Brown,  "If  we  had  to  price 
every  asset  to  market,  no  banker 
would  have  any  equity.  If  you  price 
mortgage  loans  for  market  today, 
think  what  would  happen  to  the  sav- 
ings and  loan  industry." 

Yes,  think  about  it.  Maybe  inves- 
tors would  have  some  idea  of  where 
they  really  stand. 


Down  with  "the 
cash  yield  test" 

One  of  the  cheapest  methods  of 
bono  wing  capital  is  being  dis- 
criminated against  by  an  out- 
moded accounting  rule  that  benefits 
no  one.  That  rule,  called  the  "cash 
yield  test,"  mandates  that  virtually  all 
convertible  securities  be  treated  as 
"common  stock  equivalents"  that  di- 
lute primary  earnings  per  share. 

No  one  would  quarrel  with  the  con- 
cept that  when  calculating/w/Zy  dilut- 
ed earnings  per  share  you  assume  that 
everything  that  can  be  converted  to 
common  stock  bos  been — convertible 
preferred  stocks  and  debentures,  op- 
tions, warrants,  everything.  But  when 
it  comes  to  primary  earnings,  the 
most  commonly  used  figures,  things 
get  complicated.  Some  convertibles 
are  likely  to  be  turned  into  common 
stock  soon,  and  it  wouldn't  be  fair  to 
ignore  that  fact  in  calculating  primary 
earnings.  But  how  do  you  gauge  the 
likelihood  of  conversion? 

The  Accounting  Principles  Board 
answered  that  question  in  its  1969 
Opinion  15  by  inventing  the  cash 
yield  test.  It  works  like  this:  If  on 
the  day  you  issue  a  convertible  bond 
or  preferred  stock  its  yield  is  less 


than  two-thirds  of  the  prime  rate,  it 
is  a  common  stock  equivalent.  Say  a 
company  issues  a  convertible  bond 
at  a  price  of  $950  and  a  coupon  of 
10%..  The  yield  is  $100  divided  by 
$950,  or  about  10.5%— much  less 
than  two-thirds  of  prime.  Thus,  if 
there  are  $15  million  worth  of  these 
bonds  and  they  are  convertible  to 
common  stock  at  $30  each,  the 
company  has  just  created  500,000 
shares  of  common  stock  equivalents. 
If  its  earnings  applicable  to  common 
stock  are  $10  million  and  it  has  2.5 
million  common  shares  outstanding, 
its  primary  earnings  per  share  (tak- 
ing interest  into  account)  are  $3.60, 
as  opposed  to  $4  without  the  dilu- 
tion. The  more  convertibles  you  is- 
sue, the  greater  the  effect. 

With  the  prime  at  a  recent  20.5%, 
anything  yielding  less  than  13%%  is 
automatically  a  common  stock  equiv- 
alent— and  recent  convertible  issues 
have  been  yielding  between  9%  and 
11%.  Says  Larry  Grinstead  of  Baird 
Kurtz  &  Dobson,  a  Springfield,  Mo.- 
based  accounting  firm,  "We  are  in  ef- 
fect calling  all  convertible  issues  com- 
mon stock  equivalents." 

That  is  clearly  not  what  the  APB 
had  in  mind.  The  board's  logic  in  de- 
vising the  cash  yield  test:  The  buyer 
of  a  convertible  security  gives  up 
some  yield  in  return  for  the  right  to 
take  advantage  of  future  appreciation 
in  the  issuer's  common  stock.  That's 
why  companies  like  convertibles. 
They're  cheaper  than  straight  debt. 

At  some  point,  reasoned  the  board, 
the  yield  on  a  convertible  is  so  low 
that  by  accepting  it  the  buyer  is  sig- 
nalling that  he's  not  after  the  yield; 
he's  after  the  stock  and  therefore  that 
convertible  should  be  treated  as  com- 
mon stock  for  accounting  purposes. 
To  determine  whether  that  was  the 
case,  the  company  should  compare 
the  yield  on  its  new  convertible  with 
the  yield  on  another  of  its  debt  issues 
that  is  identical  in  every  respect  ex- 
cept convertibility — in  other  words,  a 
straight  bond  issued  under  the  same 
market  conditions.  If  the  difference  in 
yield  was  more  than  one-third,  the 
board  decided,  the  conversion  feature 
was  carrying  so  much  weight  in  the 
buyer's  mind  that  he  would  probably 
take  advantage  of  it. 

A  neat  theory,  but  companies  rare- 
ly, if  ever,  issue  straight  debt  and 
convertibles  on  the  same  day,  so  the 
APB  had  to  find  a  substitute.  It  picked 
the  prime  rate — even  though  that  is  a 
short-term  rate  and  thus  not  really 
comparable  to  a  long-term  bond  rate. 
After  all,  the  board  figured,  the  prime 
was  fairly  stable  and  had  been  track- 
ing long-term  rates  for  years.  The 


fallacies  in  that  logic  are  all  too  appar- 
ent today.  "The  prime  has  always 
been  somewhat  inappropriate  as  an 
indicator,"  says  an  FASB  staff  mem- 
ber who  is  studying  the  problem. 
"When  the  prime  took  off,  it  became 
very  inappropriate." 

The  prime  has  gone  so  far  through 
the  roof  that  it  is  now  higher  than 
long-term  rates.  When  the  APB  issued 
Opinion  15,  it  gave  companies  a  run- 
ning start  on  the  cash  yield  test — the 
prime  was  lower  than  bond  rates,  and 
on  top  of  that  you  could  reduce  the 
prime  by  one-third  to  reach  the  cutoff. 
But  the  inversion  of  the  yield  curve,  as 
economists  describe  the  current  situa- 
tion, means  that  a  company  has  to 
clear  a  big  hurdle  before  it  even  gets 
started  on  the  test. 

Grinstead  puts  it  bluntly:  "The  cash 
yield  test  flies  in  the  face  of  log- 
ic." He's  right,  of  course.  The  test  is 
supposed  to  approximate  a  hypotheti- 
cal corporate  bond.  But  where  do  you 
find  a  bond  yielding  21%  these  days? 
For  example,  the  recent  New  York 
Telephone  issue  maturing  in  2021 
yielded  15.725%  at  its  June  offering. 

Discouraging  as  this  may  seem, 
companies  are  still  issuing  converti- 
bles— although  perhaps  not  as  many 
as  might  be  the  case  with  a  better 
drafted  cash  yield  test.  In  the  first  half 
of  this  year,  there  were  some  50  con- 
vertible issues  by  public  companies. 

Why  don't-  companies  avoid  dilu- 
tion by  issuing  nonconvertible  debt? 
Because  they're  understandably  reluc- 
tant to  lock  in  for  20  to  30  years  the 
higher  rates  nonconvertibles  com- 
mand. Says  H.  Fred  Krimendahl,  a 
partner  with  Goldman,  Sachs,  "I  re- 
member one  convertible  issue  we  did 
where  the  company  could  have  gotten 
better  primary  earnings  treatment  by 
adding  one-eighth  on  the  coupon.  But, 
they  said,  'We'll  take  whichever  is 
better  economically,  and  let  the  ac- 
counting fall  where  it  may'  " 

Just  because  the  cash  yield  test  isn't 
preventing  companies  from  issuing 
convertibles,  that's  no  reason  to  leave 
it  in  the  dark  ages.  The  FASB  has 
already  had  one  chance  to  change  the 
benchmark  in  the  cash  yield  test. 
That  was  in  February  1980,  just  before 
interest  rates  went  wild,  and  the 
FASB  tabled  the  question  because  it 
felt  there  wasn't  enough  concern. 
Now,  however,  the  cards  and  letters 
are  coming  in,  and  the  FASB  will  re- 
consider in  September.  Possible  solu- 
tions include  substituting  Treasury 
bonds  for  the  prime,  or  even  letting 
each  company  pick  another's  straight 
bond  with  the  same  maturity  and  rat- 
ing as  its  convertible  for  purposes  of 
comparison. — Jane  Carmichael 
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Report  from  Number  One  Wall  Street 


Taking  the  anxiety  out  of 
foreign  exchange  transactions. 

Irving  Trust  can  help  you  manage  foreign  exchange  better. 

Perhaps  not  with  absolute  serenity,  but  certainly  with  more  peace  of  mind. 

Because  of  our  active  presence  in  major  worldwide  money  centers,  we  can 
respond  quickly  to  fast-changing  markets.  Every  day  from  New  York,  for 
example,  Tom  Barman,  Customer  Service  Manager,  delivers  the  expertise 
of  seasoned  traders  and  advisors. 

Together,  these  professionals  can  give  you  the  immediate  attention  needed 
to  deal  with  volatile  markets.  And  you  can  be  sure  of  superior  trade  execu- 
tions and  market  analyses. 

At  our  trading  desks  you'll  get  prompt  pricing  for  all  major  currencies  in 
spot,  forward,  swap,  and  odd-date  markets.  With  $  1  billion  traded  daily, 
you  know  were  fierce  competitors  in  pricing. 

Our  tactical  experts  can  help  you  uncover  hedging  opportunities;  brief 
you  on  "leads  and  lags";  advise  you  on  rate  structures;  furnish  the  data 
you  need  for  sound  decisions. 


i  Thomas  C.  Barman,  VP,  and 
\  Anne  Parker  Mills,  VP,  keep 
you  abreast  of  what 's  happen - 
I  ing  -and  likely  to  happen— in 
{  foreign  exchange. 


Additional  information  is  provided  by  Anne  Parker  Mills,  international 
economist.  She  keeps  close  track  of  the  factors  that  affect  world  currencies: 
economic,  financial,  and  political. 

To  put  Irving  Trust  to  work  for  you,  call  our  Foreign  Exchange  Department 
at  212/487-3180.  Or  telex  our  branches  in  London  851888851,  Frankfurt 
841416804,  Milan  8433352 12,  Tokyo  78 1287 17,  Taipei  78521710  or  Singa- 
pore 78623213.  IrvingTrust  Company,  One  Wall  Street,  New  York,  NY  10015. 


Mrmher  FDK 


Irving  Trust 

Unique.  Worldwide. 


The  inspiration  for  (his  series  was  the  question,  "What  are  the  most  critical  issues  facing  the  industries  in  which  LTV  is  active?' 


LTV.  Looking  Ahead 


What  is  America's  defense  responsibility 
for  the  rest  of  the  world? 
Sadat  vs.  one  of  America's  brilliant  educators 


ACCEPT 

RESPONSIBILITY 

Anwar  Sadat 
President 

Arab  Republic  of  Egypt 


Democracy  is  essentially  a  matter  of  ethics, 
and  in  a  democracy  we  must  stand  ready  for  a 
daily  test  of  ethics. 

Throughout  the  70's  you  Americans  suffered  from  your 
Vietnam  complex.  This  gave  the  Soviets  their  freedom  of 
action. 

In  Africa  and  the  Middle  East,  the  Soviets  have  built  three 
belts  of  security  for  themselves.  The  first  belt  stretches  from 
Angola  to  Mozambique.  The  second  belt  runs  from  Afghan- 
istan through  the  anarchy  of  Iran,  then  South  Yemen, 
Ethiopia,  and  finally  Libya.  The  third  belt  is  now  under 
construction.  Libya  and  Syria  are  starting  a  union  together. 
The  Soviet  Union  has  already  signed  a  treaty  with  Syria. 
This  would  be  automatic  in  the  case  of  Libya. 

Look  at  the  map.  These  three  belts  are  clearly  seen.  They 
threaten  us.  We  are  a  small  country.  But  if  the  Soviets  try  to 
consolidate  these  belts,  1  shall  fight. 

If  you  in  America  do  not  again  take  up  your  responsibili- 
ties, as  the  first  superpower  of  the  world  and  the  one  which 
supports  peace,  all  of  us  are  doomed.  We  shall  see  the  Soviet 
Union  in  the  Persian  Gulf  as  well  as  in  the  Mediterranean. 
We  shall  see  them  putting  their  puppets  everywhere.  And  we 
know  what  it  means  to  be  a  puppet  of  the  Soviet  Union. 
They  foreclose  people's  dreams.  They  cancel  out  all  logic. 
For  they  themselves  are  robots.  It  is  only  the  head  of  the 
party  who  can  act. 

The  forces  of  peace  can  win.  1  have  dealt  with  the  Soviets 
for  a  long  time.  Check  them,  and  they  will  pull  back. 

For  three  years  I  have  told  the  Americans  this.  I  have  said 
to  the  United  State-:  and  the  Western  European  nations  that 
I  will  give  them  facilities  to  defend  their  position  in  the  Per- 
sian Gulf.  The  collapse  of  the  oil  facilities  there  could  mean 
the  collapse  of  Western  civilization.  Without  this  oil  the  fac- 
tories will  stop.  Look  at  all  your  tanks  in  NATO.  Without  oil 
they  are  scarecrows. 

Of  course  to  share  our  facilities  with  you  and  to  cooperate 
in  other  economic  matters  is  not  only  in  your  interest.  It  is  in 
our  interest.  To  whom  will  we  send  our  oil,  if  not  the  West? 
Who  will  give  us  the  know-how  to  rebuild  our  countries? 
Who  will  in  the  end  share  with  us  the  nuclear  energy  to  re- 
place oil,  if  Western  civilization  collapses? 

The  Soviet  Union  will  not  give  us  these  things.  They  have 
?chnology  in  the  military  field  only. 


In  the  80's  there  must  be  a  new  peaceful  order  in  the 
world.  I  believe  that  we  in  Egypt  can  participate.  To  protect 
this  order,  the  U.S.  must  accept  its  responsibilities. 

You  Americans  did  not  ask  me  for  facilities  to  reach  the 
hostages  in  Iran.  But  one  day  I  came  and  said  that  I  was 
ready  to  give  the  United  States  such  facilities. 

I  remain  ready  to  offer  any  facilities  that  will  help  you 
reach  the  Gulf  states.  The  face  of  the  United  States 
has  changed  for  us.  From  that  of  the  policeman — who 
represented  imperialism  and  colonialism — to  that  of  the 
peacemaker. 


NO 

RESPONSIBILITY 

Noam  Chomsky 
I  Massachusetts  Institute  of 
Blj  .  I  Technology 

MM  Professor  of  Linguistics 


States  use  their  power  to  defend  the  "National 
Interest,"  a  mystification  devised  to  conceal  the 
special  interest  of  those  with  domestic  power. 

Typically,  the  "defense  of  the  national  interest"  policy  is 
disguised  in  high-sounding  rhetoric,  which  we  dismiss  with 
contempt  when  the  official  enemy  "defends  freedom  and 
socialism"  by  sending  tanks  to  Berlin,  Budapest,  Prague  or 
Kabul,  while  solemnly  reciting  it  when  our  own  state  acts  in 
a  similar  way. 

When  the  U.S.  Air  Force  began  the  systematic  bombard- 
ment of  rural  South  Vietnam  in  1962,  it  was  defending  those 
who  were  concerned  over  the  "domino  effect"  of  a  success- 
ful nationalist-communist  revolution  that  might  be  emu- 
lated elsewhere.  The  aggression  was  masked  as  defense 
against  "internal  aggression"  by  Vietnamese — indeed, 
South  Vietnamese. 

In  support  of  "free"  people? 

In  1947,  Truman  announced  that  the  U.S.  would  "support 
free  people  who  are  resisting  attempted  subjugation  by 
armed  minorities  or  by  outside  pressures,"  specifically,  the 
Greek  royalist  elites  and  Nazi  collaborators  restored  to 
power  by  the  British  Army,  by  then  unable  to  repress  the 
rebellion  caused  largely  by  British-backed  terrorism. 

The  U.S.  proceeded  to  defend  the  Greeks  from  "internal 
aggression"  by  supervising  a  program  of  massive  repres- 
sion, tens  of  thousands  of  political  prisoners  and  exiles,  po- 
litical executions,  reeducation  camps,  forced  population 
removal,  etc.,  exactly  as  any  rational  person  reading  the 
Truman  doctrine  would  have  predicted.  In  this  case  too, 
what  was  feared  was  the  domino  effect. 

When  the  U.S.  backed  an  invasion  force  in  Guatemala  in 


WHAT 

LTV  BELIEVES 

Speaking  for  LTV, 
Paul  Thayer 

Chairman  of  the  Board  and 
Chief  Executive  Officer 


1954,  overthrowing  a  mildly  reformist  democratic  govern- 
ment and  installing  a  regime  whose  descendants  still  admin- 
ister a  huge  reign  of  terror,  it  was  defending  the  "national 
interest"  but  nothing  else.  The  same  is  true  of  the  destruc- 
tion of  the  peasant  society  of  northern  Laos,  the  arming 
of  mass  murderers  in  Indonesia  and  El  Salvador,  and  on 
and  on. 

Cold  war  victories 

In  each  case,  the  propaganda  system  invokes  the  threat  of 
the  superpower  enemy,  exactly  as  the  USSR  does.  The  cold 
war  has  been  highly  functional  for  the  superpowers,  provid- 
ing each  with  a  framework  for  carrying  out  its  designs  within 
the  reach  of  its  power.  Hence  its  persistence,  despite  the 
threat  of  mutual  annihilation. 

The  world,  however,  is  not  what  it  once  was.  The  relative 
decline  of  Soviet  and  American  power  brings  forth  new  and 
increasingly  assertive  rivals.  The  EEC  is  moving  slowly 
toward  a  more  independent  role,  which  may  engage  it  in 
conflict  with  the  U.S.  in  the  Middle  East  and  elsewhere. 
Similarly,  Japan. 

Before  long,  pursuit  of  the  "national  interest"  may  re- 
quire new  programs,  new  forms  of  violence  and  terror,  and 
new  rhetoric. 


WHAT 

THE  PUBLIC  THINKS 

Reported  by- 
Kenneth  Schwartz 
Vice  President,  Opinion 
Research  Corporation 


It  all  depended  upon  the  kind  of  military  help  we 
mentioned.  Advisors?  Yes.  Troops?  No. 

"How  much  responsibility,  if  any,  do  you  think  the  United 
States  has  to  protect  other  countries  from  takeovers  or  mili- 
tary action  taken  against  them?"  That  was  the  question  we 
asked  the  American  public. 

Of  the  1,008  people  contacted  in  a  nationwide  telephone 
survey  for  LTV  by  Opinion  Research  Corporation,  seven  in 
ten  believe  that  the  U.S.  has  at  least  a  fair  amount  of  re- 
sponsibility to  undertake  such  protection,  while  25  percent 
believe  the  U.S.  has  little  or  no  obligation  to  do  so.  The  re- 
maining 5  percent  have  no  opinion  on  the  subject. 

However,  Americans  are  quite  selective  when  it  comes  to 
the  kind  of  military  help  they  believe  the  U.S.  should  give  a 
foreign  country  threatened  by  aggression. 

Advisors  vs.  troops 

"If  a  foreign  country  that  is  being  threatened  by  aggression 
asks  for  protection,  would  you  favor  or  oppose  the  United 
States  sending  military  advisors?"  Sixty  percent  said  they 
would  be  in  favor  of  such  a  move;  27  percent  were  opposed. 
Another  4  percent  said  ' 'it  depends" . . .  while  9  percent  had 
no  opinion. 

The  question  of  sending  troops  provoked  an  entirely  dif- 
ferent response.  Only  26  percent  favored  sending  troops 
into  a  foreign  country  threatened  by  aggression  that  asked 
for  protection.  Fifty-seven  percent  registered  their  opposi- 
tion to  such  a  move.  Six  percent  said  "it  depends" . .  .and  11 
percent  had  no  opinion. 

Sending  and  selling  weapons 

We  also  asked  a  question  regarding  whether  you  would 
favor  or  oppose  supplying  weapons  to  a  threatened  country. 
In  favor:  42  percent.  Opposed:  40  percent.  It  depends:  5  per- 
cent. No  opinion:  13  percent.  This  was  the  only  question 
where  there  wasn't  a  majority  for  one  side  of  the  issue. 

The  majority  of  people  would  favor  selling  arms  to  a 
friendly  or  neutral  foreign  country.  In  favor  of  selling  arms: 
53  percent.  Opposed:  31  percent.  It  depends:  12  percent.  No 
opinion:  4  percent. 


LTV  supports  President  Reagan's  proposal  that 
America  restore  its  own  military  capability. 

At  LTV,  we  believe  it  is  our  responsibility  to  help  focus 
attention  on  issues  that  are  critical  to  our  country  and  our 
corporation. 

Here,  we  have  tried  to  present  a  balanced  view  of  America's 
defense  responsibilities.  We're  particularly  grateful  to  the 
Egyptian  Embassy  for  helping  us  arrange  for  President  Sadat 
to  appear  in  our  Forum.  We  also  want  to  thank  Dr.  Chomsky. 

In  a  report  to  Congress  last  year,  the  Defense  Department 
estimated  that  the  Soviets  had  spent  a  total  of  350  billion  dol- 
lars more  on  defense  during  the  1970's  than  we  did.  Last  year, 
the  Soviets  devoted  12  percent  of  their  GNP  to  defense — com- 
pared to  our  allocation  of  5  percent.  The  Soviets  have  3.5 
million  people  in  uniform  compared  to  our  2  million.  They 
enjoy  a  2-to-l  advantage  in  tactical  combat  aircraft:  a  3-to-l 
advantage  in  tanks  and  armored  vehicles;  and  a  4-to-l 
superiority  in  attack  submarines.  How  should  we  assess  this? 

Secretary  of  Defense  Caspar  Weinberger  said,  "It  is  neither 
reasonable  nor  prudent  to  view  the  Soviet  military  buildup  as 
defensive  in  nature.  It  would  be  dangerously  naive  to  expect 
the  Soviet  Union — if  it  once  achieves  clear  military 
superiority — not  to  try  to  exploit  their  military  capability  even 
more  fully  than  they  are  now  doing." 

LTV  believes  we  must  honor  our  defense  commitments. 
But  to  do  so  we  must  operate  from  a  position  of  strength.  In 
terms  of  real  dollars,  we  are  spending  on  defense  today 
roughly  what  we  were  spending  after  the  Korean  War.  As  a 
percent  of  GNP  our  defense  outlay  today  is  substantially  less 
than  it  was  in  the  early  1960's.  President  Reagan  is  redressing 
this  dangerous  trend.  We  support  him  in  this  effort.  An  effort 
aimed  at  improving  our  defenses,  while  still  seeking  to  avoid 
an  uncontrollable  and  unaffordable  arms  race. 

In  the  final  analysis  increased  defense  spending  will  not 
make  us  more  secure.  Defense  dollars  must  be  spent  wisely. 
We  cannot  afford  a  huge  arsenal  of  weapons  at  the  cost  of  a 
sick  economy.  Again,  we  feel  the  President  is  on  the  right 
track.  His  program  to  revive  our  economic  strength,  and  the 
spirit  of  America,  is  every  bit  as  vital  to  world  security  as  the 
effort  to  strengthen  our  military  posture. 

LTV — through  its  subsidiary,  Vought  Corporation — has 
contributed  to  serving  the  free  world's  defense  needs  since 
World  War  I.  We  are  dedicated  to  providing  superior  aircraft, 
missiles  and  technology  at  the  lowest  possible  cost.  The  de- 
fense business  is  not  always  a  popular  one.  When  the  issues 
are  clearly  defined,  however,  we  think  most  people  see  it  to  be 
a  necessary  one. 

Defense  technology  is  only  one  part  of  LTV's  business,  but 
one  we  take  pride  in  as  an  instrument  through  which  we  help 
the  nation  meet  its  commitments  in  the  continuing  struggle 
for  freedom. 

The  LTV  Companies:  Jones  &  Laughlin  Steel,  Continen- 
tal Emsco  Company,  Vought  Corporation,  Kentron  Interna- 
tional, Lykes  Bros.  Steamship  Co.,  Inc. 


LTV 


The  LTV  Corporation  

Send  comments  or  requests  for 
more  information  to  LTV  Issues, 
P.O.  Box  225003-4D,  Dallas,  TX  75265 


Knowing  what  it's  worth 
can  he  worth  a  lot. 


We  weren't  at  Promontory,  Utah  to  help 
East  meet  West.  But  we  did  help  Pet 
Incorporated  and  I. C.  Industries,  Inc. 

WE  KNOW  VALUES. 
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As 


MERICAN 
PPRAISAL 


get  together.  The  world's  largest 
appraisal  firm  can  help  you,  too,  with 
mergers  and  much  more. 


a  very  successful  company  decide  he  is  not 
the  right  man  for  the  company's  future? 
Welcome  to  the  world  of  Jack  Crocker  and 
$4-2  billion  (sales)  Super  Valu. 


Time  to 


move  on 


By  Paul  B.  Brown 


HOW  Often  doeS  a  57 -Vear-Old  Chairman  Of  §eneral  merchandise  stores  in  medi- 
um-size cities  in  Michigan,  Minneso- 
ta, Wisconsin  and  South  Dakota.  The 
result:  Return  on  shareholders'  equity 
in  the  last  five  years  averaged  28%,  vs. 
an  industry  average  of  about  17%,  and 
sales  doubled. 

"We  don't  talk  a  lot  about  the  bot- 
tom line,"  says  Crocker,  an  accoun- 
tant by  training.  "If  you  commit  your- 
self to  serving  customers  more  effec- 
tively than  anybody  else,  it  is  difficult 
to  lose." 

That  thought  appears  in  all  annual 
reports  and  also  hangs  on  a  6-foot-by- 
1 0-foot  plaque  in  the  lobby  of  corpo 
rate  headquarters  in  Eden  Prairie,  a 
15-minute  drive  from  downtown 
Minneapolis.  A  smaller  version  is 
screwed  into  the  wall  of  President  Mi- 
chael W.  Wright's  office.  As  befits  an 
ex-football  star  who  was  a  standout  at 
the  University  of  Minnesota  and 
played  in  the  Canadian  Football 
League  in  the  early  1960s  to  earn 
money  for  law  school,  Wright,  42, 
says  he  welcomes  the  challenge  of  try- 
ing to  match  Crocker's  record. 

"In   terms   of  real   dollars,  food 
wholesaling  is  a  no-growth  industry; 
your  growth  comes  out  of  somebody 
else's  hide,"  Wright  says.  So  he  plans 
to  expand  beyond  Super  Valu's  Mid- 
west base  with  acquisitions  and  by 
working  with  the  competition.  "You 
can't  go  into  a  new  territory,  open  up 
a   warehouse   and   say,  'Everybody 
come,'  "  Wright  says.  "The  cap- 
ital commitment  is  too  great, 
and  existing  relationships  be- 
tween retailer  and  wholesaler  do 
not  break  down  easily."  But 
Wright  sees  help  coming  from 
both  ends  of  the  wholesaling 
spectrum. 

As  supermarket  chains  try  to 
upgrade  their  delivery  systems, 
Wright  expects  more  and  more 
will  turn  to  large  wholesalers  for 
help.  "They  are  finding  they 
have  enormous  amounts  of  cap- 
ital tied  up  in  warehousing,"  he 
says.  "If  they  close  their  ware- 
houses, that  capital  could  be  in- 
vested in  the  retail  end,  where  it 
should  be."  On  the  other  end  of 
the  spectrum,  small  wholesal- 
ers, squeezed  by  high  interest 
rates,  inflation  and  increased 
demand  for  services,  may  find  it 
beneficial  to  join  Super  Valu. 

"Because  of  our  size  we  can 
afford  to  offer  our  customers 
things  small  wholesalers  can't," 
says  Wright.  Indeed,  Super  Valu 
offers  quite  a  few  extra  services 
ranging  from  site  selection  and 
store  design  to  tax  counseling 
and  estate  planning,  all  priced 


During  the  past  nine  years, 
I  Jack  J.  Crocker,  the  57-year- 
old  chairman  of  the  nation's 
largest  food  wholesaler,  boosted  sales 
by  350%,  produced  a  sixfold  increase 
in  earnings,  received  the  industry's 
highest  award,  the  Sidney  R.  Raab, 
and  decided  he  was  the  wrong  man  to 
lead  Super  Valu  Stores,  Inc.  into  the 
1980s.  Methodical  and  thoughtful, 
Crocker  did  not  decide  quickly  to  re- 
linquish day-to-day  control.  But  as  he 
thought  about  the  future,  he  kept 
coming   to   the    same  conclusion. 
"Mike  Wright  [president  since 
1978  and  chief  executive  in 
June]  will  be  a  better  man  for  the 
decade  ahead  than  I  would," 
says  Crocker,  staring  at  a  dis- 
tant point  from  his  glass-en- 
closed office  in  Eden  Prairie, 
Minn.  "I  was  right  for  the  com- 
pany during  my  time,  but  now 
it's  time  to  move  on."  Crocker 
says  he  plans  to  spend  more 
time  farming  and  being  an  out- 
side director. 

There  is  a  long  pause,  and 
Crocker  continues.  "We  prob- 
ably won't  hit  $5  billion  in  sales 
this  year,  but  we  will  come 
close,  and  I  feel  the  company 
needs  someone  who  is  perhaps 
more  structured  than  I  am.  We 
don't  even  have  an  organization 
chart."  Knowing  when  to  leave 
is  a  difficult  decision,  Crocker 
agrees  with  a  sigh.  He  adds, 
"But  I  would  never  leave  unless  I 
felt  totally  confident  in  Super 
Valu's  future." 

What  Crocker  will  leave  be- 
hind is  a  Midwest  wholesaler 
that  serves  some  2,200  indepen- 
dently owned  supermarkets 
well  enough  to  supply  about 


73%  of  everything  they  sell.  Those 
stores  would  form  the  U.S.'  third-larg- 
est food  retailer,  trailing  only  Safeway 
and  Kroger.  But  while  food  wholesal- 
ing accounted  for  about  90%  of  the 
company's  $4.2  billion  sales  last  year, 
it  is  not  the  company's  most  profit- 
able business.  Two  far  smaller  divi- 
sions produced  21%  of  the  earnings. 

Shortly  after  he  arrived  at  Super 
Valu  from  the  Oregon-based  Fred 
Meyer,  Inc.  diversified  retailing  chain, 
Crocker  opened  the  first  County  Seat, 
a  casual-clothing  store.  There  are  now 
250  in  regional  malls  in  34  states. 
Super  Valu  also  operates  30  ShopKo 


Super  Valu's  Wright  (left)  and  Crocker 
"A  better  man  for  the  decade  ahead. 
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Ever  get  the  feeling  when 
your  work  is  behind,  you're  alone? 


tit 


We'll  help  you  catch  up  on  your 
accounting,  bookkeeping  and  edp. 


the  specialized  temporary  service 

•  ALBUQUERQUE  •  ALLENTOWN  •  ATLANTA  •  BALTIMORE  •  BIRMINGHAM  •  BLOOMINGTON  (MN)  •  BOSTON  •  BUFFALO 
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below  market.  "Our  customers  must 
succeed  if  we  are  to  succeed,"  Wright 
says.  "We're  in  this  together." 

Super  Valu  owns  55  supermarkets 
and  69  convenience  stores,  but  they 
serve  more  as  laboratories  than  as 
profit  centers.  Noting  the  trend 
toward  no-frill  supermarkets,  where 
products  are  stacked  in  shipping  car- 
tons and  there  is  a  charge  for  brown 
paper  sacks,  Super  Valu  last  year  pur- 
chased the  six-store  Cub  chain  in 
Minnesota.  Having  learned  how  low- 
margin  supermarkets  work,  the  com- 
pany holds  seminars  explaining  the 
concept  for  its  retailers,  in  hopes  they 
will  expand.  Many  who  attend  owe 
their  start  to  Super  Valu. 

This  year  the  company  has  set  aside 
$30  million  in  capital  to  bankroll  peo- 
ple who  want  to  become  retailers  or 
for  existing  Super  Valu  customers  who 
wish  to  expand.  "We  are  a  lender  of 


"I  feel  the  company  needs 
someone  who  is  perhaps 
more  structured  than  I  am. 
We  dont  even  have  an  orga- 
nization chart." 


last  resort,"  says  John  B.  Ferris,  senior 
vice  president-finance.  "We  look  for 
energetic  people  who  have  a  track  rec- 
ord— say  a  manager  of  a  store  who 
wants  to  step  out  on  his  own.  He  has 
hit  everybody  in  the  family  for  money 
and  now  has  $20,000  or  $30,000,  but 
is  having  problems  arranging  bank  fi- 
nancing." When  those  people  come  to 
Super  Valu,  the  company  finds  a  site 
for  them,  works  out  the  construction 
details  and  designs  a  financing  pack- 
age, often  below  bank  rates,  for  a  store 
that  can  cost  $2  million. 

"It's  an  agonizing  process,"  Ferris 
says,  referring  to  the  months  it  takes 
to  analyze  a  prospect's  chance  for  suc- 
cess. "But  one  of  the  advantages  of 
our  structuring  the  deal  is  we  know  it 
will  work;  if  it  won't,  we  don't  do  it. 
Our  hope  is  the  retailer  will  be  suc- 
cessful and  open  a  second  store,  or  a 
third.  Our  principal  business  is  selling 
the  product  to  retailers,  so  they  can 
sell  it  to  their  customers." 

It  is  a  business  Super  Valu  has  mas- 
tereds  The  company  acquired  whole- 
salers in  Pennsylvania  and  Montana 
in  the  last  four  years,  and  that  expan- 
sion will  continue  while  the  company 
builds  its  own  customers  by  supplying 
venture  capital.  Another  15  to  20 
County  Seat  stores  and  3  or  5  more 
ShopKos  will  be  added  each  year  for 
the  foreseeable  future.  Steady,  predict- 
able growth.  Says  Ferris,  "Our  oppor- 
tunities are  unlimited."  ■ 
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I    p  Plugging  into  the 

Information 

universe 


The  vast  universe  of  business 
information,  like  electrical 
energy,  has  always  been 
out  there.  But  it  took  a 
company  called  TRW  to 
make  it  more  useful 
and  productive  for 
American  business. 


transmits  credit  information 
on  business  electronically 


c 


redit  where 
credit  is  due 


Many  important 
business  deci- 
sions concern 
granting  credit  and, 
because  these 
decisions  usually 
must  be  made 
quickly,  reliable 
up-to-date  infor- 
mation about  a 
company  is 
essential.  To  help 
keep  the  wheels  of 
commerce  turning,  TRW's 
efficient  business  credit 
service  gathers, 
stores  and 


k  deliver 
In  seconds. 


When  TRW  business  credit 
subscribers  make  a  request 
for  information,  they 
receive  a  print-out  in 
their  own  office  in 
seconds.  This  report 
shows,  among  other 
data,  a  potential 
buyer's  payment 
pattern. 

It's  all  there... in 
a  TRW  Business 
Profile®.  And  with  this 
data,  fast,  intelligent 
business  decisions 
can  be  made  with  more 
confidence. 
The  information 


to  thousands  of  companies 
nationwide. 


universe  is  now  the  informa- 
tion business  at  TRW.  We've 
plugged  into  that  universe 
to  help  make  American 
business  more  productive... 
and  profitable. 

Tomorrow  is  taking  shape  at 

A  COMPANY  CALLED 

TRW 


)TRW  Inc.,  1981 


Multiplicity  makes  for 
strength. 

Just  as  the  multiplicity  of  services 
offered  by  a  universal  bank  gives  it  its 
strength.  Be  it  export  financing  as  a 
supplier  or  buyer  credit  letter  of  credit 
confirmations,  syndication  of  major 
Euroloans  or  lead  managing  public  bond 
issues,  Deutsche  Bank  gives  even  the 
most  complicated  forms  of  international 
financing  the  strong  foundation  they 
need. 

Let  the  strength  of  universal  banking 
support  your  business. 
Come  to  Deutsche  Bank  or  call: 
New  York  (212)  940-8000 
Toronto  (416)865-0630 


Deutsche  Bank 


A  century  of  universal  banking 

Central  Office:  Frankfurt  am  Mam/Dusseldorf.  Branches:  Antwerp.  Asuncion.  Brussels. 
Buenos  Aires.  Hong  Kong,  London,  Madrid.  Milan.  New  York,  Paris,  Sao  Paulo,  Tokyo; 
Representative  Offices:  Beirut,  Bogota,  Cairo,  Caracas,  Istanbul.  Johannesburg,  Lagos, 
Mexico,  Moscow,  Nairobi,  Osaka.  Rio  de  Janeiro.  San  Jose.  Santiago.  Sydney.  Tehran. 
Tokyo. Toronto;  Subsidiaries  Hong  Kong.  London.  Luxembourg.  Singapore 


Mobile  homes  in  Visalia,  Calif. 

"In  1981  a  $27, SOO  standard  double  width  comes  complete  with. 


Thanks  to  inflation  and  shrewder  market- 
ing, the  long-suffering  mobile  home  indus- 
try is finally  showing  signs  of  improvement. 


Mobile  no  more 


By  Thomas  Jaffe 
with  Robert  McGough 


Several  months  ago  Wall  Street  got 
all  excited  about  mobile  home  stocks. 
For  the  first  six  months  of  1981  the 
shares  of  the  eight  leading  producers 
and  two  largest  component  suppliers 
were  up  69%,  although  admittedly 
from  a  severely  depressed  base.  The 
theory  was  familiar:  With  the  average 
cost  of  a  new  conventional  house  run- 
ning over  $80,000,  vs.  less  than 
$20,000  for  a  "manufactured"  house, 
hard-pressed  entry-level  home  buyers 
no  longer  could  afford  to  resist  the 
factory-built  alternative. 

Persistently  high  mortgage  rates 
haven't  dashed  investor  expectations. 
Recently,  most  of  the  stocks  were  still 
holding  their  own,  despite  the  indus- 
try's reputation  as  a  highly  specula- 
tive investment.  Back  in  the  mid-Sev- 
enties,, for  example,  the  oil  embargo 
and  recession  triggered  a  shakeout 
that  shut  down  around  200  manufac- 
turers— half  the  industry.  Then,  in  the 
late  Seventies,  the  diversification  of 
some  of  the  industry  leaders  into  rec- 
reational vehicles  proved  disastrous 


because  of  continued  high  gasoline 
prices.  Even  today  industry  sales  fig- 
ures give  scant  cause  for  hope.  While 
80%  of  the  new  homes  sold  last  year 
for  under  $40,000  were  made  in  fac- 


tories, mobile  home  manufacturers 
still  captured  only  29%  of  the  total 
new-housing  market.  That's  not 
much  more  than  five  years  ago.  Indus- 
try shipments  of  221,000  units  in 
1980  pale  by  comparison  with  the 
576,000  delivered  in  1972. 

What  those  numbers  don't  show, 
however,  are  important  changes  now 
taking  place  that  brighten  the  outlook 
considerably.  There  long  have  been 
two  main  barriers  to  the  often-fore- 
cast boom  in  mobile  homes.  The  first 
is  restrictive  zoning.  Looked  upon  as 
the  ill-kept,  cheaply  made  preserve  of 
the  poor,  mobile  homes  typically  were 
relegated  by  communities  to  the 
worst  parts  of  town  or  banned  alto- 
gether. This  hurt  sales  badly. 

Just  as  big  a  problem  has  been  fi- 
nancing. Mobile  homes  traditionally 


 : 


Mobile  homes  in  North  Palm  Beach,  Fla. 

Zoning  and  financing  problems  gave  mobile  homes  a  bad  name. 
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No 

pipe  dream. 


'he  largest  privately-financed 
latural  gas  pipeline  project  ever 
indertaken  is  becoming  reality  on 
he  north  central  plains.  Ground 
las  been  broken  and  construction 
las  begun  on  the  initial  phase 
)f  the  $2.5  billion,  1,131-mile 
Northern  Border  Pipeline  from 
Montana  to  Illinois, 
nitiaily  the  pipeline  will  carry 
learly  one  billion  cubic  feet  per 
lay  of  Canadian  natural  gas  to  help 


meet  U.  S.  energy  needs.  This  is 
an  early  phase  of  the  proposed 
Alaska  Natural  Gas  Transportation 
System.  In  the  mid-1980s,  when 
the  entire  system  is  completed, 
Northern  Border  will  transport  70% 
of  the  new  Alaskan  gas  supplies 
to  markets  in  the  eastern,  southern 
and  midwestern  United  States. 

Northern  Plains  Natural  Gas 
Company,  an  InterNorth  operating 
company,  is  the  managing  partner 
in  a  group  of  companies  respon- 


sible for  design,  construction 
and  operation  of  Northern  Border. 

Over  50  years,  InterNorth  has 
applied  its  resources  and  abilities 
to  growth-directed  strategies. 
The  result  is  a  balanced  and  diver- 
sified business  structure  of  secure 
profitability  and  expansionary 
opportunity.  For  further  information 
call  Roy  A.  Meierhenry,  Vice 
President  and  Treasurer, 
402-633-4937. 


Northern  Natural  Gas  Company  ■  Peoples  Natural  Gas  Company  ■  Northern  Plains  Natural 
Gas  Company  ■  Northern  Natural  Resources  Company  ■  Northern  Liquid  Fuels  Company  ■ 
Northern  Petrochemical  Company  ■  Nortex  Gas  &  Oil  Company  ■  Nortnern  Coal  Company 

The  right  mix  at  the  right  time 


INTERNORTH 

International  Headquarters,  Omaha,  Nebraska  68102 


When  a  family  successfully 
charts  its  own  destiny... 

It  must  be  USLIFE. 


How  does  a  young  company  climb  to  the  top  so  fast? 
In  the  case  of  USLIFE  Corporation,  the  answer  is  planning. 

You  see,  when  it  was  established  in  1966,  USLIFE 
had  just  a  single  company  in  its  corporate  structure.  Its 
assets  amounted  to  some  $183  million.  But  it  had  plans. 
Ambitious  growth  plans. 

Today,  USLIFE  is  a  rapidly  growing  family  of  nine 
life  insurance  and  other  related  financial  services  companies. 
It's  an  upwardly  mobile  family  for  sure.  Because  its  assets 
are  now  approximately  $3  billion.  And  it  keeps  moving 
upwards  with  the  help  of  an  aggressive  management  team. 
People  who've  learned  the  value  of  planning  through 
experience. 

Planning:  the  route  up. 

Behind  the  dynamic  growth  of  USLIFE  is  a 
'philosophy  we  call  the  grand  design.  A  way  of  fulfilling 
(predetermined  objectives  through  long-range  strategic 
planning. 

One  objective  was  to  become  a  life  insurance-based 
jdiversified  financial  services  organization.  The  result:  our 
family's  nine  life  insurance  companies  now  contribute  over 
98%  of  USLIFE's  income.  And  with  $43  billion  of  life  insur- 
ance in  force,  our  family  has  become  a  major  factor  in  both 
the  individual  life  insurance  and  credit  life  insurance 
industries. 

Our  sales  keep  pushing  us  ahead. 

USLIFE  is  innovative.  Marketing-oriented.  Respon- 
sive. Good  reasons  why  our  life  insurance  sales  can  keep 
outpacing  the  industry  as  a  whole.  In  the  most  recent 
rankings,  the  face  amount  of  our  ordinary  life  sales  placed  us 
(second  among  all  stock  life  insurance  companies. 

What's  more,  our  1980  sales  of  permanent  life  in- 
surance were  up  dramatically  over  the  year  before — proof 
that  USLIFE  performs  even  in  tough  economic  times. 

All  this  is  just  part  of  the  growth  momentum  that 
Ikeeps  USLIFE  moving  up  and  up  and  up.  So,  see  for 
yourself  what  more  and  more  astute  investors  are  discover- 
ing about  USLIFE.  Just  ask  for  a  copy  of  our  annual  report 
and  latest  quarterly  earnings.  Write  to  Department  M, 
USLIFE  Corporation,  125  Maiden  Lane,  New  York,  NY  10038, 
or  call  212-709-6226. 


OUR  FAMILY  OF  COMPANIES. 

Life  Insurance  

The  United  States  Life 
Insurance  Company  

USLIFE  Life  Insurance 
Company  of  California  

USLIFE  Credit  Life  

Great  National  Life 

Old  Line  Life  

All  American  Life 

Lincoln  Liberty  Life  

Sooner  Life 

Security  of  America  Life 

Financial  Services 

USLIFE  Advisers,  Inc.  

USLIFE  Credit  Corporation 

USLIFE  Equity  Sales  

USLIFE  Realty  

USLIFE  Real  Estate  Services 

USLIFE  Systems  

USLIFE  Title  Insurance 
Company  of  Dallas 

USLIFE  Title  Insurance 
Company  of  New  York 


life  is  a  family  affair 

USLIFE  Corporation 

125  Maiden  Lane,  New  York,  NY  10038 


have  been  treated  as  property  that  de- 
preciated like  automobiles.  So  their 
purchase  entailed  larger  down  pay- 
ments, shorter-term  loans  and  higher 
interest  rates  than  site-built  homes. 
Most  mobile  home  financings  are  in- 
stallment-type loans  whose  terms  av- 
erage 10  to  15  years,  require  a  down 
payment  of  20%  or  more  and  carry 
interest  rates  1  Vi  points  above  the 
usual  home  mortgage  rate.  That's  no- 
where near  as  good  as  the  maximum 
mortgage  term  on  a  conventional  sin- 
gle-family dwelling,  which  can  be  up 
to  30  years,  require  as  little  as  a  5% 
down  oayment  and  carries  rates  of 
16.5%  to  17%. 

Says  Robert  Antrim,  president  of 
Coast  Federal  Savings  &  Loan  Co.  of 
Sarasota,  Fla.,  "In  the  past  our  attitude 
was:  How  can  these  mobile  home 
owners  become  reliable,  permanent 
fixtures  in  an  area  if  there's  always 


"You  must  look  at  mobile 
homes  as  part  of  the  prima- 
ry housing  market.  Owners 
will  be  less  willing  to  uproot 
if  they  give  up  the  apprecia- 
tion of  the  real  estate  be- 
neath their  home." 


the  likelihood  of  their  pulling  up 
stakes  and  moving  their  home?" 

But  now  these  two  key  barriers  are 
starting  to  erode.  A  recent  California 
law  prohibits  the  exclusion  of  manu- 
factured houses  from  any  lots  meant 
for  single-family  dwellings.  Indiana 
has  passed  a  similar  statute.  Last  year 
Maryland's  affluent  Montgomery 
County — where  the  average  home 
costs  over  $1 10,000 — also  changed  its 
regulations.  The  Michigan  Supreme 
Court  has  ruled  that  communities 
cannot  restrict  the  location  of  mobile 
homes  just  because  they  are  "manu- 
factured." And  similar  decisions  have 
been  handed  down  in  the  lower  courts 
of  Montana  and  New  Mexico. 

"Across  the  country,  communities 
are  waking  up  to  the  fact  that  afford- 
abihty  is  a  critical  issue  in  housing," 
says  Donald  Hovde,  undersecretary 
for  the  Department  of  Housing  &  Ur- 
ban Development.  "We  see  manufac- 
tured homes  as  playing  a  very  impor- 
tant role,  especially  for  those  at  mod- 
erate-income levels.  At  the  federal 
level,  we  should  work  toward  allowing 
manufactured  housing  to  be  insured 
under  Title  II — home  loan  coverage — 
rather  than  Title  I,  which  is  for  con- 
sumer loans.  There  will  have  to  be 
zoning  changes.  That's  why  I'm  de- 
lighted to  see  what's  recently  hap- 
pened in  California  and  Michigan." 


The  financing  of  mobile  homes  is 
also  becoming  easier.  Last  month  the 
Federal  National  Mortgage  Associ- 
ation announced  it  would  create  a  sec- 
ondary market  for  the  $17  billiOn-plus 
in  outstanding  mobile  home  loans. 
Such  recycling  will  make  it  easier  for 
future  mobile  home  buyers  to  get  the 
loans  they  need.  Also,  the  Federal 
Housing  Administration's  maximum 
loan  for  a  multisection  manufactured 
house — usually  a  28-foot,  double- 
width  unit  of  some  1,800  square  feet 
on  a  developed  lot — will  be  increased 
from  $36,000  to  $40,000  by  1982. 

Howard  Carnes,  head  of  the  Atlanta 
Fannie  Mae  office,  which  covers  eight 
southeastern  states,  puts  it  this  way: 
"If  this  housing  is  put  on  a  lot  perma- 
nently attached  to  a  foundation;  if  the 
title  insurer  will  insure  it  as  real  prop- 
erty; if  the  seller  of  the  loan  will  give 
me  an  assurance  that  the  home  will  be 
taxed  as  real  property — then  I'm  all 
set,  because  basically  I'm  getting  the 
same  kind  of  mortgage  as  on  a  stick- 
built  house.  The  biggest  problem  in 
much  of  my  region  is  that  for  taxing 
purposes  these  homes  are  still  consid- 
ered personal  property  and  are  under 
the  jurisdiction  of  state  motor  vehicle 
authorities.  Changing  that  will  not  re- 
quire legislation.  In  fact,  it  already  is 
taking  place." 

A  key  reason  such  a  change  is  hap- 
pening is  that  important  lenders  have 
started  to  push  for  it.  Take  the  exam- 
ple of  Citicorp.  With  more  than  $1.8 
billion  in  net  outstanding  mobile 
home  loans,  Citicorp's  portfolio  is  the 
biggest  in  the  U.S.  Says  Richard 
Krum,  manager  of  mobile  home  in- 
dustry relations  for  Citicorp  Accep- 
tance Co.:  "You  must  look  at  mobile 
homes  as  part  of  the  primary  housing 
market.  The  owners  certainly  will  be 
less  willing  to  uproot  if  by  doing  so 
they  give  up  the  appreciation  poten- 
tial of  the  real  estate  sitting  beneath 
their  home."  While  the  financing  of 
these  land/mobile  home  purchases  ac- 
counts for  less  than  1%  of  Citicorp's 
portfolio,  the  goal  is  to  increase  those 
loans  to  8%  by  1983. 

Central  to  the  acceptance  of  mobile 
homes  is  their  degree  of  permanence . 
In  practice,  it  already  is  very  high. 
About  90%  of  today's  manufactured 
houses  never  budge  once  they  have 
reached  their  site.  Factory-built  in  one 
or  more  sections,  they  are  shipped 
preassembled  and  joined  together  on 
location  atop  a  foundation.  Unlike  the 
spartan  models,  say,  of  the  late  For- 
ties, whose  bathroom  floors  doubled 
as  shower  pans,  in  1981  a  $27,500 
standard  double-width  comes  com- 
plete with  cathedral  ceilings,  wood- 
burning  fireplace,  a  shingle  roof. 


To  encourage  permanence  still  fur- 
ther and  thus  facilitate  financing, 
manufacturers  are  extolling  the  vir- 
tues of  mobile  home  subdivisions 
where  the  owner  purchases  the  land 
and  the  house,  and  of  condominiums 
where  owners  collectively  have  an  in- 
terest in  the  common  grounds.  For 
example,  $427  million  (sales) 
Fleetwood  Enterprises  Inc.  of  River- 
side, Calif,  is  in  a  joint  venture  to 
develop  a  retirement  community  in 
Venice,  Fla.  Fleetwood  provides  the 
housing  and  the  construction  loan  fi- 
nancing and  shares  the  land  cost.  Its 
partner,  a  local  real  estate  operator, 
handles  everything  from  the  sale  of 
the  homes  to  the  on-site  management 
and  splits  the  profits. 

For  some  companies,  the  key  to 
new  marketing  is  vertical  integration. 
Take  little  $43  million  (sales)  Oak- 
wood  Homes  Corp.  of  Greensboro, 
N.C.,  whose  5.7%  margin  since  1976 
is  a  leader  among  manufacturers. 
Oakwood,  which  sells  its  houses 
mainly  through  40  company-owned 
retail  centers,  also  operates  six  rental 
parks  and  would  like  to  convert  them 
to  condominiums.  Champion  Home 
Builders'  real  estate  division  recently 
bought  Global  Mobile  Homes  of  De- 
troit, a  six-outlet  dealership. 

Perhaps  the  most  intriguing  devel- 
opment is  the  emerging  alliance  of  the 
mobile  home  manufacturers  and  their 
longtime  rivals,  the  conventional 
home  builders.  "The  small  and  medi- 
um-size builder  is  the  one  getting 
killed  by  the  decline  in  the  housing 
market,"  says  CEO  Nicholas  St. 
George  of  Oakwood.  "To  some  extent 
he'll  have  to  come  to  us  for  product." 

Fleetwood  is  supplying  100  top-of- 
the-line  manufactured  houses  (aver- 
age price  plus  lot  around  $96,000)  to  a 
project  in  Yorba  Linda,  Calif,  that  also 
will  have  200  site-built  homes  (aver- 
age price  over  $200,000).  Should  this 
trend  catch  hold,  real  estate  develop- 
ers could  become  the  new  sales  force 
for  factory-built  homes — which  they 
often  attacked  in  the  past  as  inferior. 
That  not  only  would  add  credibility  to 
the  industry,  it  also  would  change  the 
entire  distribution  pattern  of  manu- 
factured housing.  One  straw  in  the 
wind  is  U.S.  Home's  recent  $45  mil- 
lion offer  for  mobile  home  manufac- 
turer Golden  West. 

So  is  this  the  time  to  have  another 
fling  with  the  mobile  home  industry? 
For  the  first  time  that  is  more  a  ques- 
tion of  how  long  you  think  the  Federal 
Reserve  will  keep  the  monetary 
brakes  on  than  whether  or  not  the 
industry's  traditional  handicaps  can 
be  overcome.  They  can  be,  and  are 
being.  ■ 
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Who  can  install  a  satellite  system 
that  won't  wipe  out  the  savings 
that  convinced  you  to  use  it 
in  the  first  place? 


American  Satellite.  We  don't  let 
your  savings  vanish  into  thin  air. 


While  satellite  communications      W\    \    \  »■ 
goes  a  long  way  toward  reducing  your  operating 
costs,  it  is  also  critical  that  the  installation  of  a  satel- 
lite system  is  reasonable.  At  American  Satellite  ";  we 
provide  communications  systems  that  use  earth 
station  terminals  that  can  be  installed  on  your 
premises  at  a  low  cost.  This  system  is  modularized 


Satellite  communications  is  fast 

replacing  and  augmenting  tradi-  i^-'wE- 

tional  transmission  over  terrestrial  ^%v&«Se 

lines  as  the  most  cost  efficient  j  ^esQl 

way  of  doing  business  Satellite  (mB^^S 
systems  set  up  by  American  Satel-  ■mBr*rJmi 

lite  Compai  iy  i  irovide  fast,  reliable  JP/ 
and  accurate  channels  for  the 
transfer  of  data.                       mfc*  t/  '^i 


so  it  can  be  modified  as  your  needs 
change. 


one  of  the  values  of  an  American 
Satellite  communications  system. 
As  a  pioneer  in  satellite  communi- 
cations we  have  the  experience 
to  provide  the  right  system  for  you 
at  a  cost  that  fits  into  your  corpor- 
ate plans.  For  more  information, 


Low  installation  costs  is  just 


write  to:  American  Satellite  Company,  1801  C1 
Research  Boulevard,  Rockville,  Maryland  20850. 
Or  call  (301)  251-8300. 


American  Satellite  Company  is  a  joint  venture 
between  Continental  Telephone  and  Fairchild  Industries 


Between  heaven  and  earth 
there's  little  we  can't  do. 


Our  Retail  Group  owns  and  operates  Liberty  House  department  stores. 
(In  Hawaii,  California  and  Nevada.)  Our  Distribution  Group  is  one  of  the 

nation's  leading  wholesalers  of  pharmaceuticals,  electrical  and 
mechanical  supplies.  Both  groups  are  successful,  and  should  be.  We've 
been  wholesalers  and  retailers  for  over  a  hundred  years. 
When  the  question  is  Amfac,  the  answer  is  yes. 

i^nnifac 

Forbes  500.  $2  billion  revenues. 
Dividend,  $1 .44.  Return  on  Equity,  18.9%. 


1981  Amfac.  Inc. 


Behind  the  Kroger  Co.  's  newfound  expan- 
sion lies  an  old-fashioned  principle:  The 
customer  is  always  right. 


250,000  unpaid 
consultants 


By  Eamonn  Fingleton 

OPTO  A  QUARTER  OF  A  MILLION 
shoppers  in  communities 
throughout  the  Midwest  and 
South  will  be  grilled  during  in-depth 
interviews  this  year  by  researchers 
working  for  the  Kroger  Co.  supermar- 
kets. The  results  of  those  interviews 
will  be  gone  over  with  a  fine-tooth 
comb  back  in  corporate  headquarters 
in  Cincinnati.  "The  fundamental 
strength  of  this  company  is  in  listen- 
ing to  what  the  customers  are  telling 
us,"  says  Kroger  Chairman  Lyle  Ever- 
ingham  emphatically  in  his  wood- 
paneled  office. 

It's  obviously  a  winning  formula. 
This  year  Kroger  has  a  shot  at  earning 
more  than  any  other  major  supermar- 
ket chain,  showing  an  earnings 
growth  record  that  has  been  topped 
only  by  Supermarkets  General  in 
recent  years.  And  that  won't  be  a  flash 
in  the  pan:  Over  the  past  ten  years, 
the  company's  return  on  equity  has 
more  than  doubled,  to  around  17%  on 
less  than  half  the  long-term  debt  bur- 
den that  most  major  chains  carry. 

Kroger  has  learned  the  hard  way 
how  to  listen  to  its  customers.  Seri- 
ously deteriorating  growth  and  profit- 
ability ten  years  ago  necessitated 
some  difficult  choices.  "We  decided 
that  we  had  neither  the  human  re- 
sources nor  the  capital  to  store  the 
U.S.,"  Everingham  recalls.  "We  were 
putting  a  store  here  and  a  store  there 
and  we  really  didn't  have  any  concen- 
tration. We  were  losing  share  of  mar- 
ket in  a  number  of  markets  that  had 
previously  been  important  to  us  be- 
cause we  were  neglecting  them  in  our 
move  to  the  suburbs." 

The  ax  fell  decisively,  as  Kroger 
pulled  out  of  such  former  strongholds 
as  Chicago,  Cleveland,  Milwaukee, 
Madison  and  Birmingham  and  went 
instead  where  population  growth  was 
strongest  and  competition  weakest: 
the  Sunbelt.  It  does  not  bother  Ever- 
ingham that  most  of  the  tactics 
Kroger  has  been  following  since 
then — superstores  for  one-stop  shop- 
ping, high-margin  specialty  depart- 
ments, pick-and-choose  produce  de- 
partments, 24-hour  openings — were 
pioneered  in  California.  "I  don't  think 
there  are  many  of  us  at  Kroger  who 
consider  ourselves  inventors  of  any- 
thing," he  says  calmly.  Kroger  lets 
others  invent.  It  tests  ideas  exhaus- 
tively, and  then  it  implements  those 
ideas  decisively. 

When  California  supermarkets 
switched  from  plastic-wrapped  fruit 
and  vegetable  packages  to  loose  sell- 
ing, for  example,  Everingham  was 
skeptical.  He  tested  the  new  idea  in 
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Kroger  supermarkets  and  at  first 
couldn't  believe  the  results.  "We 
thought  that  if  customers  were  al- 
lowed to  pinch  the  peaches  and  the 
tomatoes  there  would  be  more  shrink- 
age and  loss,  and  other  customers 
would  be  turned  off,"  he  recalls.  "But 
with  the  right  display,  customers  find 
it  very  satisfying  to  pick  out  their 
own  produce  and  they  can  take  exact- 
ly the  amount  they  need.  What  we 
learned  is  that  in  the  long  run  a  good 
produce  department  is  probably  a 
heck  of  a  lot  more  important  to  a 
shopper  than  the  price  of  Tide  or 
whether  we  have  ten  varieties  of 
canned  peaches."  Now  all  Kroger 
fruits  and  vegetables  are  sold  loose  in 
displays  right  beside  the  entrances  of 
their  stores.  And  Kroger 's  produce 
sales  are  relatively  higher  than  those 
of  its  competitors. 

High-margin  sideshows  like  delica- 
tessens, bakeries,  cheese  counters, 
flower  shops,  cosmetics  counters  and 
restaurants  were  researched  among 
customers  with  equal  care  before 
emerging  from  the  pilot  stage.  The 
results  are  occasionally  spectacular: 
Kroger  is  the  largest  florist  in  the 
country.  From  a  standing  start  just 
two  years  ago,  Kroger  now  has  400 
flower  shops  in  its  almost  1,300  stores 
doing  up  to  4%  of  sales  volume,  and 
the  company  expects  to  have  about 
700  in  two  years'  time. 

The  fact  that  Kroger 's  agonizing  re- 
appraisal coincided  with  the  oil  em- 
bargo of  1973  made  its  swing  into 
one-stop  shopping  all  the  more  impor- 
tant, of  course.  With  the  soaring  cost 
of  gasoline,  shoppers  would  obviously 
be  doing  a  lot  less  cruising  among 
different  stores.  Talking  to  customers 
made  it  clear  that  24-hour  openings 
were  more  important  than  had  been 
thought. 

"As  customer  demographics 
change,  more  families  find  it  conve- 
nient for  shopping  patterns  to  be  non- 
traditional,"  Everingham  explains. 
"The  one-stop  shopping  center  is  the 
attraction.  At  two  o'clock  in  the 
morning  they  don't  want  to  run  from 
a  grocery  shop  to  a  butcher  shop  that 
isn't  open  or  a  flower  shop  that  isn't 
open.  If  we  weren't  as  total  as  we  are, 
not  as  many  of  them  would  come." 

Kroger's  exhaustive  customer  re- 
search has  taught  the  company  some 
subtler  points  as  well.  In  a  high-mar- 
gin department  like  produce,  it  has 
found  ,  that  teaching  cooking  tips  to 
assistants  has  contributed  greatly  to 
sales.  Five  years  ago  Kroger  didn't  sell 
any  avocados,  for  example.  Middle 
America  just  didn't  know  what  to  do 
with  them.  Today  Kroger  moves 
about  12  million  pounds  of  avocados  a 


Produce  on  display  at  Kroger 

"We  thought  that  if  customers  were  allowed  to  pinch  the  peaches. 


year.  Artichokes,  which  Kroger  also 
mtroduced  in  the  mid-Seventies,  sell 
approximately  2  million  high-value 
pounds  a  year. 

Everingham's  latest  enthusiasm  is 
nutrition  centers,  a  shameless  steal 
from  California.  He  opened  his  first  in 
Virginia  in  July  and  the  idea  has  gone 
over  so  well  that  Everingham  is  pre- 
dicting there  will  be  some  250  in  oper- 
ation by  the  end  of  1983. 

There  have  been  mistakes  along  the 
way,  of  course.  But  these  errors  were 
quickly  rectified  when  the  customers' 
complaints  came  back  loud  and  clear. 
For  a  long  time,  Kroger  did  not  have 
baggers  and  carryout  assistants,  for 
instance.  "We  could  excuse  ourselves 
because  we  were  an  organized  com- 
pany and  therefore  paid  high  wages, 
so  we  couldn't  afford  to  have  baggers 
and  sackers,"  says  Everingham. 
"Well,  that's  an  excuse  but  not  a  very 
good  reason.  Today  we  provide  the 
baggers  and  sackers  that  our  custom- 
ers expect.  Working  with  our  people 
and  with  the  unions  we  have  gotten  it 
done." 

Underneath  Kroger's  flashy  market- 
ing there  is  a  shrewd  financial  engine. 
Its  dividend  pay-out  ratio,  at  about 
one-third  of  earnings,  is  miserly  by 
industry  standards. 

But  it  is  high  retained  profits,  cou- 
pled with  a  big  squeeze  on  working 
capital  (which  has  increased  by  only 
20%  in  ten  years)  and  a  policy  of  rent- 
ing rather  than  buying  that  help  ex- 
plain why  Kroger  has  expanded  its 
retail  selling  space  by  30%  in  the  last 
five  years  without  balance  sheet 
strain.  Kroger  has  also  cashed  in  on 
Industrial  Revenue  Bond  (IRB)  financ- 
ing and  has  plans  to  use  pension  fund 
sales  and  leasebacks  to  build  stores — 


instead  of  financing  them  primarily 
with  debt. 

Everingham  speaks  with  pride 
about  Kroger's  recent  financial  suc- 
cesses: "I  can  recall  when  our  store 
building  was  like  a  yo-yo,  which  went 
up  and  down  depending  on  the  earn- 
ings of  the  last  quarter  and  a  half.  We 
didn't  really  do  a  job  of  anticipatory 
financing.  But  today  we  know  we  are 
going  to  open  110  stores  this  year  and 
we  can  do  it  with  confidence  because 
we  have  already  made  the  financial 
arrangements." 

With  hindsight,  even  Kroger's  bor- 
rowing has  turned  out  to  have  been 
well  timed.  Its  average  cost  of  money 
is  only  an  estimated  9.6% — which 
seems  cheap  by  today's  standards. 

All  this  looks  very  fortunate,  since 
it  gives  Kroger  plenty  of  financial  lee- 
way to  make  hay  out  of  President 
Reagan's  accelerated  depreciation 
rules.  The  new  deal  is  usually  worth 
more  when  a  chain  finances  new 
stores  itself — otherwise  the  landlord 
will  get  most  of  the  benefit,  which  he 
may  not  pass  on  in  lower  rents.  More 
than  most  other  companies,  Kroger 
can  afford  to  borrow  to  construct  its 
own  supermarkets. 

Everingham  believes  that  for  a  typi- 
cal Kroger-financed  store,  the  new 
rules  will  give  it  an  extra  $655,000  of 
depreciation  over  the  first  five  years 
of  its  life — so  the  cash-flow  gain  is 
about  $300,000. 

With  Kroger's  capital  spending  run- 
ning at  about  $300  million  a  year,  the 
total  benefit  could  be  enormous.  But 
with  typical  Kroger  circumspection, 
Everingham  is  looking  at  the  problem 
from  all  angles  before  deciding  how  to 
proceed.  Until  then  he  is  not  counting 
chickens  before  they're  hatched.  ■ 
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Two  of  the  few  things 
you  can  count  on. 


In  an  age  when  there's  so  little  to  be  sure 
of,  Chubb  stands  out  as  a  rare  exception. 

Since  1882,  we've  earned  our  place  as  one 
of  America's  most  respected  insurance 
organizations. 

Is  this  because  of  the  special  protection 
we  know  how  to  write  into  a  policy?  Because 
of  such  innovations  as  our  progressive  forms 
of  property  valuation?  Or  because  of  our 
reputation  for  responsive  claims  service? 

It' s  all  of  these  things  and  more.  The  fact 
is,  we've  spent  years  working  with  our  inde- 
pendent agents  and  brokers  who  truly 
understand  our  customers'  personal  and  com- 
mercial insurance  needs. 

Ask  about  the  extra  measure  of  protection 
available  from  Chubb.  You'll  see  how  it  all 
adds  up. 


k: 

CHUBB 


Group  of  Insurance  Companies 

ioo  William  Street,  New  York,  N.Y.  10038 


Chubb  is  proud  to  play  a  part  in  bringing  you  The  Dick  Cavett  Show.  Watch  for  it  on  your  local  PBS  statioi 


With  fixed  mortgages  all  but  dead — another  inflation  victim — 
and  90%  of  their  customers  priced  out  of  the  market,  the  housing 
industry  needs  new  lending  instruments.  The  money  will  come, 
but  customers  will  have  to  compete  with  everyone  else  for  it. 

Where  will  the  money 
come  from? 


iessie  and  Don  Vicha  have 
given  up  looking  for  a  house 


J I 
near  Chicago  because,  on  their  combined  $35,000 
income,  they  can't  afford  one.  The  cheapest  house 
they  could  find  was  about  $75,000,  and  with  today's  17%- 
plus  interest  rates  that  would  have  cost  $900  a  month,  half 
their  take-home  pay.  That  wouldn't  do.  So  they  will  stay  in 
a  two-bedroom  apartment — Jessie  is  pregnant  with  her 
first  child — in  Chicago's  lower-middle-class  Rogers  Park. 
They  will  wait  for  a  more  hospitable  credit  market — along 
with  a  few  million  other  Americans. 

In  Escondido,  Calif,  home  builder  W.  Scott  Biddle  has 
been  auctioning  off  unsold  tract  homes  at  distress  prices. 
He  expects  to  lose  several  million  dollars  on  the  605  units 
he  built  last  year.  "When  interest  rates  went  above  12%, 
people  stopped  buying,"  he  says. 

These  two  examples,  a  frustrated  young  couple  and  a 
hard-pressed  builder,  sum  up  the  extraordinary  bind  the 
U.S.  housing  industry  is  in.  Everywhere  there  are  responsi- 
ble prospective  buyers,  everywhere  competent,  hopeful 
sellers  .  .  .  and  everywhere  a  mutually  painful  inability  to 
get  together  that  has  now  reached  the  proportions  of  a  true 
crisis.  A  much  overused  word,  that,  but  how  else  charac- 
terize a  situation  in  which  the  demand  for  new  housing 
units  is  2  million  a  year  but  the  construction  rate  is  barely 
more  than  1  million?  How  else  describe  the  incredibly 
shrinking  mortgage  market?  The  volume  of  new  home 
mortgage  loans  made  last  year  was  $131  billion,  down  30% 
from  1979.  For  the  first  half  of  1981  it  was  off  11%  from 
the  depressed  1980  level. 

Symptoms  of  the  crisis  emanate  daily  from  the  housing 
industry  itself  and  other  businesses  that  live  on  it.  Scott 
Biddle  had  103  people  on  his  payroll  two  years  ago.  Today 
he  has  18.  Unemployment  in  the  construction  industry  is 
running  above  15% — some  770,000  employees  idle,  plus 
perhaps  200,000  self-employed  workers.  Add  the  effects  on 
construction-dependent  companies — the  fiberglass  plants 
and  the  plywood  mills  and  so  on — and  the  total  would 
double. 

Beyond  the  damage  to  the  economy  itself — housing 
averages  4%  of  the  gross  national  product — is  the  effect  on 
the  national  psyche.  Federal  programs  stretching  back  half 
a  century,  from  FHA  to  VA,  from  Fannie  Mae  to  Regula- 
tion Q,  succeeded  in  channeling  an  ample  flow  of  capital 
into  the  housing  market  at  affordable  and,  latterly,  bargain 
rates.  They  worked  well  enough  to  transform  a  nation  of 
renters,  by  and  large,  into  a  nation  of  homeowners.  Be- 
tween 1940  and  1980  the  number  of  households  owning 


By  William  Baldwin 


the  roof  over  their  heads  soared  from 

  44%  to  66%.  The  dream  of  owning 

one's  own  home  was  made  immeasurably  more  plausible 
in  a  host  of  other  ways,  from  income  tax  breaks  on 
mortgage  interest  and  local  taxes  to  the  interstate  highway 
building  program.  Now  comes  the  present  crisis,  just  as  the 
post-World  War  II  and  post-Korean  War  babies  are  toddling 
into  the  market.  Given  today's  interest  rates,  less  than 
10%  of  American  families  can  afford  to  carry  a  mortgage 
big  enough  to  swing  a  median-priced  new  home  (see  chart). 
That  translates  into  millions  of  young  families  suddenly — 
and,  as  far  as  they  can  tell,  undeservedly — being  forced  to 
give  up  the  dream,  hang  on  somewhere  as  renters  or  double 
up  with  the  in-laws. 

An  industry  that  finds  90%  of  its  prospective  customers 
priced  out  of  the  market  is  not  a  business  but  a  disaster. 
When  that  industry  customarily  occupies  4%  of  the  na- 
tion's economy,  the  disaster  area  is  nationwide.  Some- 
thing, clearly,  has  to  give.  The  only  "something"  in  sight 
that  can  respond  to  the  present  need  is  perhaps  the  most 
deeply  entrenched  element  in  the  U.S.  housing  structure — 
the  fixed-rate,  long-term  mortgage. 

Over  the  past  50  years  this  kind  of  loan  has  acquired  the 
status  of  an  inalienable  right.  But  in  inflationary  times  it  is  a 
bad  gamble  for  the  lender.  He  is  betting,  after  all,  that  he  can 
peg  an  interest  rate  so  high  that  depreciating  buying  power 
won't  catch  up  with  it  before  the  loan  is  retired.  But  lenders 
have  been  losing  that  gamble  for  more  than  a  decade  and  it  is 
now  hard  to  find  one  still  willing  to  play  under  the  old  rules. 

Yet  bankers  have  not  closed  up  shop.  For  the  last  several 
years  they  have  been  tinkering  with  different  systems  of 
repayment,  trying  to  come  up  with  a  mortgage  instrument 
more  appropriate  to  an  age  of  endemic  inflation.  One  of 
the  first  innovations  developed  by  lenders  in  the  Seventies 
was  the  renegotiable  mortgage,  in  which  the  interest  rate 
is  reset  periodically — usually  every  one  to  five  years — at 
then-prevailing  rates.  It  has  been  less  than  a  howling 
success,  in  part  because. monthly  payments  jump  around 
too  much.  A  $50,000,  30-year  mortgage  at  8%  requires  a 
monthly  payment  of  $367.  At  16.5%  it  shoots  to  $693. 
Can  that  happen?  It  did,  to  customers  of  Connecticut 
Savings  Bank  who  signed  up  for  a  pioneering  renegotiable 
mortgage  in  1975.  The  going  rate  then  was  8%.  When 
their  contracts  came  due  in  1980,  it  was  above  16% 
"There  was  a  lot  of  unhappiness  about  it,"  says  Lawrence 
H.  Smith,  the  bank's  marketing  director.  The  bank  settled 
for  a  raise  to  13%  but  asked  borrowers  to  agree  to  a 
shortening  of  the  renewal  period  to  three  years. 
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Note,  the  variable  rate  succeeded  only  partially  in  pro- 
tecting the  bank.  In  the  end  it  had  to  settle  for  something 
less  than  market  rates — at  the  time  Connecticut  Savings 
Bank  was  paying  15%  on  new  money  market  certificates. 

"We  used  to  do  renegotiable-rate  mortgages,"  says  Jim 
Sullins,  a  vice  president  in  the  Houston  office  of  Pulte 
Homes.  "But  we  found  that  after  two  or  three  years 
we  were  having  to  double  monthly  payments 
just  to  stay  ahead  of  interest  rates.  From  a 
conscience  point  of  view  that  got  hard 
to  handle.  Also,  the  default  risk 
skyrockets." 

The  renegotiable  con- 


No  foundation 


cept  has  been  refined  more  recently  into  a  now  widespread 
mortgage  more  properly  called  variable  rate.  The  interest 
rate,  pegged  to  a  standard  like  the  rate  on  some  govern- 
ment security,  changes  as  often  as  every  three  months. 
Shortening  the  adjustment  period  lessens  the  surprise  ele- 
ment that  afflicted  the  Connecticut  Savings  Bank  borrow- 
ers. But  it  does  nothing  to  solve  the  home  buyer's 
problem  of  how  to  qualify  for  a  loan  at  today's 
rates.  For  example,  Transohio,  the  $2  bil- 
lion (assets)  Cleveland  S&L,  is  currently 
k    offering  a  one-year  renegotiable 


mortgage  with  a  prohibitive 
18.5%  interest  rate. 

The  median  price  of  a  new  home  is  now  about 
70,000 — a  mote  than  threefold  rise  in  15  years.  That, 
pled  with  current  staggering  interest  rates  near  18%  .  has 


— ^  savagely  reduced  the  number  of  families  that  qualify  for  conventional, 

*r  level-payment  mortgages.  The  amount  of  mortgage  loans  outstanding,  mean- 

while, has  quintupled,  with  hard-pressed  thrifts  now  holding  about  half  the  total.  How 


long  can  the  housing  industry  last  if  over  90%  of  the  customers  are  priced  out  of  the  market? 
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So  bankers  and  builders  have  begun  to  experiment  with 
a  means  of  lightening  the  borrower's  repayment  burden  in 
the  early  years  of  the  mortgage  and  scheduling  heavier 
repayment  later.  It  is  an  express  attempt  to  get  young 
home  buyers  into  houses,  based  on  the.  assumption  that 
family  income  will  rise  over  the  life  of  the  loan. 

Banc  One  Corp.  of  Columbus,  Ohio  is  offering  such  a 
mortgage  through  its  subsidiary  banks.  Patterned  on  an 
innovative  mortgage  created  last  year  by  Wachovia  Corp.  in 
North  Carolina,  it  is  both  variable  and  graduated.  Banc  One 
charges  an  interest  rate  that  floats  at  3  points  above  the  rate 
on  three-month  Treasury  bills.  It  demands  monthly  pay- 
ments, however,  set  as  if  the  interest  rate  were  lower. 
Currently  the  interest  charged  is  173/4%,  but  the  "payment 
rate"  is  14%%.  If  the  borrower  pays  an  optional  one-time 
fee  when  the  loan  is  processed,  he  can  get  the  payment  rate 
down  to  12%%.  After  five  years  the  monthly  payment 
jumps  by  as  much  as  25% — more  if  the  low-payment  option 
is  taken.  If  T  bill  rates  stay  high,  this  formula  would  give  the 
Banc  One  mortgage  one  of  the  most  steeply  graduated 
profiles  on  the  market.  It  would  also  mean  that  the  borrow- 
er's payments  won't  even  keep  pace  with  interest  charges. 
So  his  debt  to  the  bank  grows,  something  the  bankers 
ominously  call  "negative  amortization." 

Negative  amortization  worries  some  home  buyers,  but 
often  they  have  no  other  choice.  Keith  Dare,  a  24-year-old 
sales  representative  for  Dayco,  the  Dayton  auto  parts  and 
plastics  maker,  recently  signed  up  for  a  $44,000  Banc  One 
mortgage  loan  on  a  $48,900,  three-bedroom  town  house  to 
be  completed  in  November.  He  would  rather  pay  the  $513- 
a-month  mortgage  than  the  $300-a-month  rent  for  the 
Columbus  apartment  where  he  lives  with  his  wife  and  baby. 
With  an  annual  income  of  $25,000  to  $30,000— three- 
fourths  of  it  from  sales  commissions — he  would  not  have 
qualified  for  a  conventional  loan.  Dare  is  counting  on  the 
value  of  the  home  to  go  up  faster  than  the  loan  balance.  "It's 
a  gamble,  but  that's  the  only  way  to  get  ahead,"  he  says. 

In  spite  of  the  risks,  the  Banc  One  mortgage  seems 
promising.  In  a  slow  market  customers  have  signed  up 
for  $30  million  worth  since  it  was  offered  in  February. 
Wachovia  has  closed  1,635  of  its  mortgages,  totaling  $94 
million.  Both  Wachovia  and  Banc  One  are  unusual  in  being 
willing  to  stomach  potentially  enormous  negative  amorti- 
zation. Yet,  as  both  hasten  to  tell  customers,  it  doesn't 
have  to  work  out  that  way.  If  inflation  and  T  bill  rates  drop 
sharply,  borrowers  will  be  paying  down  their  principal 
faster  than  they  would  with  a  conventional  loan. 

The  graduated-payment,  variable-rate  mortgage  is  as  far 
as  most  bankers  have  allowed  themselves  to  go  in  search 
of  an  instrument  that  will  protect  their  capital  and  still 
allow  ordinary  folks  to  meet  the  monthly  carrying  charges. 
It's  far  from  enough.  If  nothing  changes,  Princeton  econo- 
mist Dwight  Jaffee  reckons,  there  will  be  an  average  annu- 
al mortgage-credit  gap  of  roughly  $65  billion  (in  today's 
dollars)  through  the  1980s — the  equivalent  of  almost  1 
million  median-priced  houses. 

Contemplating  that  huge  gap,  economists — unlike 
bankers — are  thinking  highly  unconventional  thoughts 
these  days.  Some  of  their  thinking  looks  so  far  beyond 
graduated  payments,  in  fact,  as  to  arrive  at  a  mortgage  of 
theoretical  purity  in  which  all  repayments  are  held  level  in 
real  dollars — literally  indexed  fully  to  the  inflation  rate. 

Stanford  economist  Richard  Muth  favors  just  such  a 
mortgage.  So  does  MIT's  Franco  Modigliani,  who  has 
proposed  a  fully  indexed  mortgage  in  which  monthly  pay- 
ments are  constantly  adjusted.  In  current  dollars,  of  course, 
these  payments  would  be  steeply  graduated  indeed,  assum- 
ing inflation  isn't  licked.  After  30  years  of  10%  inflation,  a 
payment  that  started  out  at  $252  would  rise  to  nearly 


$4,400.  On  the  other  hand,  the  initial  payment  on  a  ful 
indexed  mortgage  would  be  less  than  half  that  require 
under  a  conventional  fixed-rate  mortgage  (see  chart),  so  tl 
borrower  could  qualify  with  a  much  lower  income.  If  tj 
some  miracle  inflation  ceased  a  few  years  hence,  of  cours 
payments  under  the  Modigliani  mortgage  would  stc 
climbing.  That  would  give  the  borrower  a  real  barga 
compared  with  the  conventional  loan,  whose  high  intere 
rates  and  high  payments  reflect  an  assumption  that  infl 
tion  won't  stop. 

The  very  idea  of  indexing  offends  and  frightens  mo 
Americans— including,  probably,  many  economists 
conjures  up  nightmare  visions  of  Americans,  either  lil 
Germans  of  1923,  pushing  wheelbarrows  full  of  pap 
currency  to  the  bank,  or  raising  a  flag  of  surrender  in  tl 
war  against  inflation.  It  is  not  surprising  that  they  shou 
take  it  so  personally.  It  is  always  a  shock  when  a  high 
protected,  even  pampered,  group  is  suddenly  exposed 
the  real  world. 

Home  buyers  had  been  protected  from  the  icy  rigors 
the  money  market  since  1933,  when  the  federal  gover 
ment  began  to  intervene  massively  in  the  housing  cred 
market.  Over  the  years  it  created  a  home  loan  bank  syste 
to  give  the  S&Ls  liquidity,  S&L  deposit  insurance 
reassure  savers  and  a  variety  of  mortgage  guarantees  ar 
subsidies.  In  1966  these  efforts  were  reinforced  by  change 
in  Regulation  Q  controls  on  interest  rates  intended 
assure  a  supply  of  affordable  credit  to  home  buyers  fro 
the  thrifts. 

The  traditional  mortgage  itself  was  fashioned  by  Was 
ington.  Until  the  Thirties,  mortgages  were  typically  bj 
loon-payment  loans,  due  in  five  years  unless  the  credit 
chose  to  renew.  That's  why  so  many  home-  and  farr 
owners  were  dispossessed  during  the  Depression.  Tl 
Federal  Housing  Administration  made  popular  a  mortga, 
that  was  much  safer — for  the  borrower — with  level  pa 
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The  level-payment,  fixed-interest-rate  mortgage  th 
served  Americans  well  for  nearly  half  a  century 
became  widespread  during  the  Depression  Thirties)  is 
vanishing  species,  and  the  chart  above  shows  why.  Tl 
fixed  sum  that  banks  collect  every  month  is  savaged 
inflationary  times,  so  that  over  time  the  bank  ge 
diminishing  drops  of  purchasing  power  from  the  strea 
of  currency  (see  dark  area).  The  bank's  solution  is 
demand  a  high  rate  of  interest  to  compensate  for  tl 
fact  that  its  loan  is  being  repaid  in  cheapened  dolla 
But  this  in  turn  prices  home  buyers,  especially  youi 
ones,  out  of  the  market  because  they  don't  qualify  f 
the  financing. 

For  example,  a  30-year,  $50,000  mortgage  at  14% 
calling  for  a  monthly  payment  of  $592 — demands 
gross  income,  by  conventional  banking  norms,  of  abo 
$30,000  a  year.  Not  many  young  couples  qualify.  Tho 
who  do  qualify,  of  course,  should  have  an  easier  tin 
meeting  payments  in  later  years,  if  inflation  keeps  \ 
and  their  incomes  manage  to  rise  apace. 
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Ttents  for  20  or  30  years  at  fixed  rates.  By  using  the  VA  and 
:HA  to  guarantee  low-down-payment  mortgages,  the  fed- 
:ral  government  also  sponsored  the  notion  that  housing 
ihould  be  available  on  easy  terms.  In  the  Fifties  private 
nortgage  insurance  took  over  where  the  VA  and  FHA  left 
)ff,  allowing  purchase  with  a  down  payment  of  just  10%. 

None  of  the  government's  direct  interventions  in  the 
housing  market  was  as  important  as  the  indirect  one: 
Ihe  tax  break  that  allows  mortgage  interest  and  local 
iroperty  taxes  to  be  written  off  on  the  federal  tax  return, 
fhose  writeoffs  are  worth  $29  billion  a  year.  But  the 
tampering  doesn't  stop  there,  according  to  Stanford's 
Uchard  Muth.  The  homeowner  gets  a  break  not  just  on 
he  mortgage-financed  portion  of  his  investment  but  on 
he  equity,  too.  The  home  creates  untaxed  income  in  the 
orm  of  living  space,  Muth  says. 
Sound  farfetched?  A  tortured  argument  by  someone 
ushing  a  tax  reform  scheme?  Not  a  bit.  Merely  a  way  of 
howing  the  effect  of  the  tax  system  on  behavior.  Suppose 
Dhn  Doe  buys  a  $100,000  home  that  throws  off  a  "divi- 
!end"  of  $5,000  a  year  in  what  Doe  saves  by 
eing  his  own  landlord.  Let's  say  the  home 
ppreciates  at  10%,  generating  a  paper  profit 
f  $  10, 000  a  year. 

Now  consider  neighbor  Richard  Roe,  who 
hooses  to  rent  and  who  invests  $100,000  in 
lie  stock  market  and  gets  $5,000  in  divi- 
!ends  (which  he  uses  to  pay  rent)  and  $10,000 
a  capital  gains.  Doe  and  Roe  have  identical 
btal  return  of  15%  on  their  money,  but  the 
fix  collector  treats  them  very  differently.  All 
If  Roe's  return  is  taxable.  Doe  pays  no  tax  on 
lis  rental-value  income,  and  can 
pcape  capital  gains  tax  when  he 
[ills  by  rolling  the  pro- 
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ceeds  over  into  the  purchase  of  another  home  for  the  rest 
of  his  life  or  by  claiming  the  $125,000  exclusion  for  those 
55  or  older. 

For  a  couple  of  decades,  moreover,  Doe  was  able  to 
leverage  his  tax  advantages,  trading  up  to  $150,000  homes 
with  swimming  pools  and  family  rooms.  He  rationalized 
the  move  by  telling  himself  he  was  investing,  not  consum- 
ing. Inflation— the  irony  of  it— helped  all  the  Does:  It 
bloated  both  the  tax-deductible  interest  costs  and  the  tax- 
free  capital  gain.  No  wonder,  then,  that  the  average  new 
home  today  is  1,740  square  feet,  up  20%  in  two  decades 

Richard  Muth  estimates  Americans  consume  15% 
more  housing  than  they  would  in  a  neutral  tax  system. 
Considering  that  the  U.S.  housing  stock  is  estimated 
at  $2.5  trillion,  one  can  infer  that  huge  sums  have  in 
recent  years  gone  into  housing — an  investment  that 
is  really  consumption — that  otherwise  would  have 
gone  into  more  productive  uses. 

Many  people  in  the  housing  industry  seem  to 
think  there's  nothing  wrong  with  the  business 
today  that  mere  tinkering  and  more  subsidies 
can't  fix.  One  gimmick,  discovered  about  three 
years  ago,  is  the  mortgage  revenue  bond:  A 
state,  county  or  city  floated  tax-exempt 
bonds,  and  funneled  the  proceeds  to  mort- 
gage companies,  banks  and  thrift  institu- 
tions. Lenders  were  required  to  pass 
along  the  benefit  of  the  relatively  low 
interest  rates  on  municipal  bonds  in 
the  form  of  bargain-rate  mortgages 
The  Treasury  got  hit  coming  and 
going:  Interest  is  paid  by  a  home 
buyer  who  deducts  it  on  his 
tax   return,    and  collect 
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resent  conditional 

To  make  it  easier  for  more  people  to  qualify  for  mort- 
ages,  some  banks  are  graduating  the  payments — holding 

iem  down  in  early  years  and  increasing  them  later,  when 
ite  borrower's  income  is  higher.  Banc  One  Corp.  of  Co- 

mbus,  Ohio  is  offering  a  rather  steeply  graduated  mort- 

ige,  as  the  chart  above  shows.  Currently,  the  bank  is 
"tting  initial  payments  at  an  interest  rate  up  to  5  points 

wer  than  the  going  rate  on  a  fixed-payment  mortgage. 

n  a  14%  mortgage,  for  example,  the  first  payment  would 
I  equal  to  the  payment  on  a  9%  mortgage.  In  the  long 
in,  the  bank  doesn't  lose  money.  Increases  in  later  years 

e  enough  to  give  the  bank  the  same  return  it  would  have 

id  on  a  conventional  14%  mortgage. 

The  interest  rate  on  a  Banc  One  mortgage  wouldn't 
i:cessarily  stay  at  14%,  since  it  floats  up  and  down  with 

e  yield  on  Treasury  bills,  but  for  this  hypothetical  exam- 

e  it  is  assumed  that  rates  do  not  change.  In  that  case 

yments  would  reach  almost  $3,000  a  month  for  the  final 

years.  A  shocking  sum,  but  then  T  bills  would  have  to 

iy  at  a  shocking  11%  for  that  to  happen. 


Future  impossible? 

But  so  unsettling  is  inflation  to  the  mortgage  busi- 
ness that  some  economists — but  no  prominent  bank- 
ers— are  thinking  about  the  ultimate  extension  of  the 
variable-rate,  graduated-payment  principle:  a  fully  in- 
dexed mortgage.  MIT's  Franco  Modigliani,  for  one, 
advocates  just  such  a  mortgage.  He  argues  that  it  would 
assure  lenders  that  payments  would  rise  immediately 
and  constantly  with  inflation,  but  would  also  help 
bring  in  the  buyers  by  starting  low. 

In  the  example  charted  above,  which  shows  the  ef- 
fect of  10%-per-year  inflation  over  30  years  on  a 
$50,000  mortgage  at  14%,  the  initial  payment  would 
need  to  be  only  $252  a  month.  The  payments  would 
climb  sharply  over  the  years,  but  Modigliani  presumes 
that  the  borrower's  income  would  keep  pace.  Which  is 
quite  a  presumption.  One  could  envision  pressure  to 
fully  index  all  salaries  if  housing  payments  were  so 
tightly  tied  to  inflation  rates.  Some  economists  none- 
theless find  indexing  appealing  because  it  keeps  the 
monthly  payments  level  in  terms  of  purchasing  power. 
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ed  by  a  bondholder  who  doesn't  have  to  report  it  on  his  tax 
return.  The  Treasury  squawked,  and  Congress  has  out- 
lawed mortgage  revenue  bonds  as  of  the  end  of  1983. 

The  All  Savers  Certificate  contained  in  Reagan's  new 
tax  law  amounts  to  a  remarkably  similar  fix  for  housing 
finance.  Individuals  will  buy  the  tax-exempt  certificates  at 
banks  and  thrifts,  thus  supplying  capital  for  tax-deductible 
home  mortgages.  At  the  thrift  industry's  request,  the  legis- 
lation forbids  their  paying  more  on  the  certificates  than 
70%  of  Treasury  bill  rates.  The  U.S.  League  of  Savings 
Associations  hopefully  predicts  that  All  Savers  will  pull  in 
$50  billion,  enough  for  750,000  home  purchases.  If  they 
do,  at  best  they  might  only  offset  deposit  outflows.  Even  if 
deposits  rise,  will  the  money  stay  there  after  the  tax 
exemption  expires  at  the  end  of  1982?  The  league  will  no 
doubt  ask  for  an  extension,  but 
there  is  already  impatience  on 
Capitol  Hill  with  what  is  perceived 
as  a  mere  bailout  of  the  hard- 
pressed  S&Ls. 

HBfhere,  then,  will  the  money 
WWcome  from?  It  will  come  from 
unfamiliar  sources.  The  home- 
mortgage  market  is  moving  from 
small-town  America  to  Wall  Street. 
There  it  loses  its  sheltered  status, 
and  home  buyers  compete  with  the 
likes  of  GE  and  IBM.  The  logic 
leading  to  the  change  is  remorse- 
less, however  unwelcome.  As 
banks  and  thrifts  lose  depositors, 
they  have  to  sell  mortgages  on  the 
secondary  market  to  maintain  a 
supply  of  cash  to  lend.  The  second- 
ary market  includes,  for  example, 
the  $106  billion  outstanding  in 
Government  National  Mortgage 
Association  (Ginnie  Mae)  securi- 
ties, which  allow  pension  funds, 
insurance  companies  and  others  to 
buy  shares  of  mortgage  pools.  New 
mortgage  passthrough  securities 
will  come  to  market,  along  with 
mortgage-backed  bonds  and  other 
novelties.  The  Federal  National 
Mortgage     Association  (Fannie 

Mae),  with  a  $57  billion  portfolio  of   

mortgages  accumulated  on  the  secondary  market,  is  now 
scrambling  to  set  up  purchase  programs  for  the  perplexing 
array  of  variable-rate  mortgages.  The  trick,  says  David 
deWilde,  executive  vice  president  for  policy  and  planning 
at  Fannie  Mae,  is  to  match  assets  with  liabilities.  To  fund  a 
variable-rate  mortgage  with  interest  pegged  to  one-year  T 
bills,  for  example,  Fannie  Mae  would  issue  one-year  deben- 
tures. Nowadays  everyone  in  the  money  market  wants  to 
pass  the  risk  of  interest  rate  fluctuations  to  the  next  fellow. 

Meanwhile,  new  "thrifts"  are  taking  the  place  of  old 
ones.  If  individuals  used  to  save  individually,  with  deposits 
at  a  local  S&L,  now  they  save  collectively,  through  their 
employers.  Public  pension  funds  own  10%  of  outstanding 
Ginnie  Maes  and  a  number  of  them,  in  Connecticut, 
California,  New  York  and  elsewhere,  are  investing  directly 
in  the  mortgage  market. 

It's  easy  to  overlook  the  extent  to  which  this  transfor- 
mation of  the  home  mortgage  market  has  already  taken 
place.  The  S&L  lobby  incessantly  reminds  us  that  money 
market  funds,  where  $145  billion  now  sits,  never  return  a 
penny  in  the  form  of  home  loans.  But  is  that  true?  What's 
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Home  under  way  in  Houston  suburb 
Who  can  qualify  for  18%  financing? 


happening  when  John  Doe  puts  money  in  Merrill  Lynch 
Ready  Assets,  which  buys  a  CD  from  Bank  of  America, 
which  buys  a  one-year  note  from  Fannie  Mae,  which  buys 
a  variable-rate  mortgage?  Doe  is  getting  a  little  of  his  own 
medicine,  of  course.  He  banks  at  Merrill  Lynch  because  he 
wants  the  benefit  of  today's  high  money  market  rates.  Can 
he  complain  if  his  mortgage  floats  up  to  today's  rate? 

The  mortgage  money,  when  it  comes,  will  be  in  unfamil- 
iar vehicles.  Bankers  will  experiment  with  new  instru- 
ments, maybe  offering  yet-steeper  graduation  and,  should 
inflation  go  on  a  rampage,  resulting  in  negative  amortiza- 
tion. Traditionalists,  who  learned  their  laws  of  prudent 
lending  in  a  less  inflationary  era,  won't  like  it.  "I  don't 
think  it's  sound  to  start  out  with  a  loan  that's  increasing  in 
principal  amount,"  says  Harvey  Koizim,  president  of 
Westport,  Conn.'s  County  Federal 
S&L.  Consumer  advocates  won't 
like  it  either.  When  the  Federal 
Home  Loan  Bank  Board  this  spring 
belatedly  opened  the  door  to  vari- 
able-rate mortgages,  Ralph  Nader 
fumed.  "What  the  Administration 
is  doing  by  unleashing  adjustable- 
rate  mortgages,"  he  said,  "is  to  dis- 
possess millions  of  potential  home- 
owners from  ever  realizing  their 
dreams  and  lay  the  seeds  of  a 
neighborhood  revolution." 

will  many  economists  be 
content.  To  gain  significant 
popularity  in  the  U.S.,  any  new 
mortgage  form  will  fall  considerably 
short  of  the  theoretical  ideal  of  insu- 
lating bonowerand  lender  from  the 
effects  of  inflation.  On  paper  it's 
easy  to  draw  up  a  fully  indexed 
mortgage,  funded  perhaps  with  an 
indexed  bond. 

The  British,  after  all,  had  no  trou- 
ble this  year  selling  £1  billion  of  15- 
year,  2%  bonds — with  both  coupons 
and  principal  tied  to  the  cost  of 
living.  But  there's  a  disturbing  un- 
dercurrent. Anyone  who  bought  one 
of  these  bonds,  at  a  time  when 
conventional  British  gilts  were 
yielding  1 4% ,  was  resigning  himself 

  to  15  years  of  at  least  12%  inflation. 

Do  we  want  to  go  that  far  here? 

When  the  money  comes  to  the  mortgage  market,  then, 
it  won't  be  on  a  silver  platter.  Homeowners  for  years 
enjoyed  a  heads-I-win,  tails-you-lose  deal.  If  rates  went  up, 
they  would  hang  on  to  the  fixed-rate  mortgage,  perhaps 
even  passing  it  along  (with  the  help  of  "consumerist"  court 
decisions)  to  the  next  buyer.  If  rates  came  down,  they 
could  move  or  refinance.  No  more.  It's  not  just  a  matter  of 
waiting  for  a  drop  in  inflation  for  the  good  old  days  to 
return.  Mortgage  lenders  have  lost  their  innocence  because 
the  people  whose  savings  they  depended  on  have  lost  their 
innocence.  That  game  is  over.  ("Not  a  moment  too  soon," 
says  sociologist  Amitai  Etzioni,  who  would  prefer  to  see 
more  capital  going  into  factories  and  machines.) 

Housing  finance  is  not  over;  only  the  homeowner's 
game  of  having  his  cake  and  eating  it  too.  Consumer 
advocates  can't  complain  that  Regulation  Q  cheats  savers 
and  in  the  same  breath  denounce  variable-rate  mortgages. 
In  the  real  world,  after  decades  of  being  cushioned,  home 
buyers  are  learning  that  they  stand  on  both  sides  of  the 
teller's  window.  ■ 
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THIRTY  YEARS  AGO, 
WE  TOOK  A  CALCULATED  RISK. 

Today's  shipments  make  Wang  a  billion  dollar  company.  In  the 
last  four  years  alone,  sales  have  increased  430%. 

As  their  agent  bank,  Bank  of  Boston  has  helped  them  handle  this 
tremendous  growth. 

We  put  together  a  $170  million  combination 
revolving  credit  and  term  loan  to 

insure  Wang  had  enough 
working  capital  to  increase 
their  payroll  almost  60%. 

Additional  financing 
enabled  Wang  to  enlarge 
their  worldwide  manufac- 
turing facilities  to  nearly  two 
million  square  feet. 

Internationally,  we  pro- 
vided Wang  credit  to  expand 
business  to  To  countries.  Then 
helped  them  set  up  an  aggressive 
vendor  leasing  program. 

Now  we  also  manage  their 
cash  flow  worldwide  and  provide 
Wang  with  a  full  range  of  corporate 
services.  Including  pay  roll,  shareholder 
and  investment  services. 

In  1951,  we  believed  in  a  man  who 
said  he  could  revolutionize  the  small 
computer  industry. 

That's  what  we  did  for 
Dr.  Wang.  Now  what  can 
we  do  for  you? 


THE  FIRST  NATIONAL  BANK  OF  BOSTON 

BANK  OF  BOSTON 


WE'VE  DONE  IT.  WE  CAN  DO  IT  FOR  YOU. 
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Understanding 

information 
management. 


••We  are  no  longer  an  industrial  society. 

More  Americans  are  now  in  information  jobs  than  in  manufacturing  and 
agriculture  combined.  Today's  most  pervasive  technological  trends  have  to  do  with  informatio 
and  its  management.  Yet  to  begin  to  understand  the  boundless  promise  of  our  new  informatic 
society,  we  need  to  define  its  terms. 
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The  management  of  information  occurs  in  three  distinct  stages: 

Organization 

Information  (words  or  data)  is  gathered  and  structured  so  that  it  can  be  put  into 
system.  The  business  or  institution  is  also  organized  to  take  advantage  of  the  efficiencies  of 
formation  management. 

Processing 

The  information  may  then  be  stored,  examined,  organized,  translated  or  directed 

people  or  machines.  T        .  . 

Transmission 

Information  is  transported  and  made  available  to  users  as  they  select.  Often 
Formation  may  be  managed  simply  by  organizing  it  and  transmitting  it  to  the  proper  user. 

Present  day  systems  to  manage  information  are  but  one  of  the  products  of  the 
lowledge  business. 

The  Bell  System  constantly  produces  new  knowledge,  and  turns  this  knowledge 
to  practical  advances.  Electronic  switching  (organization,  processing)  and  lightwave 
mmunications  (transmission)  were  laboratory  phenomena  just  yesterday.  So  were  the 
regrated  communications  systems  that  ease  the  way  for  so  many  American  businesses. 

All  are  realities  within  the  Bell  network,  which  organizes,  processes  and  transmits 
alog  and  digital  information  worldwide. 

♦The  ideas,  applications  and  systems  of  the  knowledge  business  are  available  to 
u  now.  The  Bell  System  can  help  you  use  them  now,  to  increase  productivity  and  profits. 


The  knowledge  business 

© 
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Frank  B.  Hall  &  Co.,  the  world's  most  inventive  insurance  services! 
firm  has  the  energy  it  takes  to  protect  today's  sophisticated, 
far-flung  corporate  resources.  6200  talented  Hall  pros  offer  you 
excellent  coverage  and  quality  service.  Apply  our  energies  to  your 
corporate  insurance  requirements.  Call  Hall  now. 

(Photo  courtesy  of  A  Chorus  Line. ) 


Creative  insurance  services.  We've  got  what  it  takes. 

Frank  B.  Hall  &  Co. 
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Jimmy  Stewart  as  a  lovable  S&L  man 
and  in  real  life,  old-fashioned  OBA  carries  on 


The  nation's  savings  and  loans  will 
need  more  than  a  quick  fix  from  Con- 
gress in  order  to  survive. 

Too  many,  too  much 


If  there's  a  revolution  brewing  in  the  thrift  industry 
you  would  never  know  it  from  visiting  OBA  Federal 
Savings  &  Loan  in  Washington,  D.C.  Housed  in  a 
picturesque  turn-of-the-century  structure  that  still  bears 
the  name  it  used  until  1975,  "Oriental  Building  Associ- 
ation," it  is  the  city's  oldest  S&L.  At  $24  million  in 
assets  it  is  also  the  smallest.  It  has  no  consumer  loans, 
no  mortgages  on  anything  but  single-family  homes,  no 
variable-rate  mortgages,  no  debit  cards,  no  statement 
savings,  no  automatic  teller  machines  and  so  few  money 
market  certificates  that  President  Wendell  B.  Tascher 
keeps  track  of  them  in  a  handwritten  ledger. 

Thanks  to  a  band  of  equally 
old-fashioned  depositors,  who 
keep  an  average  of  $5,525  in 
their  5'/2%  passbook  accounts, 
OBA  eked  out  a  profit  of 
$82,608  in  its  just-closed  fiscal 
year.  "We  try  to  stick  to  the 
basics.  The  important  thing  is 
to  help  people,"  Tascher  says, 
sounding  like  Jimmy  Stewart  in 
It's  a  Wonderful  Life,  the  film 
about  the  S&L  president  who 
saves  his  institution  from  a 
profit-hungry  commercial  bank. 

Here  is  preserved  the  classic 
notion  of  what  a  savings  and 
loan  or  a  mutual  savings  bank 
should  be:  thrifty  savers  and 
proud  homesteaders  working 
through  a  community  institu- 
tion to  build  their  futures.  The 
image  is  fading,  though,  as  the 
once-sheltered  market  for  hous- 
ing credit  is  merged  into  essen- 
tially national  capital  markets. 

Some  people  are  unhappy 
with  the  pace  of  change,  accel- 
erated in  last  year's  financial  de- 
regulation law.  "It  was  like 
opening  cages  in  the  zoo  and 
letting  everyone  fight  it  out," 
says  Michael  Sumichrast, 
economist  for  the  National  As- 
sociation of  Home  Builders. 

Others  welcome  the  change. 
They're  cultivating  a  new  im- 
age: the  S&L  as  financial  supermarket.  Thus  do  the 
4,600  S&Ls,  with  their  21,370  offices  and  254,500 
employees,  hope  to  carry  on  in  the  Eighties.  In  sharp 
contrast  to  OBA  is  $1.4  billion  Commercial  Federal  in 
Omaha,  where  marketing  director  Russ  Browne  talks 
about  going  into  trust  services,  annuities,  tax  counsel- 
ing and  mutual  funds.  The  Federal  Home  Loan  Bank 
Board  has  this  in  mind  in  asking  Congress  to  give 


S&Ls  most  of  the  lending  powers  of  commercial  banks. 

But  there's  an  illusion  here:  the  idea  that  deregula- 
tion will  also  increase  the  demand  for  these  nontradi- 
tional  services.  Won't  the  commercial  banks  (with 
54,000  offices)  and  the  credit  unions  (with  25,000) 
want  to  be  supermarkets  too?  Are  all  the  existing 
stockbrokers  and  insurance  salesmen  going  to  quit  so 
bankers  will  have  something  to  do? 

The  thrift  industry  says  its  problem  is  just  a  little 
inventory  obsolescence — a  portfolio  of  9%  mortgages 
amid  market  rates  above  15%.  Congress  obliged  by 
permitting  tax-exempt  All  Savers  Certificates  that  will 
give  S&Ls  money  at  11%  they  can  lend  out  at  17%. 
Whatever  the  political  merits,  the  bailout  overlooks  a 
more  fundamental  problem  in  the  retail  financial  mar- 
ket: There  are  just  too  many  stores. 

Following  30  years  of  decline  that  began  in  the  1920s, 
the  number  of  S&Ls  exploded.  In  the  past  two  decades  the 
number  of  S&L  offices  ( including  branches)  have  climbed 
169%,  against  a  population  growth  of  23%.  The  binge 
was  fueled  by  higher  and  higher  market  interest  rates, 
coupled  with  federally  imposed 
ceilings  on  what  rates  savers 
could  collect.  But,  as  liquor  retail- 
ers, dairy  farmers  and  stockbro- 
kers have  discovered,  price  con- 
trols don't  make  producers  more 
profitable,  just  more  numerous. 

"When  the  differential  be- 
tween regulatorily  constrained 
rates  and  market  rates  is  high, 
you  get  a  lot  of  nonprice  compe- 
tition, one  form  being  to  try  to 
cut  the  consumer's  cost  of  ac- 
cess to  his  funds  by  excessive 
proliferation  of  branches,"  says 
Stanford  Professor  Kenneth 
Scott.  Northwestern  University 
economist  Robert  Taggart  Jr., 
studying  branching  by  mutual 
savings  banks  during  the  early 
Seventies,  found  that,  over 
time,  more  and  more  of  the 
spread  between  market  rates 
and  the  controlled  yields  on  sav- 
ings is  dissipated  in  extra 
branches,  staffing  and  lax  cost 
controls. 

Costs  are  key  to  survival.  And 
in  automation,  a  central  cost 
factor  as  nationwide  electronic 
banking  arrives,  commercial 
banks  have  a  substantial  lead. 
Citibank  has  470  automatic  tell- 
er machines  averaging  6,400 
transactions  each  per  month. 
Thanks  to  that  kind  of  scale, 
says  Citibank  Vice  President  William  Heron,  the  bank 
can  handle  an  ATM  deposit  or  withdrawal  for  56  cents, 
vs.  $1.28  for  a  teller  transaction.  By  contrast  only  about 
4%  of  all  S&Ls  have  ATMs  at  all. 

"The  cost  of  funds  is  germane.  But  a  larger  issue  is 
the  whole  cost  of  the  distribution  network,"  says  Her- 
on. "At  9%,  or  at  15%,  the  higher-cost  supplier  is  going 
to  be  vulnerable."  OBA  Federal,  brace  yourself.— W.B. 
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"Business  ethics" — one  hears  the  phrase  constantly  these  days.  But  what  it  is, 
specifically,  is  rarely  thought  about.  Here  the  distinguished  social  scientist  Peter 
Drucker  argues  that  those  who  would  insist  on  a  special  code  of  "business  ethics" 
are  indulging  dangerous,  ultimately  self-defeating  nonsense. 


Ethical  chic 


By  Peter  F.  Drucker 


Business  ethics  is  rapidly  be- 
coming the  "in"  subject,  re- 
placing yesterday's  "social 
responsibilities."  "Business 
ethics"  is  now  being  taught 
in  departments  of  philosophy,  busi- 
ness schools,  and  theological  semin- 
aries. There  are  countless  seminars 
on  it,  speeches,  articles,  conferences 
and  books,  not  to  mention  the  many 
earnest  attempts  to  write  "business 
ethics"  into  the  law.  But  what  pre- 
cisely is  "business  ethics"?  And  what 
could,  or  should,  it  be?  Is  it  just 
another  fad,  and  only  the  latest  round 
in  the  hoary  American  blood  sport  of 
business  baiting?  Ts  there  more  to 
"business  ethics"  than  the  revivalist 
preacher's  call  to  the  sinner  to  re- 
pent? And  if  there  is  indeed  some- 
thing that  one  could  call  "business 
ethics"  and  could  take  seriously, 
what  could  it  be? 

Business  ethics  and 
the  Western  tradition 

To  the  moralist  of  the  Western  tradi- 
tion "business  ethics"  would  make 
no  sense,  indeed,  the.  very  term 
would  to  him  be  most  objectionable, 
and  reeking  of  moral  laxity.  The  au- 
thorities on  ethics  disagreed,  of 
course,  on  what  constitutes  the 
grounds  of  morality — whether  they 
be  divine,  human  nature  or  the  needs 
of  society.  They  equally  disagreed  on 
the  specific  rules  of  ethical  behavior; 
that  sternest  set  of  moral  rules,  the 
Ten  Commandments,  for  instance, 

Peter  Drucker  is  Clarke  Professor  of  Social  Science  and 
Management  at  Claremont  Graduate  School  and 
author  of  17  books,  including  the  classic  The  Age  of 
Discontinuity:  Guidlines  to  Our  Changing  Society 


thunders  "Thou  shalt  not  covet  thy 
neighbor's  .  .  .  maidservant."  But  it 
says  nothing  about  "sexual  harass- 
ment" of  "one's  own"  women  em- 
ployees, though  it  was  surely  just  as 
common  then  as  now. 

All  authorities  of  the  Western  tradi- 
tion— from  the  Old  Testament  proph- 
ets all  the  way  to  Spinoza  in  the  1 7th 
century,  Kant  in  the  18  th  century, 
Kierkegaard  in  the  19th  century  and, 
in  this  century,  the  Englishman  F.H. 
Bradley  (Ethical  Studies)  or  the  Ameri- 


can Edmond  Cahn  fllje  Moral  Deci- 
sion)— are,  however,  in  complete 
agreement  on  one  point:  There  is  only 
one  ethics,  one  set  of  rules  of  moral- 
ity, one  code — that  of  individual  be- 
havior in  which  the  same  rules  apply 
to  everyone  alike. 

A  pagan  could  say,  "Quod  licet  Jovi 
non  licet  bovi. "  He  could  thus  hold  that 
different  rules  of  behavior  apply  to 
Jupiter  from  those  that  apply  to  the 
ox.  A  Jew  or  a  Christian  would  have  to 
reject  such  differentiation  in  ethics— 
and  precisely  because  all  experience 
shows  that  it  always  leads  to  exempt- 
ing the  "Jupiters,"  the  great,  powerful 


and  rich,  from  the  rules  that  "the 
oxen,"  the  humble  and  poor,  have  to 
abide  by. 

The  only  differences  between  what 
is  ethically  right  and  ethically  wrong 
behavior  that  traditional  moralists,  al- 
most without  exception,  would  ac- 
cept— would  indeed  insist  on — are  dif- 
ferences grounded  in  social  or  cultural 
mores,  and  then  only  in  respect  to 
"venial"  offenses.  That  is,  the  way 
things  are  done  rather  than  the  sub- 
stance of  behavior.  Even  in  the  most 
licentious  society,  fidelity  to  the  mar- 
riage vow  is  meritorious,  all  moralists 
would  agree,-  but  the  sexual  license  of 
an  extremely  "permissive"  society, 
say,  17th-century  Restoration  En- 
gland or  late  20th-century  America, 
might  be  considered  an  "extenuating 
circumstance"  for  the  sexual  trans- 
gressor. And  even  the  sternest  moral- 
ist has  always  insisted  that,  excepting 
only  true  "matters  of  conscience," 
practices  that  are  of  questionable  mo- 
rality in  one  place  and  culture  might 
be  perfectly  acceptable — and  indeed 
might  be  quite  ethical — in  another 
cultural  surrounding.  Nepotism  may 
be  considered  of  dubious  morality  in 
one  culture,  in  today's  U.S.,  for  in- 
stance. In  other  cultures,  a  traditional 
Chinese  one,  for  example,  it  may  be 
the  very  essence  of  ethical  behavior, 
both  by  satisfying  the  moral  obliga- 
tion to  one's  family  and  by  making 
disinterested  service  to  the  public  a 
little  more  likely. 

But — and  this  is  the  crucial  point — 
these  are  qualifications  to  the  funda- 
mental axiom  on  which  the  Western 
tradition  of  ethics  has  always  been 
based:  There  is  only  one  code  of  eth- 
ics, that  of  individual  behavior,  for 
prince  and  pauper,  for  rich  and  poor, 
for  the  mighty  and  the  meek  alike. 
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Ethics,  in  the  Judeo-Christian  tradi- 
tion, is  the  affirmation  that  all  men 
and  women  are  alike  creatures — 
whether  the  Creator  be  called  God, 
Nature  or  Society. 

And  this  fundamental  axiom  "busi- 
ness ethics"  denies.  Viewed  from  the 
mainstream  of  traditional  ethics, 
"business  ethics"  is  not  ethics  at  all, 
whatever  else  it  may  be.  For  it  asserts 
that  acts  that  are  not  immoral  or 
illegal  if  done  by  ordinary  folk  be- 
come immoral  or  illegal  if  done  by 
"business." 

One  blatant  example  is  the  treat- 
ment of  extortion  in  the  current 
discussions  of  "business  ethics."  No 
one  ever  has  had  a  good  word  to  say 
for  extortion,  or  has  advocated  paying 
it.  But  if  you  and  I  are  found  to  have 
paid  extortion  money  under  threat  of 
physical  or  material  harm,  we  are  not 
considered  to  have  behaved  immoral- 
ly or  illegally.  The  extortioner  is  both 
immoral  and  a  criminal.  If  a  business 
submits  to  extortion,  however,  cur- 
rent "business  ethics"  considers  it  to 
have  acted  unethically.  There  is  no 
speech,  article,  book  or  conference  on 
"business  ethics,"  for  instance,  which 
does  not  point  an  accusing  finger  in 
great  indignation  at  Lockheed  for  giv- 
ing in  to  a  Japanese  airline,  company 
that  extorted  money  as  a  prerequisite 
to  considering  the  purchase  of  Lock- 
heed's faltering  L-1011  jet  plane. 
There  was  very  little  difference  be- 
tween Lockheed's  paying  the  Japa- 
nese and  the  pedestrian  in  New 
York's  Central  Park  handing  his  wal- 
let over  to  a  mugger.  Yet  no  one  would 
consider  the  pedestrian  to  have  acted 
"unethically." 

Similarly,  in  Senate  confirmation 
hearings,  one  of  President  Reagan's 
Cabinet  appointees  was  accused  of 
"unethical  practices"  and  investigat- 
ed for  weeks  because  his  New  Jersey 
construction  company  was  alleged  to 
have  paid  money  to  union  goons  un- 
der the  threat  of  their  beating  up  the 
employees,  sabotaging  the  trucks  and 
vandalizing  the  building  sites.  The  ac- 
:  cusers  were  self-confessed  labor  rack- 
eteers; no  one  seemed  to  have  worried 
about  their  "ethics." 

One  can  argue  that  both  Lockheed 
and  the  New  Jersey  builder  were  stu- 
pid to  pay  the  holdup  men.  But  as  the 
old  saying  has  it:  "Stupidity  is  not  a 
court-martial  offense."  Under  the 
new  "business  ethics,"  it  does  be- 
come exactly  that,  however.  And  this 
is  not  compatible  with  what  "ethics" 
always  was  supposed  to  be. 

The  new  "business  ethics"  also  de- 
nies to  business  the  adaptation  to 


cultural  mores  that  has  always  been 
considered  a  moral  duty  in  the  tradi- 
tional approach  to  ethics.  It  is  now 
considered  "grossly  unethical" — in- 
deed it  may  even  be  a  "questionable 
practice,"  if  not  criminal  offense — for 
an  American  business  operating  in  Ja- 
pan to  retain  as  a  "counselor"  the 
distinguished  civil  servant  who  re- 
tires from  his  official  position  in  the 
Japanese  government.  Yet  the  busi- 
ness that  does  not  do  this  is  consid- 
ered in  Japan  to  behave  antisocially 
and  to  violate  its  clear  ethical  duties. 
Business  taking  care  of  retired  senior 
civil  servants,  the  Japanese  hold, 
makes  possible  two  practices  they 
consider  essential  to  the  public  inter- 
est: that  a  civil  servant  past  age  45 
must  retire  as  soon  as  he  is  outranked 
by  anyone  younger  than  he;  and  that 
governmental  salaries  and  retirement 
pensions — and  with  them  the  burden 
of  the  bureaucracy  on  the  taxpayer — 
be  kept  low,  with  the  difference  be- 
tween what  a  first-rate  man  gets  in 
government  service  and  what  he 
might  earn  in  private  employment 
made  up  after  his  retirement  through 
his  "counselor's  fees."  The  Japanese 
maintain  that  the  expectation  of  later 
on  being  a  "counselor"  encourages  a 
civil  servant  to  remain  incorruptible, 
impartial  and  objective,  and  thus  to 
serve  only  the  public  good;  his  coun- 
selorships  are  obtained  for  him  by  his 
former  ministry,  and  its  recommen- 
dation depends  on  his  rating  by  his 
colleagues  as  a  public  servant.  The 
Germans,  who  follow  a  somewhat 
similar  practice — with  senior  civil 
servants  expected  to  be  "taken  care 
of"  through  appointment  as  industry- 
association  executives — share  this 
conviction. 

Yet,  despite  the  fact  that  both  the 
Japanese  and  the  German  systems 
seem  to  serve  their  respective  soci- 
eties well  and  indeed  honorably,  and 
even  despite  the  fact  that  it  is  consid- 
ered perfectly  "ethical"  for  American 
civil  servants  of  equal  rank  and  cali- 
ber to  move  into  well-paid  executive 
jobs  in  business  and  foundations  and 
into  even  more  lucrative  law  prac- 
tices, the  American  company  in  Ja- 
pan that  abides  by  a  practice  the 
Japanese  consider  the  very  essence  of 
"social  responsibility"  is  pilloried  in 
the  present  discussion  of  "business 
ethics"  as  a  horrible  example  of  "un- 
ethical practices." 

Surely  "business  ethics"  assumes 
that  for  some  reason  the  ordinary 
rules  of  ethics  do  not  apply  to  busi- 
ness. "Business  ethics,"  in  other 
words,  is  not  "ethics"  at  all,  as  the 


"There  was  very  little 
difference  between 
Lockheed's  paying  the 
Japanese  and  the  pedestrian 
in  New  York's  Central  Park 
handing  his  wallet  over  to  a 
mugger.  Yet  no  one  would 
consider  the  pedestrian  to 
have  acted  'unethically' " 
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term  has  commonly  been  used  by 
Western  philosophers  and  Western 
theologians.  What  is  it,  then? 

Casuistry:  the  ethics  of 
social  responsibility 

"It's  casuistry,"  the  historian  of  West- 
em  philosophy  would  answer.  Casu- 
istry asserted  that  rulers,  because  of 
their  responsibility,  have  to  strike  a 
balance  between  the  ordinary  de- 
mands of  ethics  that  apply  to  them  as 
individuals  and  their  "social  responsi- 
bility" to  their  subjects,  their  king- 
dom— or  their  company. 

"Casuistry"  was  first  propounded 
in  Calvin's  Institutes,  then  taken  over 
by  the  Catholic  theologians  of  the 
Counter-Reformation  (St.  Robert  Bel- 
larmine,  for  instance,  or  St.  Charles 
Borromeo)  and  developed  into  a  "po- 
litical ethics"  by  their  Jesuit  disciples 
in  the  17th  century. 

"Casuistry"  was  the  first  attempt 
to  think  through  "social  responsibil- 
ity" and  to  embed  in  it  a  set  of  special 
ethics  for  those  in  power.  In  this  re- 
spect, "business  ethics"  tries  to  do 
exactly  what  the  Casuists  did  400 
years  ago.  And  it  must  end  the  same 
way.  If  "business  ethics"  continues  to 
be  "casuistry"  its  speedy  demise  in  a 
cloud  of  ill  repute  can  be  confidently 
predicted. 

To  the  Casuist  the  "social  responsi- 
bility" inherent  in  being  a  "ruler" — 
that  is,  someone  whose  actions  have 
impact  on  others — is  by  itself  an  ethi- 
cal imperative.  As  such,  the  ruler  has 
a  duty,  as  Calvin  first  laid  down,  to 
subordinate  his  individual  behavior 
and  his  individual  conscience  to  the 
demands  of  his  social  responsibility, 
fllhe  locus  classicus  of  casuistry  is 
A  Henry  VHI  and  his  first  marriage, 
to  Catherine  of  Aragon.  A  consum- 
mated marriage — and  Catherine  of 
Aragon  had  a  daughter  by  Henry,  the 
future  "Bloody  Mary" — could  not  be 
dissolved  except  by  death,  both 
Catholic  and  Protestant  theologians 
agreed,  hi  casuistry,  however,  as  both 
Catholics  and  Protestants  agreed, 
Henry  VIII  had  an  ethical  duty  to 
seek  annulment  of  the  marriage.  Un- 
til his  father,  well  within  living 
memory,  had  snatched  the  Crown  by 
force  of  arms,  England  had  suffered  a 
century  of  bloody  and  destructive  civ- 
il war  because  of  the  lack  of  a  legiti- 
mate male  heir.  Without  annulment 
of  his  marriage,  Henry  VIII,  in  other 
words,  exposed  his  country  and  its 
people  to  mortal  danger,  well  beyond 
anything  he  could  in  conscience  jus- 
tify. The  one  point  on  which  Protes- 


tants and  Catholics  disagreed  was 
whether  the  Pope  also  had  a  social, 
and  thereby  an  ethical,  responsibility 
to  grant  Henry's  request,  By  not 
granting  it,  he  drove  the  King  and  his 
English  subjects  out  of  the  Catholic 
Church.  But  had  he  granted  the  an- 
nulment, the  Catholic  Casuists  ar- 
gued, the  Pope  would  have  driven 
Catherine's  uncle,  the  Holy  Roman 
Emperor,  out  of  the  Church  and  into 
the  waiting  arms  of  an  emerging 
Protestantism;  and  that  would  have 
meant  that  instead  of  assigning  a  few 
million  Englishmen  to  heresy,  perdi- 
tion and  hell-fire,  many  times  more 
souls — all  the  people  in  all  the  lands 
controlled  by  the  Emperor,  that  is,  in 
most  of  Europe — could  have  been 
consigned  to  everlasting  perdition. 
This  may  be  considered  a  quaint 


"It  is  casuistry  that  implies 
that  the  rules  that  decide  what 
is  ethical  for  ordinary 
people  do  not  apply  equally, 
if  at  all,  to  those  with  social 
responsibility.  . . .  That  means 
the  rulers  are  exempt  from 
the  demands  of  ethics,  if  only 
their  behavior  can  be 
argued  to  confer  benefits  on 
other  people." 


example — but  only  because  our  time 
measures  behavior  in  economic  rath- 
er than  theological  absolutes.  The  ex- 
ample illustrates  what  is  wrong  with 
casuistry  and  indeed  why  it  must  fail 
as  an  approach  to  ethics.  In  the  first 
place  casuistry  must  end  up  becoming 
politicized,  precisely  because  it  con- 
siders social  responsibility  an  ethical 
absolute.  In  giving  primacy  to  politi- 
cal values  and  goals  it  subordinates 
ethics  to  politics.  Clearly  this  is  the 
approach  "business  ethics"  today  is 
taking.  Its  very  origin  is  in  politics 
rather  than  in  ethics.  It  expresses  a 


belief  that  the  responsibility  which 
business  and  the  business  executive 
have,  precisely  because  they  have  so- 
cial impact,  must  determine  ethics — 
and  this  is  a  political  rather  than  an 
ethical  imperative. 

Equally  important,  the  Casuist  in- 
evitably becomes  the  apologist  for  the 
ruler,  the  powerful.  Casuistry  starts 
out  with  the  insight  that  the  behavior 
of  "rulers"  affects  more  than  them- 
selves and  their  families.  It  thus  starts 
out  by  making  demands  on  the  ruler — 
the  starting  point  for  both  Calvin  and 
his  Catholic  disciples  in  the  Counter- 
Reformation  50  years  later.  It  then 
concludes  that  "rulers"  must,  there- 
fore, in  conscience  and  ethics,  subor- 
dinate their  interests,  including  their 
individual  morality,  to  their  social  re- 
sponsibility. But  this  implies  that  the 
rules  that  decide  what  is  ethical  for 
ordinary  people  do  not  apply  equally, 
if  at  all,  to  those  with  social  responsi- 
bility. Ethics  for  them  is  instead  a 
cost-benefit  calculation  involving  the 
demands  of  individual  conscience  and 
the  demands  of  position — and  that 
means  the  "rulers"  are  exempt  from 
the  demands  of  ethics,  if  only  their 
behavior  can  be  argued  to  confer  bene- 
fits on  other  people.  And  this  is  pre- 
cisely how  "business  ethics"  is  going. 

Indeed,  under  a  Casuist's  analysis 
the  ethical  violations  that  to  most 
present  proponents  of  "business  eth- 
ics" seem  the  most  heinous  crimes 
turn  out  to  have  been  practically 
saintly. 

Take  Lockheed's  bribe  story,  for  in- 
stance. Lockheed  was  led  into  paying 
extortion  money  to  a  Japanese  airline 
by  the  collapse  of  the  supplier  of  the 
engines  for  its  wide-bodied  L-1011 
passenger  jet,  the  English  Rolls-Royce 
Co.  At  that  time  Lockheed  employed 
some  25,000  people  making  L- 101  Is, 
most  of  them  in  southern  California, 
which  then  (1972-73)  was  suffering 
substantial  unemployment  from 
sharp  cutbacks  in  defense  orders  in 
the  aerospace  industry.  To  safeguard 
the  25,000  jobs,  Lockheed  got  a  large 
government  subsidy.  But  to  be  able  to 
maintain  these  jobs,  Lockheed  need- 
ed at  least  one  large  L-1011  order  from 
one  major  airline.  The  only  one 
among  the  major  airlines  not  then 
committed  to  a  competitor's  plane 
was  All-Nippon  Airways  in  Japan.  The 
self-interest  of  Lockheed  Corp.  and  of 
its  stockholders  would  clearly  have 
demanded  speedy  abandonment  of 
the  L-1011.  It  was  certain  that  it 
would  never  make  money — and  it  has 
not  made  a  penny  yet.  Jettisoning  the 
L-1011    would    immediately  have 
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Tulsa  is 
Just 
Your 
Gup  of... 
Tee! 


When  you're  thinking  of  relocating,  you 
have  a  lot  to  consider.  Location, 
transportation,  labor  supply,  available  office 
space,  tax  advantages. 

So  why  is  Tulsa,  Oklahoma  talking  about 
golf? 

The  fact  is,  Tulsa  has  more  to  offer  than  a 
40  hour  work  week.  We're  smack  dab  in  the 
heart  of  "Green  Country."  Tulsa's  Cedar 
Ridge  Country  Club  will  host  the  1983 
Ladies'  U.S.  Open.  Southern  Hills  Country 
Club,  host  to  the  1982  PGA,  is  rated  by  Golf 
Digest  as  having  one  of  the  nation's  "top  10" 
courses. 

When  it's  time  to  head  back  to  work,  you'll 
find  a  choice  of  fine  office  space.  One  that's 
in  suburbia,  a  stone's  throw  from  your 
favorite  course.  Or  one  in  the  heart  of 
downtown,  with  plenty  of  room  to  putter 
around. 

Tulsa  is  one  of  the  Sunbelt's  fastest 
growing  cities.  With  wide  open  spaces  for 
work  and  play.  And  for  more  reasons  than 
we  can  go  into  here 

So,  write  and  ask  us  about  Tulsa.  We  may 
be  just  your  cup  of  tee. 

For  more  information  on  office  space 
availabilities,  write  to  John  Degitz,  Economic 
Development  Division,  616  South  Boston, 
Tulsa,  Oklahoma  74119.  Or  call 
918/585-1201. 


W  Cup  Of** 


boosted  Lockheed's  earnings — maybe 
doubled  them — and  Lockheed's  share 
price.  Stock  market  analysts  and  in- 
vestment bankers  pleaded  with  the 
firm  to  get  rid  of  the  albatross.  If 
Lockheed  had  abandoned  the  L- 101 1, 
instead  of  paying  extortion  money  to 
the  Japanese  for  ordering  a  few  planes 
and  thus  keeping  the  project  alive,  the 
company's  earnings,  its  stock  price 
and  the  bonuses  and  stock  options  of 
top  management  would  immediately 
have  risen  sharply.  Not  to  have  paid 
extortion  money  to  the  Japanese 
would  to  a  Casuist  have  been  self- 
serving.  To  a  Casuist,  paying  the  ex- 
tortion money  was  a  duty  and  social 
responsibility  to  which  the  self-inter- 
est of  the  company,  its  shareholders 
and  its  executives  had  to  be  subordi- 
nated. It  was  the  discharge  of  social 
responsibility  of  the  "ruler"  to  keep 
alive  the  jobs  of  25,000  people  at  a 
time  when  jobs  in  the  aircraft  indus- 
try in  southern  California  were  scarce 
indeed. 

Similarly,  the  other  great  "horror 
story"  of  "business  ethics"  would, 
to  the  Casuist,  appear  as  an  example 
of  "business  virtue,"  if  not  of  unself- 
ish "business  martyrdom."  In  the 
"electrical  apparatus  conspiracy"  of 
the  late  1950s,  several  high-ranking 
General  Electric  executives  were  sent 
to  jail.  They  were  found  guilty  of  a 
criminal  conspiracy  in  violation  of 
antitrust  laws  because  orders  for 
heavy  generating  equipment,  such  as 
turbines,  were  parceled  out  among  the 
three  electrical  apparatus  manufactur- 
ers in  the  U.S. — General  Electric, 
Westinghouse  and  Allis-Chalmers. 
But  this  "criminal  conspiracy"  only 
served  to  reduce  General  Electric's 
sales,  its  profits  and  the  bonuses  and 
stock  options  of  the  General  Electric 
executives  who  took  part  in  the  con- 
spiracy. Since  the  electric  apparatus 
cartel  was  destroyed  by  the  criminal 
prosecution  of  the  General  Electric 
executives,  General  Electric  sales  and 
profits  in  the  heavy  apparatus  field 
have  sharply  increased,  as  has  market 
penetration  by  the  company,  which 
now  has  what  amounts  to  a  near-mo- 
nopoly. The  purpose  of  the  cartel — 
which  incidentally  was  started  under 
federal  government  pressure  in  the 
Depression  years  to  fight  unemploy- 
ment— was  the  protection  of  the 
weakest  and  most  dependent  of  the 
companies,  Allis-Chalmers  (which  is 
located  in  Milwaukee,  a  depressed  and 
declining  old  industrial  area).  As  soon 
as  government  action  destroyed  the 
cartel,  Allis-Chalmers  had  to  go  out 
of  the  turbine  business  and  had  to  lay 


off  several  thousand  people.  And 
while  there  is  still  abundant  competi 
tion  in  the  world  market  for  heavy 
electric  apparatus,  General  Electric 
now  enjoys  such  market  dominance 
in  the  home  market  that  the  U.S.,  in 
case  of  war,  would  not  have  major 
alternative  suppliers  of  so  critical  a 
product  as  turbines. 

The  Casuist  would  agree  that  car 
tels  are  both  illegal  and  considered 
immoral  in  the  U.S. — although  not 
necessarily  anyplace  else  in  the  world 
But  he  would  also  argue  that  the  Gen 
eral  Electric  executive  who  violated 
U.S.  law  had  an  ethical  duty  to  do  so 
under  the  "higher  law"  of  social  re 
sponsibility  to  safeguard  both  employ 
ment  in  the  Milwaukee  area  and  the 


"But  if  'business  ethics' 
becomes  a  tool  to  defend  as 
'ethical'  acts  that  would  be 
condemned  if  committed  by 
anyone  else,  the  present 
proponents  of  'business 
ethics,'  like  their  Casuist 
predecessors  400  years  ago, 
will  have  no  one  to  blame 
but  themselves." 


defense-production  base  of  the  U.S. 

The  only  thing  surprising  about 
these  examples  is  that  business  has 
not  yet  used  them  to  climb  on  the 
Casuist  bandwagon  of  "business  eth- 
ics." For  just  as  almost  any  behavior 
indulged  in  by  the  1 7th-century  ruler 
could  be  shown  to  be  an  ethical  duty 
by  the  17th-century  disciples  of  Cal- 
vin,- of  Bellarmine  and  of  Borromeo, 
so  almost  any  behavior  of  the  execu- 
tive in  organizations  today — whether 
in  a  business,  a  hospital,  a  university 
or  a  government  agency — -could  be 
shown  to  be  his  ethical  duty  under  the 
casuistic  cost-benefit  analysis  be- 
tween individual  ethics  and  the  de- 
mands of  social  responsibility.  There 


1981  Economic  Development  Commission  of  Tulsa 
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are  indeed  signs  aplenty  that  the  most 
apolitical  of  "rulers,"  the  American 
business  executive,  is  waking  up  to 
the  political  potential  of  "business 
ethics."  Some  of  the  advertisements 
that  large  companies — Mobil  Oil,  for 
example — are  now  running  to  counter 
the  attacks  made  on  them  in  the 
name  of  "social  responsibility"  and 
"business  ethics"  clearly  use  the  casu- 
ist approach  to  defend  business,  and 
indeed  to  counterattack.  But  if  "busi- 
ness ethics"  becomes  a  tool  to  defend 
as  "ethical"  acts  on  the  part  of  execu- 
tives that  would  be  condemned  if 
committed  by  anyone  else,  the  pres- 
ent proponents  of  "business  ethics," 
like  their  Casuist  predecessors  400 
years  ago,  will  have  no  one  to  blame 
but  themselves. 

Casuistry  started  out  as  high  moral- 
ity. In  the  end,  its  ethics  came  to  be 
summed  up  in  two  well-known  pieces 
of  cynicism.  "An  ambassador  is  an 
honest  man,  lying  abroad  for  the  good 
of  his  country"  went  an  18th-century 
pun.  And  a  hundred  years  later,  Bis- 
marck said,  "What  a  scoundrel  a  min- 
ister would  be  if,  in  his  own  private 
life,  he  did  half  the  things  he  has  a 
duty  to  do  to  be  true  to  his  oath  of 
office." 

The  ethics  of  prudence 
and  self-development 

There  is  one  other  major  tradition  of 
ethics  in  the  West,  the  Ethics  of  Pru- 
dence. It  goes  all  the  way  back  to 
Aristotle  and  his  enthronement  of 
Prudence  as  a  cardinal  virtue.  It  con- 
tinued for  almost  2,000  years  in  the 
popular  literary  tradition  of  the  "Edu- 
cation of  the  Christian  Prince," 
which  reached  its  ultimate  triumph 
and  its  reduction  to  absurdity  in  Ma- 
chiavelli's  The  Prince.  Its  spirit  can 
best  be  summed  up  by  the  advice  that' 
'then-Senator  Harry  Truman  gave  to 
an  Army  witness  before  his  commit- 
Itee  in  the  early  years  of  World  War  II: 
("Generals  should  never  do  anything 
ithat  needs  to  be  explained  to  a  Senate 
icommittee — there  is  nothing  one  can 
lexplain  to  a  Senate  committee." 

"Generals,"  whether  the  organiza- 
tion is  an  army,  a  corporation  or  a 
university,  are  highly  visible.  They 
must  expect  their  behavior  to  be  seen, 
^scrutinized,  analyzed,  discussed  and 
questioned.  Prudence  thus  demands 
that  they  shun  actions  that  cannot 
easily  be  understood,  explained  or  jus- 
tified. But  "Generals,"  being  visible, 
are  also  examples.  They  are  "leaders" 
iby  their  very  position  and  visibility. 
Their  choice  is  whether  their  example 
leads  others  to  right  action  or  to 


A  resource 
for  resources 


Efficient  use  of  known  resources 
and  exploration  for  new  ones  are 
more  important  today  than  ever 
before.  The  Bank  of  Tokyo  itself 
is  an  excellent  resource  for 
such  activities.  It  offers 
clients  a  wide  range  of 
international  finance 
functions. 

You  are  assured  of 
reliable  services  to  meet 
your  specific  needs  by 
the  priceless  assets  of 
experience,  diversified 
activities  and  tested 
resources  of  the  Bank  of 
Tokyo.  Knowledgeable 
bankers,  investors  and  ^ 
businessmen  know  that  the  Bank 
of  Tokyo  is  the  proven  Japanese 
specialist  in  international  finance. 

With  its  own  extensive  world- 
wide network,  the  Bank  of  Tokyo 
is  an  important  part  of  the 
international  network  that 


determines  the  direction  of 
today's  global  economy.  We 
invite  you  to  use  our 
resources  for  your  own  pur- 
poses. 


Active  on  all  five  continents — 


©Leaders  in  international  banking  since  1880  
BANK  OF  TOKYO 
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wrong  action,  between  direction  and 
misdirection,  between  leadership  and 
misleadership.  They  thus  have  an 
ethical  obligation  to  give  the  example 
of  right  behavior  and  to  avoid  giving 
the  example  of  wrong  behavior. 

Tlhe  Ethics  of  Prudence  do  not  spell 
out  what  "right"  behavior  is.  They 
assume  that  what  is  wrong  behavior 
is  clear  enough — and  if  there  is  any 
doubt,  it  is  "questionable"  and  to  be 
avoided.  Prudence  makes  it  an  ethi- 
cal duty  for  the  leader  to  exemplify 
the  precepts  of  ethics  in  his  own 
behavior. 

And  by  following  Prudence,  every- 
one regardless  of  status  becomes  a 


"The  Ethics  of  Prudence 
goes  all  the  way  back  to 
Aristotle.  Its  spirit  is  best 
summed  up  by  the  advice  that 
then-Senator  Harry  Truman 
gave  to  an  Army  witness 
before  his  committee: 
'Generals  should  never  do 
anything  that  needs  to  be 
explained  to  a  Senate 
committee — there  is 
nothing  one  can  explain  to  a 
Senate  committee.' " 


"leader,"  a  "superior  man,"  and  will 
"fulfill  himself,"  to  use  the  contempo- 
rary idiom.  One  becomes  the  "superi- 
or man"  by  avoiding  any  act  that 
would  make  one  the  kind  of  person 
one  does  not  want  to  be,  does  not 
respect,  does  not  accept  as  superior. 
"If  you  don't  want  to  see  a  pimp  when 
you  look  in  the  shaving  mirror  in  the 
morning,  don't  hire  call  girls  the  night 
before  to  entertain  congressmen,  cus- 
tomers or  salesmen."  On  any  other 
basis,  hiring  call  girls  may  be  con- 
demned as  vulgar  and  tasteless  and 
may  be  shunned  as  something  fastidi- 
ous people  do  not  do.  It  may  be 


frowned  upon  as  uncouth.  It  may  even 
be  illegal.  But  only  in  Prudence  is  it 
ethically  relevant.  This  is  what  Kier- 
kegaard, the  sternest  moralist  of  the 
19th  century,  meant  when  he  said 
that  aesthetics  is  the  true  ethics. 

The  Ethics  of  Prudence  can  easily 
degenerate.  Concern  with  what  one 
can  justify  becomes,  only  too  easily, 
concern  -with  appearances— Machia- 
velli  was  by  no  means  the  first  to 
point  out  that  in  a  "Prince,"  that  is,  in 
someone  in  authority  and  high  visibil- 
ity, appearances  may  matter  more 
than  substance.  The  Ethics  of  Pru- 
dence thus  easily  decay  into  the  hy- 
pocrisy of  "public  relations." 

Yet,  despite  these  degenerative 
tendencies,  the  Ethics  of  Prudence  is 
surely  appropriate  to  a  society  of  or- 
ganizations. Of  course,  it  will  not  be 
"business  ethics" — it  makes  abso- 
lutely no  difference  in  the  Ethics  of 
Prudence  whether  the  executive  is  a 
general  in  the  Army,  a  bureau  chief 
in  the  Treasury  Department  in  Wash- 
ington, a  senator,  a  judge,  a  senior 
vice  president  in  a  bank  or  a  hospital 
administrator.  But  a  "society  of  orga- 
nizations" is  a  society  in  which  an 
extraordinarily  large  number  of  peo- 
ple are  in  positions  of  high  visibility, 
if  only  within  one  organization.  They 
enjoy  this  visibility  not,  like  the 
"Christian  Prince,"  by  virtue  of 
birth,  nor  by  virtue  of  wealth — that 
is,  not  because  they  are  "person- 
ages." They  are  "functionaries"  and 
important  only  through  their  respon- 
sibility to  take  right  action.  But  this 
is  exactly  what  the  Ethics  of  Pru- 
dence is  all  about. 

Similarly,  executives  set  examples, 
whatever  the  organization.  They  "set 
the  tone,"  "create  the  spirit,"  "decide 
the  values"  for  an  organization  and  for 
the  people  in  it.  They  lead  or  mislead, 
in  other  words.  And  they  have  no 
choice  but  to  do  one  or  the  other. 
Above  all,  the  ethics  or  aesthetics  of 
self-development  would  seem  to  be 
tailor-made  for  the  specific  dilemma 
of  the  executive  in  the  modern  organi- 
zation. By  himself  he  is  a  nobody  and 
indeed  anonymous.  A  week  after  he 
has  retired  and  left  that  big  corner 
office  on  the  twenty-sixth  floor  of  his 
company's  skyscraper  or  the  Secre- 
tary's six-room  corner  suite  on  Con- 
stitution Avenue,  no  one  in  the  build- 
ing even  recognizes  him  anymore. 
Yet  collectively  these  anonymous  ex- 
ecutives are  the  "leaders"  in  a  modem 
society.  Their  function  demands  the 
self-discipline  and  the  self-respect  of 
the  "superior  man."  To  live  up  to  the 
performance     expectations  society 


makes  upon  them,  they  have  to  strive 
for  self-fulfillment  rather  than  be  con- 
tent with  lackadaisical  mediocrity. 

One  would  therefore  expect  the  dis- 
cussion of  "business  ethics"  to  fo- 
cus on  the  Ethics  of  Prudence.  Some 
of  the  words,  such  as  to  "fulfill  one- 
self," indeed  sound  the  same,  though 
they  mean  something  quite  different. 
But  by  and  large,  the  discussion  oi 
"business  ethics,"  even  if  more  sensi- 
bly concerning  itself  with  the  "ethics 
of  organization,"  will  have  nothing  t( 
do  with  prudence. 

The  reason  is  clearly  that  the  Ethic 
of  Prudence  is  the  ethics  of  authority 
And  while  today's  discussion  of  "busi 
ness  ethics"  (or  of  the  ethics  of  uni 
versity  administration,  of  hospital  ad 
ministration  or  of  government)  clam 
ors  for  responsibility,  it  rejects  out  o 
hand  any  "authority"  and,  of  course 
particularly  any  authority  of  the  busi 
ness  executive.  Authority  is  not  "le 
gitimate";  it  is  "elitism."  But  then 
can  be  no  responsibility  where  au 
thority  is  denied.  To  deny  it  is  no 
"anarchism"  nor  "radicalism,"  le 
alone  "socialism."  In  a  child,  it  i: 
called  a  temper  tantrum. 

The  ethics  of 
interdependence 

Casuistry  was  so  thoroughly  discred 
ited  that  the  only  mention  of  it  to  b< 
found  in  most  textbooks  on  the  histo 
ry  of  philosophy  is  in  connection  wit! 
its  ultimate  adversaries— Spinoza  anc 
Pascal.  Indeed,  only  10  or  15  year) 
ago,  few  if  any  philosophers  wouk 
have  thought  it  possible  for  anythinj 
like  "business  ethics"  to  emerge 
"Particularist  ethics,"  a  set  of  ethic 
that  postulates  that  this  or  that  grouj 
is  different  in  its  ethical  responsibil 
ities  from  everyone  else,  would  havi 
been  considered  doomed  forever  b] 
the  failure  of  casuistry.  Ethics,  almos 
anyone  in  the  West  would  have  con 
sidered  axiomatic,  would  surely  all 
ways  be  ethics  of  the  individual  ano 
independent  of  rank  and  station. 

But  there  is  another  non-Western 
ethics  that  is  situational.  It  is  thi 
most  successful  and  most  durable  eth 
ics  of  them  all:  the  Confucian  ethic 
of  interdependence. 

Confucian  ethics  elegantly  side 
steps  the  trap  into  which  the  Casuist 
fell;  it  is  a  universal  ethic  in  which  tht 
same  rules  and  imperatives  of  behav 
ior  hold  for  every  individual.  There  i 
no  "social  responsibility"  overridin; 
individual  conscience,  no  cost-benefi 
calculation,  no  greater  good  or  highe 
measure  than  the  individual  and  hi 
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75  minutes. 


BECAUSE  TIME  IS  MONEY. 


TECHNOLOGIES 

SIKORSKY 
AIRCRAFT 

Ji'ti 


the  computer  track  up  to  20  ships  on  the  ra< 
scope  at  the  same  time— automatically.  An' 
draw  vectors  from  each  ship  to  show  its  coi 
even  how  fast  it's  going. 

The  captain  can  also  have  the  system 
pinpoint  exactly  where  and  when  each  ship 
come  closest  to  the  Queen. 

And  if  one  of  these  ships  should  endan 
the  Queen?  The  system  will  automatically 
sound  an  alarm  and  show  on  the  radar  scop 
which  one  it  is. 


Of  course,  the  radar  on  the  Queen  Elizabeth  2 
"sees"  everything  a  radar  is  supposed  to  see. 

And  when  it  sees  another  ship  it  shows  a 
bright  spot  on  its  scope. 

But,  alone,  that's  all  a  radar  can  do. 

With  the  RAYCAS  system,  the  Queen's 
captain  can  actually  see  much  more. 

RAYCAS  (Raytheon  Collision  Avoidance 
System)  combines  radar  with  a  microcomputer, 
and  the  results  are  akin  to  magic. 

For  instance,  the  Queen's  captain  can  have 


m 


|  ■■■■  ■ 


Then,  to  avoid  the  ship,  the  captain  can 
ulate  trial  maneuvers— again,  right  on  the 
dq— to  see  which  maneuver  would  work  best. 

The  captain  can  even  draw  a  "fairway"  on  . 
scope  for  the  Queen  to  follow. 

It  might  sound  like  magic.  But  it's  really 
SfCAS— the  collision  avoidance  system. 

Fit  for  a  Queen. 

RAYCAS— part  of  a  broad  line  of  elec- 
lic  components,  equipment,  and  systems  for 
i  commercial  and  government  use. 


From  Raytheon... a  $5  billion  company  in 
electronics,  aviation,  appliances,  energy,  con- 
struction, and  publishing. 

If  you'd  like  our  latest  financial  reports, 
please  write  Raytheon  Company,  Public  Rela- 
tions, 141  Spring  Street,  Lexington,  MA  02173. 


behavior,  and  altogether  no  casuistry. 
In  the  Confucian  ethics,  the  rules  are 
the  same  for  all.  But  there  are  differ- 
ent general  rules,  according  to  the  five 
basic  relationships  of  interdepen- 
dence, which  for  the  Confucian  em- 
brace the  totality  of  individual  inter- 
actions in  civil  society:  superior  and 
subordinate  (or  master  and  servant); 
father  and  child;  husband  and  wife; 
oldest  brother  and  sibling;  friend  and 
friend.  Right  behavior — which  in  the 
English  translation  of  Confucian  eth- 
ics is  usually  called  "sincerity"* — is 
that  individual  behavior  which  is  tru- 
ly appropriate  to  the  specific  relation- 
ship of  mutual  dependence  because  it 
optimizes  benefits  for  both  parties. 
Other  behavior  is  "insincere"  and 
therefore  wrong  behavior  and  unethi- 
cal. It  creates  dissonance  instead  of 
harmony,  exploitation  instead  of 
benefits,  manipulation  instead  of 
trust. 


*No  word  has  caused  more  misunderstanding  m 
East/West  relations  than  "sincerity."  To  a  West- 
erner, "sincerity"  means  "words  that  are  true  to 
conviction  and  feelings";  to  an  Easterner,  "sin- 
cerity" means  "actions  that  are  appropriate  to  a 
specific  relationship  and  make  it  harmonious 
and  of  optimum  mutual  benefit."  For  the  West- 
erner, "sincerity"  has  to  do  with  intentions,  that 
is,  with  morality;  to  the  Easterner,  "sincerity" 
has  to  do  with  behavior,  that  is,  with  ethics. 


"The  master/servant  or 
superior/subordinate 
relationship  is  one  between 
individuals.  Hence  the 
Confucian  would  make  no 
distinction  between  a  general 
manager  forcing  his 
secretary  into  sexual 
intercourse  and  Mr.  Samuel 
Pepys  forcing  his  wife's  maids 
to  submit  to  his  amorous 
advances." 


An  example  of  the  Confucian  ap- 
proach to  the  ethical  problems  dis- 
cussed under  the  heading  of  "business 
ethics"  would  be  "sexual  harass- 
ment." To  the  Confucian  it  is  clearly 
unethical  behavior  because  it  injects 
power  into  a  relationship  that  is  based 
on  function.  This  makes  it  exploita- 
tion. That  this  "insincere" — that  is, 
grossly  unethical — behavior  on  the 
part  of  a  superior  takes  place  within  a 
business  or  any  other  kind  of  organi- 
zation is  basically  irrelevant.  The 
master/servant  or  superior/subordi- 
nate relationship  is  one  between  indi- 
viduals. Hence,  the  Confucian  would 
make  no  distinction  between  a  gener- 


al manager  forcing  his  secretary  into 
sexual  intercourse  and  Mr.  Samuel 
Pepys,  England's  famous  1 7th-century 
diarist,  forcing  his  wife's  maids  tq 
submit  to  his  amorous  advances.  It 
would  not  even  make  much  difference 
to  the  Confucian  that  today's  secrei 
tary  can,  as  a  rule,  quit  without  suffer- 
ing more  than  inconvenience  if  she 
does  not  want  to  submit,  whereas  the 
poor  wretches  in  Mrs.  Pepys'  emplo> 
ended  up  as  prostitutes,  either  be- 
cause they  did  not  submit  and  were 
fired  and  out  on  the  street,  or  because 
they  did  submit  and  were  fired  wher! 
they  got  pregnant.  Nor  would  the 
Confucian  see  much  difference  bej 
tween  a  corporation  vice  president 
engaging  in  "sexual  harassment"  and 
a  college  professor  seducing  coeds 
with  implied  promises  to  raise  theii 
grades. 

And  finally,  it  would  be  immaterial 
ito  the  Confucian  that  the  particu-l 
lar  "insincerity"  involves  sexual  rela-l 
tions.  The  superior  would  be  equally 
guilty  of  grossly  unethical  behavioi 
and  violation  of  fundamental  rules  ol 
conduct  if,  as  a  good  many  of  the 
proponents  of  "business  ethics"  ar- 
dently advocate,  he  were  to  set  him- 
self up  as  a  mental  therapist  for  hia 
subordinates  and  help  them  to  "ad- 


Land  Here 


South  Carolina  views  healthy  business  as  I 
goose  that  lays  the  golden  egg.  So  we've  built  a 
long-standing  commitment  to  support  and  nurtui 
industry  in  our  state. 

That  commitment  has  paid  off.  The  eagle* 
of  industry  are  landing  here,  and  staying  here, 
because  they  thrive  in  our  environment. 
Our  access  to  major  markets  is  cxccpticfl 
Our  state  government  is  sound.  Our  budt 
balanced  by  law.  Our  technical  education 
system  trains  skilled  workers  at  little  or  no  cost  to 
industry.  Fewrer  businesses  fail  here  than  any  when 
else  in  the  country.  ^ 

There  is  still  a  ^    ^  vMHltil 
place  lor  eagles  in  y~A  # 

America  I  iH'OHl! 


Robert  E;  Ixak,  Director,  South  Carolina  State  Development  Ifcl 
Suite  1 19A,  Box  927,  Columbia,  S.C.  29202.  (803)  758-3145,  TWX  810-666-2 


Corporate  perspective,  a  report  by  Robert  Dickey  III, 
Chairman  and  President,  Dravo  Corporation. 


"The  way  we 
put  it  together 
in  the'TOs  will 
put  us  ahead 
in  the '80s." 


"The  70s  were  the  best 
decade  in  Dravo's  history. 
They  were  also  'get  ready' 
years.  We  strengthened  our 
financial  base  through  nine 
years  of  profit  improvement. 
We  developed  technological 
and  marketing  positions  in 
those  business  areas  where  we 
saw  potential  for  long-term, 
worldwide  growth.  In  current 
and  emerging  sources  of 
energy.  In  natural  resources 
and  transportation.  And  in 
such  primary  industries  as 
petroleum,  petrochemicals, 
minerals  and  metals,  chemi- 
cals, and  pulp  and  paper. 

"We  strengthened  our 
international  marketing  capa- 
bility in  the  Middle  East,  Latin 
America  and  the  Far  East. 
And  to  create  a  balanced, 
diversified  company  less 
vulnerable  to  economic  and 
political  changes,  we  empha- 


sized businesses  that  would 
complement  and  supplement 
one  another.  Our  balance  pro- 
vides a  stable  earnings  base 
that  enables  us,  at  the  same 
time,  to  engage  in  other  activ- 
ities having  a  potential  for 
high  returns.  We  also  devel- 
oped programs  to  assure  the 
availability  of  professional 
management  skills.  While  it  is 
the  case  with  all  organiza- 
tions, it  is  particularly  true  of 
companies  operating  from  a 
technological  base:  Our 
people  are  our  strength. 

"We  began  the  1970s 
with  one  objective:  to  enter 
the  eighties  with  a  thoroughly 
modern  corporate  profile. 
Billion-dollar  size.  Financial 
strength.  Technology.  Inter- 
national experience.  Manage- 
ment depth.  The  promise  is 
now  a  reality.  And  were  on 
our  way'.' 


Hie  '80s,  the  decade  of  opportunity,  Dravo  is  ready. 


Engineering  Construction  Manufacturing^ 


How  Western's  diversified  services  benefit  firms  with  diverse  operations 


"I  used  to  think  you  only  called 
temporary  help  services  for 
secretaries  and  receptionists!' 


A  large  company  with  diverse  opera- 
tions often  requires  a  variety  of  temporary 
personnel  to  handle  special  projects  and 
substitute  for  absent  employees.  For  such 
firms,  Western's  wide  spectrum  of  tem- 
porary help  services  can  be  a  valuable  re- 
source. Ask  Jim  Murphy,  merchandiser 
and  account  executive  for  the  Coca-Cola 
Bottling  Co.  of  California,  Oakland 
branch. 

"Western's  been  able  to  fill  every  job  order 
we've  given  them  so  far,"  says  Murphy. 
"And  our  supervisors  are  impressed  that 
they've  been  able  to  get  qualified  help  in  as 
little  as  an  hour  and  a  half.  We  don't  have  to 
spend  our  time  interviewing.  We  just  pick  up 
the  phone  and  know  we'll  get  someone  zvho 
can  handle  the  job." 

Over  the  years  Murphy  and  the  plant's 
supervisors  have  found  Western  to  be  a 
convenient  personnel  bank  they  can  rely 
on  for  clerks  and  secretaries,  marketing 
people,  security  guards,  quality  control 
engineers,  warehouse  helpers  and  account- 
ants—  to  name  a  few. 

"For  example"  Murphy  recalls,  "before 
we  contacted  Western  we  were  having  prob- 
lems recruiting  dependable  people  for  our 
coupon  promotions.  I  was  really  beginning  to 
feel  frustrated . . .  store  managers  were  com- 
plaining that  our  people  weren't  showing  up 
..  .the  whole  thing  just  wasn't  working  out. 

"Then  one  of  our  managers  heard  about 
Western's  marketing  people.  We  decided  to 
try  them  as  coupon  distributors.  And  you 
know,  their  pivfessionalism  helped  make  the 
promotion  a  success.  It  kept  the  store  manag- 
ers happy,  too." 

Working  with  one  multifaceted  tempo- 
rary help  service  rather  than  with  several 


Western 

TEMPORARY  SERVICES. 

Corporate  Headquarters: 
101  Howard  Street 
San  Francisco,  California  94105 


Divisions:    Clerical  (Western  Girl)  Marketing  Medical    Technical  Industrial  Sentry   Santa  Photo 


Jim  Murphy,  Account  Executive  for 
Coca-Cola  Bottling  Co.,  Oakland,  Ca. 


has  advantages  other  than  convenience. 
As  Murphy  points  out,  "The  continuity 
means  that  our  company's  requirements  are 
better  understood.  With  Western  we  feel  our 
needs  are  known  without  even  putting  them 
into  words." 

It's  the  personnel  know-how  of  West- 
ern's managers  that  makes  the  difference. 
They  recruit  actively  and  innovatively, 
test  carefully,  interview  thoroughly  and 
assign  selectively  to  provide  you  with  a 
skills  supermarket  you  can  depend  on. 
No  matter  what  kind  of  temporary  help 
you  want  —  clerical,  marketing,  medical, 
technical,  industrial  or  security — you 
can  feel  confident  you'll  get  the  best  from 
Western.  Call  today.  Ask  for  our  free  bro- 
chure "30  Ways  to  Use  Temporary  Help 
from  Western."  We're  in  the  white  pages. 
200  offices  worldwide. 


just."  No  matter  how  benevolent  hi 
intentions,  this  is  equally  incompati 
ble  with  the  integrity  of  the  superioi 
subordinate  relationship.  It  equally 
abuses  rank  based  on  function  an« 
imposes  power.  It  is  therefore  exploi 
tation  whether  done  because  of  lus 
for  power  or  manipulation  or  done  ou 
of  benevolence — either  way  it  is  un 
ethical  and  destructive.  Both  sexua 
relations  and  the  healer/patient  rela 
tionship  must  be  free  of  rank  to  bi 
effective,  harmonious  and  ethicalli 
correct.  They  are  constructive  only  ai 
"friend  to  friend"  or  as  "husband  tc 
wife"  relations,  in  which  difference: 
in  function  confer  no  rank  whatever. 

This  example  makes  it  clear, 
would  say,  that  virtually  all  the  con 
cerns  of  "business  ethics,"  indeed  al 
most  everything  "business  ethics' 
considers  a  problem,  have  to  do  with 
relationships  of  interdependence 
whether  that  between  the  organiza 
tion  and  the  employee,  the  manufac 
turer  and  the  customer,  the  hospital 
and  the  patient,  the  university  ancl 
the  student,  and  so  on. 

But  in  today's  American — and  Eu  I 
ropean — discussion  of  "business  eth  I 
ics,"  ethics  means  that  one  side  hasl 
obligations  and  the  other  side  hasl 
rights,  if  not  "entitlements."  This  iel 
not  compatible  with  the  ethics  of  in- 
terdependence and  indeed  with  any 
ethics  at  all.  It  is  the  politics  of  power 
and  indeed  the  politics  of  naked  ex- 
ploitation and  repression.  And  withir 
the  context  of  interdependence  the 
"exploiters"  and  the  "oppressors"  are 
not  the  "bosses"  but  the  ones  whe 
assert  their  "rights"  rather  than  ac- 
cept mutual  obligation,  and  with  it 
equality. 

To  illustrate:  Today's  "ethics  of  or- 
ganization" debate  pays  great  at- 
tention to  the  duty  to  be  a  "whistle- 
blower"  and  to  the  protection  of  the 
"whistle-blower"  against  retaliation 
or  suppression  by  his  boss  or  by  his 
organization.  This  sounds  high-mind- 
ed. Surely,  the  subordinate  has  a 
right,  if  not  indeed  a  duty,  to  bring  tc 
public  attention  and  remedial  action 
his  superior's  misdeeds,  let  alone  vio- 
lation of  the  law  on  the  part  of  a 
superior  or  of  his  employing  organi- 
zation. But  in  the  context  of  the 
ethics  of  interdependence,  "whistle- 
blowing"  is  ethically  quite  ambigu- 
ous. To  be  sure,  there  are  misdeeds  oi 
the  superior  or  of  the  employing  orga- 
nization that  so  grossly  violate  pro- 
priety and  laws  that  the  subordinate 
(or  the  friend,  or  the  child  or  even  the 
wife)  cannot  remain  silent.  This  is, 
after  all,  what  the  word  "felony"  hn- 

— — — — i 
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plies;  one  becomes  a  partner  to  a 
felony  and  criminally  liable  by  not 
reporting,  and  thus  "compounding," 
it.  But  otherwise?  It  is  not  primarily 
that  to  encourage  "whistle-blowing" 
:orrodes  the  bond  of  trust  that  ties 
the  superior  to  the  subordinate.  En- 
:ouraging  the  "whistle-blower"  must 
make  the  subordinate  lose  his  trust 
in  the  superior's  willingness  and  abil- 
ty  to  "protect  his  people."  They  sim- 
ply are  no  longer  "his  people"  and 
become  potential  enemies  or  political 
jawns.  And  in  the  end,  encouraging 
ind  indeed  even  permitting  "whistle- 
blowers"  always  makes  the  weaker 


ill 


"  'Business  ethics'  is  to 
ethics  what  soft  porn  is  to 
Platonic  Eros;  soft  porn,  too, 
talks  of  something  it  calls 
'love.'  And  insofar  as 
'business  ethics'  even  comes 
close  to  ethics,  it  comes 
close  to  casuistry  and  will, 
predictably,  end  up  as  a  fig 
leaf  for  the  shameless  and  as 
special  pleading  for  the 
powerful  and  the  wealthy." 


ne — that  is,  the  subordinate — pow- 
rless  against  the  unscrupulous  supe- 
ior,  simply  because  the  superior  no 
Dnger  can  recognize  or  meet  his  obli- 
ation  to  the  subordinate. 
"Whistle-blowing,"  after  all,  is 
imply  another  word  for  "inform- 
ig."  And  perhaps  it  is  not  quite 
'relevant  that  the  only  societies  in 
Western  history  that  encouraged  in- 
irmers  were  bloody  and  infamous 
grannies — Tiberius  and  Nero  in 
.ome,  the  Inquisition  in  the  Spain 
f  Philip  II,  the  French  Terror  and 
talin.  It  may  also  be  no  accident 
aat  Mao,  when  he  tried  to  estab- 
sh  dictatorship  in  China,  organized 
whistle-blowing"  on  a  massive 
:ale.  For  under  "whistle-blowing," 


under  the  regime  of  the  "informer," 
no  mutual  trust,  no  interdependen- 
cies  and  no  ethics  are  possible.  And 
Mao  only  followed  history's  first 
"totalitarians,"  the  "Legalists"  of 
the  3rd  century  B.C.,  who  sup- 
pressed Confucius  and  burned  his 
books  because  he  had  taught  ethics 
and  had  rejected  the  absolutism  of 
political  power. 

Discussion  of  "business  ethics"  to- 
day tends  to  assert  that  in  relations 
of  interdependence  one  side  has  all 
the  duties  and  the  other  one  all  the 
rights.  But  this  is  the  assertion  of  the 
Legalist,  the  assertion  of  the  totali- 
tarians who  shortly  end  up  by  deny- 
ing all  ethics.  It  must  also  mean  that 
ethics  becomes  the  tool  of  the  power- 
ful. If  a  set  of  ethics  is  one-sided, 
then  the  rules  are  written  by  those 
that  have  the  position,  the  power, 
the  wealth.  If  interdependence  is  not 
equality  of  obligations,  it  becomes 
domination. 

"Ethical  chic" 
or  ethics 

"Business  ethics,"  this  discussion 
should  have  made  clear,  is  to  ethics 
what  soft  porn  is  to  the  Platonic  Eros; 
soft  pom,  too,  talks  of  something  it 
calls  "love."  And  insofar  as  "business 
ethics"  comes  even  close  to  ethics,  it 
comes  close  to  casuistry  and  will,  pre- 
dictably, end  up  as  a  fig  leaf  for  the 
shameless  and  as  special  pleading  for 
the  powerful  and  the  wealthy. 

Clearly,  one  major  element  of  the 
peculiar  stew  that  goes  by  the  name 
of  "business  ethics"  is  plain  old- 
fashioned  hostility  to  business  and 
to  economic  activity  altogether — 
one  of  the  oldest  of  American  tradi- 
tions and  perhaps  the  only  still-po- 
tent ingredient  in  the  Puritan  heri- 
tage. Otherwise,  we  would  not  even 
talk  of  "business  ethics." 

But  one  explanation  for  the  popu- 
larity of  "business  ethics"  is  surely 
also  the  human  frailty  of  which  Pas- 
cal accused  the  Casuists  of  his  day: 
the  lust  for  power  and  prominence  of 
a  clerisy  sworn  to  humility.  "Busi- 
ness ethics"  is  fashionable,  and  pro- 
vides speeches  at  conferences,  lecture 
fees,  consulting  assignments  and  lots 
of  publicity.  And  surely  "business 
ethics,"  with  its  tales  of  wrongdoing 
in  high  places,  caters  also  to  the  age- 
old  enjoyment  of  "society"  gossip 
and  to  the  prurience  that  (it  was,  I 
believe,  Rabelais  who  said  it)  makes 
it  fornication  when  a  peasant  has  a 
toss  in  the  hay  and  romance  when 
the  prince  does  it. 


Altogether,  "business  ethics" 
might  well  be  called  "ethical  chic" 
rather  than  ethics — and  indeed  might 
be  considered  more  a  media  event 
than  philosophy  or  morals. 

But  this  discussion  of  the  major 
approaches  to  ethics  and  of  their 
concerns  surely  also  shows  that  eth- 
ics has  as  much  to  say  to  the  individ- 
ual in  our  society  of  organizations  as 
it  ever  had  to  say  to  the  individual  in 
earlier  societies.  It  is  just  as  impor- 
tant and  just  as  needed  nowadays. 
And  it  certainly  requires  hard  and 
serious  work. 

A society  of  organizations  is  a  soci- 
ety of  interdependence.  The  spe- 
cific relationship  that  the  Confucian 
philosopher  postulated  as  universal 
and  basic  may  not  be  adequate,  or 
even  appropriate,  to  modem  society 
and  to  the  ethical  problems  within 
the  modem  organization  and  between 
the  modern  organization  and  its  cli- 
ents, customers  and  constituents.  But 
the  fundamental  concepts  surely  are. 
Indeed,  if  there  ever  is  a  viable  "ethics 
of  organization,"  it  will  almost  cer- 
tainly have  to  adopt  the  key  concepts 
that  have  made  Confucian  ethics  both 
durable  and  effective: 

•  clear  definition  of  the  fundamen- 
tal relationships; 

•  universal  and  general  rules  of  con- 
duct— that  is,  rules  that  are  binding 
on  any  one  person  or  organization, 
according  to  its  rules,  function  and 
relationships; 

•  focus  on  right  behavior  rather 
than  on  avoiding  wrongdoing,  and  on 
behavior  rather  than  on  motives  or 
intentions; 

•  an  effective  organization  ethic, 
indeed  an  organization  ethic  that 
deserves  to  be  seriously  considered 
as  "ethics,"  will  have  to  define 
right  behavior  as  the  behavior  that 
optimizes  each  party's  benefits  and 
thus  makes  the  relationship  harmo- 
nious, constructive  and  mutually 
beneficial. 

But  a  society  of  organizations  is 
also  a  society  in  which  a  great 
many  people  are  unimportant  and 
indeed  anonymous  by  themselves, 
yet  are  highly  visible,  and  matter  as 
"leaders"  in  society.  And  thus  it  is 
a  society  that  must  stress  the  Ethics 
of  Prudence  and  self-development.  It 
must  expect  its  managers,  execu- 
tives and  professionals  to  demand  of 
themselves  that  they  shun  behavior 
they  would  not  respect  in  others, 
and  instead  practice  behavior  appro- 
priate to  the  sort  of  person  they 
would  want  to  see  "in  the  mirror  in 
the  morning."  ■ 
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WHAT  HYUNDAI  HAS  DONE 
TELLS  WHAT  IT  CAN  DO. 


Hyundai  has  moved  steadily 
ahead,  shorn  up  by  the  twin 
braces  of  experience  and  ex- 
pertise. 

Having  become  far  and  away 
the  largest  enterprise  in  Korea, 
it  now  maintains  an  active 
presence  in  some  30  countries 
on  six  continents. 

And  wherever  Hyundai  goes, 
it  takes  with  it  the  Korean 
hard-working  approach  to 
getting  an  honest  job  done 

Whether  it  be  rough  mountain 
terrain,  desertland,  even  the 
high  seas — Hyundai  has 
learned  how  to  take  on  the 
worst  in  every  environment, 
and  come  up  with  one  con- 
structive accomplishment 
after  another 

Hyundai  does  not  need  to  say 
what  it  can  do. 

Simply  because  what  it  has 
done  tells  the  story  a  whole 
lot  better 

Hyundai — the  people  building 
for  your  fuller  future. 


Business  Lines 


International  Trade.  Ship- 
building, Automobiles,  Electri- 
cal &  Mechanical  Engineering, 
General  Contracting,  Shipping 
&  Shiprepair  Services,  Indus- 
trial Plants,  Offshore  Facilities, 
Machinery,  Engines.  Rolling 
Stock.  Electrical  Equipment. 
Metals  and  Chemicals. 


Hyundai  Construction  Co  Ltd 
Hyundai  Engineering  Co  Ltd 
Hyundai  Heavy  Industries  Co  Ltd 
Hyundai  Corporation 
Hyundai  Motor  Company 
Hyundai  Mipo  Dockyard  Co  Lid 
Asia  Merchant  Marine  Co  Ltd 
Korea  Chemical  Co  ,  Ltd 
Hyundai  Wood  Industries  Co  .  Ltd 
Hyundai  Precision  &  Industry  Co  ,  Ltd 
Korea  Flanges  Co  Ltd 
Dongsu  Industrial  Co  .  Ltd 
Hyundai  Motor  Service  Co  Ltd 
inchon  Iron  &  Steel  Co  Ltd 
Aluminium  ol  Korea  Ltd 
Hyundai  Pipe  Co  .  Ltd 
Hyundai  Engine  &  Heavy  Machinery  Mtg 
Co  Ltd 

Hyundai  Electrical  Engineering  Co  Ltd 


A  HYUNDAI 

CPO  Box:  8943  Seoul,  Korea. 
Telex:  HDCORP  K23175/7 
HYUNDAI  K23111/5 


FORBES  SPECIAL  ADVERTISING  SUPPLEMENT 


ie  past  20  months  or  so 
i  been  an  eventful 
3d  in  Korea.  After  a 
:  period  of  transition,  a 
;ressive  new  govern- 
t  has  been  installed,  and 
lew  government  has 
^rtaken  wide-ranging  re- 
is  in  education,  politics 
economics.  If  anything, 
Tiomentum  for  reform  is 
very  strong,  and  the  na- 
can  look  forward  to 
y  more  changes  for  the 
;r. 

i  American  observer 
essing  all  these  changes 
ely  to  ask  two  or  three 
ecf  questions:  (a)  What 
e  basic  guiding  philoso- 
behind  the  recent 
ges  in  Korea?  (b)  Will 
a  achieve  a  second 
nomic  miracle"? 
iter  the  current  reform, 
■e  will  Korea  be  in 
s  of  international 
ions  in  East  Asia  or 
lat  matter  in  the  entire 
ern  Pacific? 
e  primary  purpose  of 
;ssay  is  to  answer  these 
tions  as  plainly  as 
lie. 

inued  High  Growth 
Stability  and  Equity 

e  French  have  a  saying 
"the  more  things 
ge  the  more  they  stay 
ame."  This  aphorism 
aptly  expresses  what  is 
g  place  in  Korea  by 
of  reforms  and  policy 
ges.  In  spite  of  all  the 
ges,  certain  funda- 
al  goals  and  directions 
in  unchanged.  If  any- 


CTATEC 

O  l/AI  1_0 

KOREA'S  ECONOMIC  POLICIES  AND 
PROSPECTS  FORTHE  1980'S 


Nam  Duck-Woo 
Prime  Minister  The  Republic  of  Korea 


thing,  the  reforms  have  had 
the  effect  of  reinforcing  the 
same  objectives  the  nation 
has  pursued  over  the  past 
two  decades,  and  nowhere 
is  this  more  true  than  in  the 
area  of  economic  policy 
making. 

For  instance,  today  we 
Koreans  are  more  eager  than 
ever  before  to  pursue  the 
goals  of  high  economic 
growth  with  stability  and 
equity.  And  in  reaching 
these  objectives  we  are  also 
more  committed  than  ever 
before  to  relying  on  the 
mechanism  of  the  free  mar- 
ket and  an  outward-looking 
development  strategy. 

Korea's  continued  eager- 
ness  to  pursue  high  eco- 
nomic growth  is  easv  to 
understand.  For  the  next  10 
vears  Korea  expects  her 
labor  force  to  grow  at  the 
rate  of  3%  per  annum.  In 
absolute  terms,  the  number 
of  new  workers  joining  the 
labor  force  each  year  will  be 
about  one  half  million.  In 
order  to  create  enough  jobs 
for  these  new  workers,  the 
nation  requires  an  annual 
economic  growth  rate  of  at 
least  5-6%.  In  spite  of  the 
economic  progress  of  the 
last  20  years,  the  standard 
of  living  of  our  people 
measured  in  per  capita  GNP 
is  still  one-seventh  or 
one-eighth  of  that  typically 
prevailing  in  industrially 
advanced  nations.  Further- 
more, today  the  nation  is  in 
a  position  where  it  must 
spend  a  minimum  of  5-6% 
of  its  GNP  for  defense.  In 


Knowledgeable,  attentive  yet  unobtrusive  waiters  don't  just  happen,  they  have 
to  be  trained  into  shape  It's  this  kind  of  excellent  service  and  an  unbelievable 
array  of  fabulous  facilities  that  have  made  the  Lotte  Korea  s  finest  hotel 


LOTTE 


C  P  O  Bo»  3500,  Seoul.  Korea  •  Tel771-10 
Telej  LOmHOK23533/34/35.  K28313  •  Cable  HOTELOTTE 

Hotel  Lotte  is  a  member  of  SRS  Worldwide  Hotels  For  toll  free  reservations  In  the  U  S  call 
80O223  5652  In  London  (01)  629  9792/93/94  New  York  2 1 2-593  2988. 
Frankfurt  (061 1)  2 1 57 18/19.  Hong  Kong  3  679  1  I  1 .  Singapore  737-74 1 1/3871 . 
Parts  296  2887.  Tokyo  5041 1 1  I  est  4248/49.  Durban(South  Africa)  5 1 -2488 
Maul 800 Office  800-367  5224.  Hawaii  800-877  2748 
Japan  Sales  Office  Telephone(03)624-5 1 85/86.  Telel  262-2370  LOTTE  H  J 


Rise  and  Shine  with 
The  Commercial  Bank  of  Korea 


The  Commercial  Bank  of  Korea,  the  country's 
largest,  most  experienced  institution  of  its  kind.  The 
bank  where  you  get  a  world-ranging  spectrum  of  ser- 
vices by  friendly  people  ready  to  focus  on  your  needs 
and  concentrate  on  your  interests. 


THE  COMMERCIAL 
BANK  OF  KOREA 


Head  Office:  P.O.  BOX  Central  126  Seoul.  Korea  Telex:  K2461 1 /6  Tel. :  771-30,  28-7271/5,  28  4275  9 
Overseas  Network:  Branches:  London,  Singapore  Agencies:  New  York,  Los  Angeles 

Wholly-owned  Subsidiary:  Korea  Commercial  Finance  Ltd.,  Hong  Kong 
Representative  Offices:  Tokyo,  Hong  Kong,  Chicago,  Dusseldorf 
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order  to  meet  this  defense  require 
without  sacrificing  consumption,  I 
needs  high  economic  growth. 

Korea's  need  to  achieve  stability 
pursuing  high  growth  is  also  easy 
understand.  In  order  to  grow  rap 
the  nation  needs  to  allocate  its  lirr 
resources  more  efficiently  than  in 
past.  At  a  time  when  the  size  and 
structure  of  the  economy  were  sin 
resources  could  be  allocated  effici 
by  a  handful  of  policy  makers  wit 
the  government.  After  20  years  of 
growth,  however,  the  economy  is 
longer  so  small  or  simple.  Today 
centralized  decision-making  throu 
operation  of  the  free  market  is  not 
desirable  but  necessary,  and  even 
economist  knows  that  the  allocati 
resources  through  market  signals 
efficient  only  if  those  signals  are  r 
jammed  by  inflationary  "noises." 

Korea's  desire  to  achieve  equity 
come  distribution  is  easy  to  unde 
too.  We  Koreans  have  never  cons 
high  economic  growth  to  be  an  er 
itself  and  Korea's  record  in  maint 
equitable  income  distribution  has 
admirable  bv  all  international  stan 
Authoritative  organizations  such  i 
World  Bank  have  long  noted  that 
is  among  the  few  developing  coui 
since  World  War  II  which  have  m 
aged  to  achieve  high  growth  with 
provement  in  income  distribution 

We  Koreans  are,  however,  not 
fied  with  such  acclaims.  In  fact,  tt 
flation  we  have  experienced  in  re< 
years  has  had  an  adverse  effect  oi 
income  distribution.  As  prices  of 
sities  have  risen  more  rapidly  tha 
prices  of  other  items,  the  lower  ir 
group  in  society  has  lost  more  in 
chasing  power  than  the  higher  in 
group.  For  this  and  other  reasons 
Koreans  today  are  more  determin 
than  ever  to  redouble  our  efforts 
improve  our  income  distribution. 

As  already  noted,  in  pursuing  t 
goals  it  is  now  necessarv  for  Kore 
relv  on  the  market  mechanism  an 
sue  a  development  strategy  that  i 
outward-looking  than  ever  before 
greater  reliance  on  the  mechanisn 
the  free  market  and  an  outward  " 
development  strategv  implies  twc 
things.  Externally,  Korea  should 
further  liberalize  her  policy  on  tra 
investment  and  technology  transf 
Internally,  the  nation  should  pror 
competition  throughout  the  econc 
and  equalize  opportunities  for 
participation  in  economic  activitie 
for  all  citizens. 

Policy  on  Trade 

The  process  of  liberalizing  the  r 
tion's  foreign  economic  policy  is  e 
underway.  The  current  import  po 
calls  for  raising  the  import  liberali 
ratio  from  the  current  level  of  74. 
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winning  combination: 

Experienced  people  & 
high  technology 


The  Samsung  basketball  team 
is  the  best  in  Korea.  We 
organized  the  best  talents  available 
and  drilled  them  into  a  team  that 
is  unbeatable.  We  used  the  same 
formula  to  build  the  95,000 
member  Samsung  work  force  that 
now  enjoys  a  worldwide 
reputation  for  advanced 
technological  know-how  and 
reliability. 

In  ventures  that  have  taken  us 
into  everything  from  general 
foodstuffs  to  sophisticated 
industrial  plants,  the  people  in  the 
26  Samsung  companies  have 


proven  themseleves  able  to 
compete  with  high  technology 
leaders  throughout  the  world.  The 
Samsung  companies  now  specialize 
in  a  wide  range  of  business  lines 
that  includes  foreign  trade,  heavy 


©SAMSUNG 
GROUP 

Represented  by  Samsung  Co.,  Ltd. 

C.P.O.  Box  1144  Seoul,  Korea 
Telex;STARS  K23657/K23302/K23349 
Cable  Address:  STARS  SEOUL 


and  chemical  industries, 
electronics,  precision  instruments, 
construction,  petrochemicals,  and 
others. 

When  you  deal  with  Samsung 
you  truly  deal  with  a  team  -  a 
team  that  is  able  to  face  tasks 
together  if  the  job  calls  for  it, 
and  a  team  that  can  save  you 
time,  money,  and  worry. 

We're  proud  of  all  95,000 
members  of  the  Samsung  team 
and  they're  proud  of  themseleves. 
They  know  they  are  among 
the  best  and  they  are  getting 
better. 


OVERSEAS  BRANCHES: 


TOKYO  Tel 
OSAKA  Tel 
HONG  KONG  Tel 
KUALA  LUMPUR  Tel 
SINGAPORE  Tel 
SYDNEY 
RANGOON 
JAKARTA 
BANGKOK 
MANILA 
DACCA 
NEW  DELHI 


(03)  581-751 1/7.  Tlx  SAMSTARS  J24244 
(06)  266-0752/5,  Tlx  STARSK  J64322 
H-234369.  Tlx  83236  HSTAR  HX 
488510,  Tlx  MA  30856  KULSTA 
433143.  Tlx  STARSIN  RS  23700 
(02)  241-2241,  Tlx  STARSY  AA  26428 
71417.  Tlx  21201  TELBOX  BM 
324759.  Tlx  45120  SAMSUNG  IA 
233-5007,  Tlx  87961  STARBKK  TH 
817-63-12.  Tlx:  22648  STARS  PH 
238619,  Tlx  65614  STAR  BJ 
NEW  DELHI  42905.  Tlx  031-3825  MOST  IN 


NEW  YORK  Tel  (201)  592-7900.  Tlx  135536  SAMSUNG  FORT  MILANO 

LOS  ANGELES  Tel  (213)  936-8111,  Tlx:  696141  LASTAR  LSA  LAGOS 

HOUSTON  Tel  (713)  960-1910,  Tlx:  79  0107  SAMSUNG  HOU  KUWAIT 

PANAMA  Tel:  69-3533,  Tlx:  2467  PANASTAR  PG  TEHRAN 

BUENOS  AIRES  Tel  392  2305,  Tlx  18840  STARS  AR  RIYADH 

CARACAS  Tel  33-4681.  Tlx:  21201  VEGRA  JEDDAH 

MEXICO  Tel:  516-71-20.  Tlx:  1772647  BEIME  (MEXICO)  DAMMAM 

SANTIAGO  Tel  397718,  Tlx  94635  SAMSTA.  KU  CAIRO 

LONDON  Tel:  (01)  831-6951.  Tlx  264606  STARS  LG  DUBAI 

FRANKFURT  Tel  (061 1)  740841 ,  Tlx  0416479  SMCF  D  TRIPOLI 

PARIS  Tel:  538-6836.  Tlx  STAR  PAR  250730  F  BAHRAIN 

DliSSELDORF  Tel:  (0211)  320014.  Tlx  8686392  SAMD  D  AMMAN 


Tel:  (02)  800106.  Tlx  313390  MILSTA  I 
Tel:  61 1060.  Tlx  21808  STARS  NG 
Tel:  416632.  Tlx  SAMSTARS  2764  KT 
Tel  622141.  Tlx  215145  SMC  IR 
Tel, 4643587,  Tlx  200543  ANCOD  SJ 
Tel  6431544.  Tlx  402537  JAMSTA  SJ 
Tel:  8330447.  Tlx  601456  GESCO  SJ 
Tel  910880,  Tlx  92817  HOILD  UN 
Tel  229634,  Tlx  46828  ALSAM  EM 
Tel:  39186.  Tlx:  20543  STACON  LY 
Tel  233499.  Tlx  8291  BASAM  BN 
Tel  42182.  Tlx  21867  METE  JO 


Expand 
your  language 

ability. 


Daewoo  people  around  the  world  speak  many 
languages.  But  Daewoo  has  its  own  business 
language,  one  that  everyone  understands  — 
the  handshake. 

It  speaks  of  partnership,  cooperation, 
joint-venture,  and  plain  old  human  goodwill. 
And  out  of  it  comes  a  myriad  of  business 
activities  for  you  and  for  us.  All  resulting 
in  accomplishment,  progress,  and  human 
understanding. 

Expand  your  language  ability,  and  let's 
see  what  we  can  do  for  each  other. 


One  plus  one  equals  three.  Or  more. 

m  TRADING  m  MACHINERY 

m  SHIPBUILDING       ®  PLANT  PROJECTS 

m  CONSTRUCTION    *  ELECTRONICS 

M  ENERGY  &  RESOURCES  DEVELOPMENT 

M  TEXTILES  m  FINANCE 

m  HEAVY  CONSTRUCTION  EQUIPMENT 


DAEWOO 


C.P.O.  BOX  2810 
SEOUL,  KOREA 
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r  907c  by  1986.  By  expanding  im- 
ts  in  areas  where  the  nation  lacks 
tparative  advantage,  Korea  can  ex- 
t  to  achieve  more  efficient  allocation 
esources  throughout  the  economy, 
ddition,  bv  exposing  domestic 
ducers  to  foreign  competition,  the 
on  can  expect  improvement  in  the 
lity  of  its  products.  Furthermore, 
ibsorbing  excess  liquidity  in  the 
lomic  system  through  an  increase 
nports,  the  nation  can  mitigate 
itionary  pressures, 
s  for  Korea's  policy  on  exports,  the 
ernment  plans  to  increase  exports 
;d  on  a  new  pattern  of  industrial 
:ialization.  In  Korea's  view,  the 
ansion  of  her  exports  based  on 
a-industry  specialization  rather  than 
r-industry  specialization  will  be  less 
icult  for  Her  trading  partners  to 
arb.  Consequently  the  expansion  of 
ea's  exports  will  face  less  resistance 
he  world  marketplace.  In  addition, 
ea  plans  to  expand  her  exports 
)ugh  greater  geographical  diversifica- 
of  markets  and  by  producing  a 
iter  variety  of  export  commodities. 


Korea's  Trade  with  U.S. 


Unit:  $  Million 

Year 

Exports 

Imports 

to 

from 

U.S. 

U.S. 

with  U.S. 

1970 

395.2 

584.8 

189.6 

1971 

531.8 

678.3 

146.5 

1972 

759.0 

647.2 

111.8 

1973 

1,021.2 

1,201.9 

180.7 

1974 

1,492.2 

1,700.8 

-208.6 

1975 

1,536.3 

1,881.1 

-344.9 

1976 

2,492.6 

1,962.9 

529.7 

1977 

3,118.6 

2,447.4 

671.2 

1978 

4,058.3 

3,043.0 

1,015.4 

1979 

4,373.9 

4,602.6 

-228.7 

1980 

4,606.8 

4,890.3 

-  283.5 

Your  hoc  line  Co 
Che  Korean  market 

Representing  2,800  firms,  the  Korean  Traders  Association 
(KTA)  can  make  the  contacts  and  provide  you  with  the  data 
you  need  to  carry  out  your  business  in  Korea  quickly, 
efficiently,  and  worry  free. 

We  open  the  door  to  the  Korean  market 
and  Korean  merchants  lead  you 
to  greater  profits.  Sparked  by  a 
rapidly  rising  level  of  technology, 
Korea  offers  you  an-increasing- 
ly  sophisticated  range  of  goods 
and  services  that  are  inter- 
nationally competitive  in  price, 
quality,  and  reliability  to  supply. 

The  Korean  market  is  as  close 
as  your  nearest  phone,  why  not 
contact  us,  one  of  our  branches, 
or  the  office  of  any  Korean 
trading  firm  worldwide  for  fur- 
ther information. 


Overseas  Branches 

•  New  Yorti:  Harm  Kook  Center  Bidg  460  Park  Ave  .  Bm 
555.  New  York.  NY  10022  USATel  (212)421  8804/6. 
Tlx  KTANY  425572  'Japan:  5th  Fl  Dai  33  Mori  Bidg  . 
8-21.  3-Chome.  Doranomong.  Minadoku.  Tokyo,  Japan. 
Tel  438  2761/5.  Tlx  KOTRASO  J27464  'Hong  Kong: 
Korea  Centre  Bidg  .  H 9- 1 20  Connaugnt  Rd  C  Hong  Kong. 
Tel  5  432234/6,  Tlx  KOCEK  HK  74386  •Du»»«ldorl 
Emanuel  LeuUe  Strasse  1.  4  Diisseidorf  1 1.  W  Germany, 
Tel   (0211)  5940C6/7  Tlx   KTAO  8584754 


KOREAN  TRADERS  ASSOCIATION 


KOREA  TRADING  INTERNATIONAL  INC. 

68.  Kyunji-dong.  Oongro-ku.  Seoul.  Koiej 
CPO  Bo»  J667,  Seoul 
Tel  722  9824/9,  9676/9 
Tel*.  KOTII  K274J4 


KOREA  EXHIBITION  CENTER 

65.  Sitmseong-dong,  Seoul.  Kore* 

C  P.O.  Bo*  3109.  Seoul 
Tel  S2-M6S,  2161,  2171 
Tele*  KOEXCEN  K24594 
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ew  Phase 
rom  Time-Honored 
Experience 
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Meeting  the  business  to  come,  more  sophisticated,  sedulous 
and  international,  we  have  changed  our  corporate  name 
from  ICC  to  Kukje  Corporation. 
For  32  years,  our  friends  abroad  called  us  ICC. 
At  home,  "KUKJE'  identified  one  of  the  y 
most  dynamic  business  groups. 
Our  trading  partners 

and  clients  were 
sometimes  confused, 
but  no  longer:  today  we 
are  the  Kukje  Corporation  to  one 
and  all.  Kukje  (pronounced  'Kuk-jay') 

means  international— and  that  fits. 
.The  Kukje  Corporation  engages  in 
footwear,  iron  and  steel,  electronics, 
(tires,  textiles,  garments,  paper, 
construction  and  engineering, 
agricultural   machines,  transportation, 
stock  brokerage,  etc.,  to  the  annual  tune  of  1.8  billion. 
More  than  3,000  items  are  exported-and  imported-to  and 
from  more  than  100  nations. 

Kukje:  the  people  to  talk  to  when 
^Ji^  your  business  is  sophisticated 
and  sedulous.  We  are  Kukje. 
Kukje  is  international. 


(!) 


KUKjl 


(ice) 

CORPORATION 


BRANCHES 

•  NEW  YORK  TEL:  (201)  460-7120 
TELEX:  133245  KUKJE  •  LOS  ANGELES 

TEL:  (213)  979-3700  TELEX:  194737 
KUKJECO  •  CHICAGO  TEL: 
(312)  663-5805  TELEX:  283578  KUKJECO 

•  HOUSTON  TEL:  (713)  650  0065  '6 
TEl  EX:  794691  KUKJECORP  HOU 

•  TORONTO  TEL:  (416)  667-0991/2 
TELEX:  06-218238  KUKJECO  TOR 

•  PANAMA  CITY  •  MEXICO  CITY  •  LONDON  •  DUSSELDORF  •  PARIS 

•  GOTEBORG  •  TOKYO  •  OSAKA  •  HONG  KONG  •  MANILA  •  BANGKOK 

•  SINGAPORE  •  JAKARTA  •  CAIRO  •  AMMAN  •  KUWAIT  •  JEDDAH  •  RIYADH 

•  DAM  MAM  •  TEHRAN  •  LAGOS 


TELEPHONE:  771-81,  771-61 
C.P.O.  BOX  747  SEOUL,  KOREA 
TELEX:  KUKJECO  K2725L  K26548,  K23702 
CABLE:  KUKJECO  SEOUL 
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Policy  on  Foreign 
Technology  and  Capital 

Korea's  policy  on  the  inflow  of  1 
eign  technology  is  already  very  lib 
Even  under  the  present  policy  the 
virtually  no  significant  barriers  wo 
mentioning.  In  areas  other  than  tr 
nuclear  and  defense  related  fields 
applications  for  technology  import 
licenses  are  automatically  approve 
regards  patent  rights  of  foreign  su 
pliers  of  technologies,  the  governr 
will  in  the  near  future  amend  curr 
rules  and  regulations  so  that  more 
adequate  protection  is  accorded  to 
those  rights. 

In  the  past  Korea  relied  too  hea' 
on  foreign  borrowing  to  meet  her 
foreign  capital  requirement.  In  adc 
she  was  probably  too  conservative 
garding  joint  participation  require) 
in  direct  foreign  investment.  Last 
tember,  however,  the  government 
nounced  a  new  policy  on  direct  fo 
investment  with  a  view  to  increasi 
the  share  of  foreign  investment  in 
foreign  capital  commitment  in  Kor 
While  retaining  all  the  existing  tax 
incentives  and  other  privileges  offi 
to  foreign  investors,  the  new  polic 
allows  a  maximum  foreign  equity 
of  up  to  100%  in  a  large  number  a 
industrial  fields.  Together  with  tht 
that  wage  levels  in  Korea  are  still 
competitive  with  those  countries  ii 
similar  stage  of  development,  this 
should  malce  Korea  an  ideal  place 
overseas  production  of  manufactu: 
export-oriented  industries  based  ir 
advanced  countries. 

Policy  on  Energy  Development 

Korea  is  a  country  with  few  dor 
energy  resources.  The  governmen 
acutely  aware  that  during  the  Fiftl 
Year  Plan  period  (1982-86),  the  av; 
ability  and  the  price  of  oil  in  parti< 
can  become  serious  bottlenecks.  Ir 
order  to  deal  with  this  problem  in 
short  run,  the  government  is  enco 
aging  maximum  saving  in  energy 
primarily  by  realistic  energy  pricin 
also  establishing  strict  industrial 
standards  for  energy  use. 

For  the  long  term  we  are  makin 
efforts  on  two  fronts.  In  order  to  i 
dependence  on  oil,  we  are  acceler, 
nuclear  energy  programs,  encoura 
industries  to  switch  to  coal,  increa 
investment  programs  for  greater  u 
LPG  and  LNG  and  stepping  up  R 
D  efforts  for  such  alternative  form 
energy  as  solar  energy  and  tidal  p 
And  in  order  to  secure  a  stable  su 
of  energy  and  other  critical  indust 
raw  materials  for  ourselves,  the  gc 
ment  is  encouraging  our  industrie 
enter  into  joint  ventures  with  the 
tries  that  have  the  resources  Kore; 
needs.  Given  these  wide-ranging  ] 
efforts  in  the  energy  field,  room  ft 


The  post-war  economic  miracle  in 
Korea  took  a  new  course  in  1978  when 
Keang  Nam  purchased  a  high  technology 
U.S.  engineering  firm . .-.  The  Pritchard 
Corporation  of  Kansas  City,  Missouri.  This 
merger  has  now  produced  its  first  major  joint 
success  with  the  award  of  the  design  for  the 
Pyeong  Taeg  LNG  receiving  terminal  at  Asan 
Bay,  Korea.  The  industry  leading  cryogenic 
.  technology  of  Pritchard,  combined  with  the 
established  engineering  and  construction 
skills  of  Keang  Nam,  will  soon  deliver  a  new 
energy  source  for  millions  of  Koreans. 

The  unique  combination  of  comple- 
mentary technology,  expertise  and  resources 
of  these  two  organizations  is  prepared  to  serve 
industrial  clients  throughout  the  world. 


KEANG  NAM  ENTERPRISES,  LTD. 

10  Gwan-Cheol-Dong  Chon-Ku,  Seoul,  Korea 


|   |      iu  uwan-uneoi-uong  onon-i\u,  beoui,  t\orea  -vo 

 ^  10, 

■Hmf  j/  THE  PRITCHARD  CORPORATION  ^g^P 

CCy -T^*0** /    4625  Roanoke  Parkway  •  Kansas  City,  Missouri  64112  U.S.A. 
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SPEED,  SKILL, 
ENTHUSIASM, 
FLAIR  -  TRY 
A  TOUCH 
OF  KOREAN 
MAGIC 


Behind  the  Korean  dancer's  effortless  art 
are  countless  hours  of  practice.  For  her, 
nothing  short  of  perfection  will  do  —  it's 
the  Korean  way.  In  the  banking  and 
financial  sphere.  Korea  Exchange  Bank 
displays  the  very  same  qualities  and  ambi- 
tions, as  we  emulate  the  dancer  in  our 
quick  responses  and  determination  to 
please  our  public. 

We've  already  proved  ourselves  as  a 
vital  component  in  Korea's  impressive 
economic  performance,  and  we  stand 
ready  to  serve  you  through  our  integrated 
global  network  of  offices. 

Wherever  you  are.  Korea  Exchange 
Bank  is  close  at  hand,  with  information 
and  prompt  tailor-made  services  designed 
for  your  needs.  Our  comprehensive  range 
of  skills  and  services  are  all  you  would 
expect  from  a  major  international  bank, 
but,  in  addition,  we  supply  that  special 
touch  of  Korean  magic. 

KORER  l'*  EXCHANGE  BRNK 

-  KOREA'S  LEADING  BANK  - 

Head  Office:  181  2-ka.  Ulchi-ro.  Joong-ku.  Seoul,  Korea. 
TELEX  NO  K24244.  K24245,  K27237,  K27254  C  P  0  Box 
2924  Seoul  Cable  Address:  KOEXBANK  SEOUL  Tel  771-46 
Branches:  New  York.  Los  Angeles.  Chicago.  Panama, 
London,  Paris,  Frankfurt.  Hamburg.  Amsterdam,  Tokyo. 
Osaka,  Hong  Kong,  Kowloon,  Singapore,  Bahrain 
Representative  Offices:  Houston,  Seattle,  Toronto, Mexico 
City,  Caracas,  Sao  Paulo,  Buenos  Aires.  Zurich,  Brussels, 
Milan.  Vienna.  Stockholm.  Fukuoka.  Bangkok,  Manila, 
Jakarta.  Tehran.  Nairobi,  Sydney. 

Subsidiaries:  Calilornia  Korea  Bank.  Los  Angeles  •  Korea 
Associated  Finance  Ltd..  Hong  Kong  •  Korea-Europe 
Associated  Finance  Company  S  A  Brussels  •  Cairo  Far 

East  Bank,  S.A.E..  Cairo. 
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close  cooperation  between  Korea  and 
her  friends  abroad  is  great  indeed. 

Internal  Economic  Policy  Reforms 

The  process  of  liberalizing  the 
economy  internally  is  well  underway. 
Even  before  inauguration  of  the  present 
government  last  year,  prices  on  most 
commodities  were  decontrolled. 
Furthermore,  the  government  is 
currently  implementing  the  Fair  Trade 
and  Anti-  Monopoly  Act,  the  purpose 
of  which  is  to  minimize  direct 
government  control  and  promote 
competition  throughout  trie  economy. 

In  order  to  increase  the  allocation  of 
investible  funds  through  the  market 
mechanism,  the  nation  is  engaged  in 
carrying  out  an  extensive  reform  in  the 
banking  sector.  For  this  purpose  the 
government  has  already  begun  to  re- 
linquish its  equity  shares  in  one  of  the 
nation's  five  major  commercial  banks, 
and  will  sell  off  its  shares  in  the  remain- 
ing four  bv  1986.  In  addition,  the  gov- 
ernment has  encouraged  a  joint  venture 
in  banking  as  a  way  of  encouraging 
innovations  among  domestic  banks. 
Under  this  policy  at  least  one  joint 
venture  between  a  U.S.  bank  and 
Korean  business  interest  will  be 
formed  before  the  end  of  this  year. 

The  government  policy  in  agriculture 
in  the  past  has  aimed  at  maximizing 
yield  per  acre.  In  the  years  ahead  the 
policy  will  aim  at  maximizing  productiv- 
ity per  worker  through  greater  mecha- 
nization. Furthermore,  the  government 
will  provide  farmers  with  opportunities 
to  earn  greater  income  from  non-farm 
activities.  In  addition,  in  order  to  secure 
a  stable  supply  of  agricultural  commod- 
ities in  which  the  nation  clearly  lacks 
comparative  advantage,  the  nation  will 
increasingly  rely  on  imports. 

Over  and  above  all  these  reform 
efforts  relating  to  the  particular  sectors 
of  the  economy,  the  government  has 
already  launched  a  program  to  eliminate 
all  legal  and  other  institutional  practices 
which  stand  in  the  way  of  the  nation's 
effort  to  sustain  another  period  of 
high  growth.  These  policy  efforts  will 
be  combined  with  programs  to 
expand  access  to  education  for  all 
groups  in  society. 

Policy  on  Income  Distribution 

The  heart  of  Korea's  policy  on  income 
distribution  will  be  the  expansion  of 
employment  opportunities  through 
rapid  growth  with  minimum  inflation. 
These  policy  efforts  will  be  combined 
with  efforts  to  increase  access  to  educa- 
tion for  all  groups  in  society.  To  this 
end,  the  government  will  increase 
spending  on  education  and  vocational 
training  on  all  levels.  Increasing  public 
spending  on  education  in  the  broadest 
sense  is  not  only  a  good  social  policy 
but  also  good  economics.  As  the  experi- 


ence of  many  industrially  advancec 
nations  clearly  indicates,  the  availa 
of  wide  educational  opportunities  i 
surest  way  of  guaranteeing  an  equi 
distribution  of  income  in  tne  long  i 
and  in  the  short  run  it  eases  the  sh 
age  of  technical  manpower. 

In  the  efforts  to  improve  income 
distribution,  Korea  will  try  to  avoic 
the  unfortunate  experience  of  somt 
advanced  countries  with  so-called 
"welfare"  programs.  Koreans  realize 
some  of  these  welfare  programs  ha 
had  serious  disincentive  effects  on 
and  savings.  Furthermore,  these  pr 
have  led  to  difficulties  in  industrial 
ments  with  adverse  effects  on  the  i 
expansion  of  world  trade. 

Preliminary  Guidelines 

for  the  Fifth 

Five-Year  Plan  (1982-86) 

All  the  policies  and  programs  th« 
have  been  discussed  so  far  are  in  t) 
process  of  being  incorporated  into 
Fifth  Five-Year  Plan  wnich  will  beg 
next  year.  In  essence,  then,  the  pri 
objective  of  the  Fifth  Five-Year  Plan 
be  to  continue  with  the  current  ref' 
efforts  and  achieve  high  growth  wi 
stability  and  equity.  As  a  matter  of 
the  preliminary  guidelines  of  the  p 
envisage  a  7-8%  annual  growth  in 
GNP  with  a  rate  of  inflation  appro: 
imating  the  average  of  Korea's  majj 
trading  partners.  During  the  Fifth 
Year  Plan  period  the  nation's  expo 
will  increase  at  11.9%  per  annum  a 
imports  at  8.0%  per  annum  in  real 
terms.  The  nation's  current  accoun 
deficit  is  expected  to  fall  from  $5.4 
billion  in  1981  to  $3.8  billion  by  198 
the  final  year  of  the  plan  period. 

Short-Term  Economic  Prospects 

Begining  in  October  last  year,  th 
Korean  economy  has  shown  many 
of  recovery.  Industrial  production 
during  the  first  several  months  of 
year  has  been  steadily  gaining  mot 
turn.  The  estimated  growth  in  GN1 
during  the  first  half  of  this  vear  wa 
2.5-3.0%  and  growth  in  exports  ha 
been  substantially  higher  than  targ 
earlier  in  the  year. 

On  the  basis  of  such  developmei 
these,  the  government  expects  GN 
growth  during  the  second  half  of  t 
year  to  be  9-10%,  making  the  GNF 
growth  for  the  whole  year  6-7%  co 
pared  to  the  5-6%  originally  foreca 

What  has  been  even  more  encou 
ing  is  that  this  recovery  in  growth 
not  been  accompanied  by  an  upsu 
inflation.  It  is  the  expectation  of  th 
government  that  increases  in  both 
sumer  and  wholesale  prices  will  bt 
within  the  20-25%  range  as  project 
earlier  in  the  vear.  In  tne  case  of  v\ 
sale  prices  the  increase  may  well  b 
below  20%. 


The  successful  development  of  video 

cassette  tapes  by  Sunkyong 
symbolizes  its  forward-looking  spirit. 


Kthroughs  in  High  Technology 

ick  in  1975,  Sunkyong  de- 
li to  move  into  high-technol- 
fields  and  started  to  invest  in 
est  not  only  in  research  and 
ilopment  activities  but  also  in 
mating  high-grade  manpower, 
led  to  the  initiation  in  1978  of 
sster  film  production,  which 
ires  highly  sophisticated 
jfacturing  techniques.  Efforts 
1  then  directed  at  developing 
nology  to  diversify  the  use  of 
Im,  culminating  in  1980  in  the 
essful  development  of  SK-EV 
)  cassette  tapes.  SK-EV 
3  are  now  being  marketed 
nd  the  world  amid  acclaim  by 
)  fans  everywhere  for  their 
mdable  quality  as  well  as 
enable  prices.  Sunkyong  al- 
i  aims  for  product  quality 
ing  international  standards  of 
Hence. 


Toward  Affluence  for  All 


Sunkyong  seeks  ever  greater 
exchanges  with  the  rest  of  the 
world  through  its  general  interna- 
tional trading  activities,  as  well  as 
operations  in  the  textile,  chemical, 
electronic,  construction,  oil  refin- 
ing and  petrochemical  sectors. 
Sunkyong  is  also  determined  to 


continue  to  boldly  invest  in  the  de- 
velopment of  new  or  advanced 
technologies  to  build  a  better  to- 
morrow. In  that  way,  we  hope  not 
only  to  increase  mutual  benefits 
with  our  customers  but  also  to  ad- 
vance the  goal  of  affluent  life  for 
all. 


<sk> Sunkyong  Group 


Head  Otlice  Sunkyong  Bldg  5-3  Namdaemun-ro  2-ga 
Chung-gu.  Seoul,  Korea  Te!  77 1-88  Cable  SUNKYONG 
SEOUL  Telex  SNKYONG  K24851  -5  SKFIBRE  K28445 
C  P  O   Box  1 780  Seoul 

VIDEO  TAPE  manufacturer  Sunkyong  Chemical  1  Id 
Han  Yang  Investment  &  Finance  Bldg  9-10  2-ga  EulJi-ro  Chung- 
gu  Seoul  Korea  Tel  777-5261 -5  PO  BOX  CPO  8783  Cable 
SKCHL  Telex  SKYBOL  K24874 
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As  for  wage  increases,  it  is  gratifying 
to  note  that  the  majority  of  both  Korean 
workers  and  businessmen  fully  under- 
stand the  importance  of  moderation  in 
wage  increases  in  order  to  maintain  the 
competitiveness  of  Korean  exports.  As  a 
result  they  reached  wage  settlements 
with  an  average  nominal  increase  of 
about  16%  for  1981.  With  this  kind  of 
wage  settlement  the  nation  has  little 
difficulty  in  maintaining  its  export 
competitiveness. 

Long-Term  Economic  Outlook 

There  are  several  reasons  why  we 
Koreans  have  always  felt  comfortable 
about  our  long-term  growth  prospects. 
Looking  at  the  supply  side  of  the  econ- 
omy first,  Korea's  labor  force  is  ex- 
pected to  grow  at  about  3%  per  annum 
while  her  population  will  grow  at  1.6% 
per  annum.  These  two  differential 
growth  rates  will  result  in  a  high  labor 
force  to  population  ratio,  which  simply 
means  that  the  average  worker  will 
have  fewer  dependents  to  support  and 
hence  be  able  to  save  more.  This  means 
that  the  economy  will  enjoy  unparal- 
leled opportunity  to  finance  large  in- 
vestment requirements  with  minimum 
inflation,  and  given  such  a  rapid  growth 
of  the  labor  force,  the  returns  on  capital 
and  other  forms  of  investment  in  Korea 
will  continue  to  be  high. 

Korea  also  has  an  outstanding 
capacity  to  absorb  high  technology  from 
abroad.  Each  new  generation  of  tne 
people  is  better  educated.  In  addition, 
Korea's  dynamic  entrepreneurs  can 
surely  be  counted  on  to  adopt  new 
technologies  resulting  in  overall 
productivity  improvement.  Further- 
more, Korea  now  has  her  own  techno- 
logical base.  Organizations  such  as  the 
Korea  Advanced  Institute  of  Science 
and  Technology  are  not  only  developing 
new  technologies  but  also  adapting 
industrial  techniques  of  advanced 
countries  for  local  use. 

Korea  will  also  be  able  to  increase  her 
overall  output  by  shifting  labor  out  of 
low-productivity  agriculture  to  high- 
productivity  industry,  and  agriculture 
still  accounts  for  some  347o  of  total  em- 
ployment in  the  nation.  During  the  past 
10  years  the  average  annual  productiv- 
ity improvement  in  manufacturing  has 
been  about  10%  while  that  in  agricul- 
ture has  been  3-4%.  By  1991  employ- 
ment in  agriculture  is  expected  to  fall  to 
about  23%  of  total  employment  while 
that  in  manufacturing  will  rise  from 
23%  currently  to  35%. 

On  the  demand  side,  too,  there  is 
ground  for  optimism.  Korea's  share  of 
world  trade  is  still  relatively  small,  and 
hence  there  is  room  for  continued  ex- 
pansion without  running  into  serious 
protectionist  resistance.  But  more  im- 
portantly, Korea  has  already  done  much 
to  minimize  protectionist  pressures 


Projections  for  the  Korean  Economy 
During  the  1980  s 


Average  Annual 
Increase  (%) 
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Commodity  Imports  ($  billion) 
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against  her  exports  through  product 
and  market  diversification.  In  this  re- 
gard, it  is  significant  that  during  the 
past  two  years  the  growth  rate  of 
Korea's  heavy  and  chemical  exports  has 
far  exceeded  the  growth  rate  of  her  total 
exports.  Furthermore,  now  that  it  is 
large,  the  domestic  market  can  serve  as 
a  '  second  engine"  of  growth,  especially 
when  the  external  economic  climate  is 
unfavorable.  For  the  next  several  years 
the  role  of  the  "second  engine"  is  ex- 
pected to  be  even  greater  as  the  nation 
plans  to  undertake  investment  in 
housing,  public  sanitation  and  mass 
transit.  Investment  in  housing  has  the 
advantage  of  creating  much  employ- 
ment without  undue  pressure  on  tne 
balance  of  payments  because  of  its 
minimal  import  content. 

There  is  another  fact  that  should  be 
considered  here.  The  Western  Pacific 
represents  not  only  the  most  dynamic- 
ally growing  economic  region  in  the 
world  today  but  also  will  be  the  most 
vital  center  of  growth  for  the  remainder 
of  this  century.  The  prospect  of  closer 
economic  cooperation  among  the  coun- 
tries in  the  region  is  better  today  than 
at  any  time  in  the  past,  and  Korea 


definitely  regards  her  location  at  th 
center  of  these  developments  to  be 
great  advantage.  With  the  invaluab 
experience  gained  in  recent  years  b 
businessmen,  engineers  and  worke 
large  development  projects  oversea 
particularly  in  the  Middle  East,  Koi 
in  a  good  position  to  make  use  of  t 
new  opportunities  emerging  in  the 

Korean  Pragmatism 

Perhaps  one  of  the  most  importa 
reasons  for  optimism  regarding  the 
long-term  prospects  of  the  Korean 
omy  has  to  do  with  the  pragmatisn 
dynamism  of  the  Korean  people  an 
their  aspiration  to  improve  the  star 
of  living.  The  Korean  people  still  rt 
committed  to  hard  work.  In  additic 
the  Korean  people  and  governmen 
have  always  shown  the  capacity  to 
what  is  required.  In  1974,  when  thi 
country  was  confronted  with  the  fi: 
crisis,  it  pioneered  a  new  form  of  e 
nomic  cooperation  with  oil-produci 
countries  in  the  Middle  East.  The  c 
rent  policy  reforms  simply  represer 
similar  creative  response  to  change 
the  economic  environment  both  at 
home  and  abroad. 


THE  SHAPE  OF 
STABILITY 


To  the  eye,  the  classic  form  of  Korean 
^  Yi  Dynasty  ceramics  can  be  an  inspir- 
Hjjj^^^r       example  of  stability  and  timeless 
^SH^perfection. 

Keen  business  insight  stresses  the  value  of 
stability  but  the  keenest  optimizes  innovation 
without  trading  off  stability. 

THE  LUCKY  GROUP  has  been  continuing  to  give 
new  shape  to  both  the  Korean  and  international 
business  scene  since  1947.  By  stressing  stable 
growth  through  careful  diversification,  THE  LUCKY 
GROUP  reached  sales. of  US$4.9  billion  last  year 


representing  the  fullest  spectrum  of  products  and 
services:  chemicals,  semiconductors  and 
computers,  electronics  and  communications, 
energy  and  resources,  trade,  construction  and  en- 
gineering, insurance  and  securities,  public  services. 

Broaden  your  business  perspective  by  learning 
more  about  the  shape  of  things  at  THE  LUCKY 
GROUP.  Contact  our  trading  house,  Bando  Sangsa 
Co.,  Ltd.,  537  Namdaemun-ro  5-ga,  CPO  Box 
1899,Jung-gu,  Seoul  100,  Korea.  Phone:  771-32, 
Cable:  FOURCLOVER  SEOUL,  Telex:  K27266, 
K27470. 


Transforming  dreams  into  reality 

THE  LUCKY  GROUP 


□  Lucky,  Ltd.  DBando  Sangsa  DGold  Star  Co.,  Ltd  DGold  Star  Cable  DLucky  Continental  Carbon  DGold  Star  Tele-Electric  DLucky  Development  DGold  Star 
Electric  nHee  Sung  DKukje  Securities  DGold  Star  Instrument  &  Electric  DGold  Star  Precision  Industries  DLucky  Engineering  DShinyeong  Electric  DGold  Star 
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K#REA- UNITED  STATES 


Complementarity  in  Trade 
between  the  U.S.  and  Korea 

Korea  has  always  considered  herself 
fortunate  to  have  had  the  opportunity 
to  develop  close  economic  cooperation 
with  one  of  the  most  progressive  and 
largest  countries  in  the  world,  the 
United  States.  Korea  regards  this  rela- 
tionship to  be  one  of  the  pillars  that 
will  support  her  efforts  for  continued 
economic  progress. 

At  the  start  of  Korea's  First  Five- Year 
Plan  in  1962,  the  volume  of  U.S. -Korea 
two-way  trade  was  $232  million.  By 
1980  it  had  become  about  $9.5  billion. 
An  indication  of  the  accelerating  pace  of 
this  trade  is  the  fact  that  of  the  total  of 
some  $51  billion,  in  current  dollar 
terms,  transacted  since  1962,  almost 
76%  has  taken  place  since  1975. 
Furthermore,  it  has  been  an  almost 
equal  movement  in  both  directions, 
with  the  United  States  having  a  slight 
export  balance  in  her  favor. 

As  a  U.S.  trade  partner,  Korea  cur- 
rently ranks  about  10th.  About  a  year 
and  a  half  ago,  the  U.S.  Department  of 
Commerce  estimated  that  Korea  would 
rank  among  the  U.S.'s  top  8  trading 
partners  by  about  1983,  surpassing 
countries  such  as  France  and  Italy. 

The  highly  complementary  nature  of 
trade  between  the  United  States  and 
Korea  is  readily  apparent  in  the  com- 
modity mix.  The  major  U.S.  exports  to 
Korea  are  such  land-  and  resource- 
intensive  commodities  as  wheat,  corn, 
raw  cotton,  wood  products,  pulp,  waste 
paper,  and  scrap  iron,  and  such  high- 
tecnnology-intensive  products  as 
engines,  machinery,  generators  and  air- 
planes. In  turn,  Korea  sells  to  the  U.S. 
mostly  labor-intensive  manufactured 
goods  such  as  textiles,  plywood,  foot- 
wear, electronics  and  certain  types  of 
steel.  The  benefits  of  this  trade  in  terms 
of  added  income,  price  stability  and 
employment  for  both  countries  have 
been  enormous. 

Regarding  Korea's  imports  of  U.S. 
capital  goods,  it  should  oe  remembered 
that  Korea  expects  to  launch  its  Fifth 
Five- Year  Plan  in  1982.  There  is  no 
question  that  during  the  Fifth  Five-Year 
Plan  period  Korea  will  continue  to 
emphasize  the  development  of  heavy  or 
technologically  sophisticated  industries 
which  will  necessitate  importation  of 
capital  goods  on  a  large  scale. 

With  the  continued  growth  of  the 
economy,  Korea's  energy  needs  will 
rise.  As  indicated,  Korea  intends  to 
meet  a  large  part  of  these  needs  in  the 
form  of  nuclear  power.  Thus  the  coun- 
try will  import  more  nuclear  power 
plants  and  uranium  enrichment 
services.  In  addition,  Korea  will  need 
substantial  amounts  of  bituminous  coal 
from  the  U.S.  for  industrial  use. 

In  1980  Korea  imported  from  the 


United  States  more  than  $1.5  billion 
worth  of  agricultural  products,  in- 
cluding cotton,  corn,  wheat,  rice  and 
soybeans.  In  the  future  these  imports 
are  bound- to  rise  rapidly.  For  one 
thing,  as  already  noted,  Korea  is  in  the 
process  of  changing  her  agricultural 
policy  in  the  direction  of  greater 
reliance  on  imports.  Furthermore,  as 
the  standard  of  living  rises  in  Korea, 
there  will  be  additional  demand  for 
foodstuffs  of  a  high  nutritional  value. 

Considering  that  all  these  import 
needs  represent  the  areas  in  which 
the  United  States  enjoys  substantial 
comparative  advantage,  it  is  only 
reasonable  to  expect  that  with  a  little 
effort  on  her  part,  the  U.S.  should  be 
able  to  maintain  her  share  in  Korea's 
total  imports  at  the  present  level  of 
about  22%. 

Cooperation  in  Capital  and  Technology 

Loans  and  investments  are  another 
area  in  which  cooperation  between  the 
United  States  and  Korea  has  been  close. 
Between  1959  and  1980  Korea  attracted 
about  $7.3  billion  in  loans  and  $252  mil- 
lion in  investment  from  the  U.S.  The 
U.S.  share  in  Korea's  total  foreign  loans 
during  this  period  was  about  31%  and 
her  share  in  direct  foreign  investment 
was  only  about  23%  making  the  U.S. 
the  second  largest  investor  after  Japan. 

The  prospect  for  greater  cooperation 
in  loans  and  investments  is,  however, 
also  promising.  Korea's  need  to  import 
foreign  capital  continues.  In  fact,  given 
the  unusually  high  return  on  capital 
invested  in  Korea,  and  her  relatively 
low  debt-service  ratio  of  about  13%,  it 
makes  sense  for  Korea  to  keep  import- 
ing more  foreign  capital  by  incurring 
current  account  deficits.  The  average 
annual  current  account  deficit  for  the 
1982-86  period  is  expected  to  be  about 
$4.7  billion. 

Science  and  technology  are  also 
fields  in  which  cooperation  between 
the  United  States  and  Korea  has  been 
highly  beneficial  for  both  countries. 
In  the  earlier  years  Korea  was  the 
beneficiary  of  a  large  number  of  USAID 
grants  financing  the  training  and 
exchange  of  technical  personnel 
between  the  two  countries.  In  recent 
years  technical  cooperation  has 
increasingly  taken  the  form  of  licensing 
agreements  and  direct  investment. 
Between  1967  and  1980  more  than  378 
technical  licensing  agreements  were 
entered  into  between  firms  in  the  two 
countries,  representing  about  22% 


of  the  total  technical  agreements 
Korean  businesses  concluded  durin 
the  same  period. 

With  respect  to  the  future  opport 
ties  for  greater  cooperation  in  the  a 
of  science  and  technology,  two  poir 
should  be  noted:  (1)  Korea  will  con 
to  make  an  all-out  effort  to  upgrade 
technology;  (2)  thanks  to  her  unusu 
high  level  of  education,  Korea's  cap 
to  absorb  technology  is  excellent. 

Korea's  technological  needs  will  I 
particularly  acute  in  the  areas  of  en 
development,  machinery,  metallurg 
fine  chemicals  and  environmental  c 
trol  equipment.  In  addition  to  these 
hard  technologies,  Korea  is  in  mucl 
need  of  soft  technology  and  know  ' 
in  fields  such  as  multinational  busii 
management,  international  marketi 
and  modern  banking. 


U.S. -Korea  Pacific  Partnership 

Over  and  above  these  traditional 
areas  of  economic  cooperation  betw 
the  U.S.  and  Korea,  tnere  is  still 
another  important  area  where  the  t 
countries  can  work  together  to  real: 
immense  benefits  not  only  for  then 
selves  but  also  for  others.  This  area 
relates  basically  to  the  dynamic  de\ 
opment  of  the  Pacific  Basin  and  Ko 
strategic  location  in  the  Basin.  By  ti 
advantage  of  Korea's  new  foreign  i 
vestment  policies,  U.S.  firms  can  rr 
use  of  Korea's  strategic  location  in 
Basin  as  an  offshore  export  base  fo: 
such  products  as  electronics,  electn 
components,  machinery  and  machi 
parts,  automotive  parts,  fine  chemi 
and  building  materials.  In  addition 
U.S.  and  Korean  firms  can  underta 
joint  ventures  in  many  Pacific  Basil 
countries  bv  combining  their  respe» 
strengths,  for  example,  the  United 
States  firms  might  supply  engineer 
and  marketing  services  while  Kore; 
firms  would  supply  construction  ar 
manufacturing  services. 

Korea  is  now  entering  a  period  ii 
which  the  peninsula  will  be  even  n 
valued  as  the  vital  center  of  comme 
and  industry  not  only  for  northeas 
Asia  but  for  the  entire  western  Pac 
Furthermore,  the  Korean  people  h£ 
never  been  more  outward-loolcing 
at  present. 

In  short,  during  the  past  30  year 
Korea  has  been  at  the  center  of  U.i 
military  strategy  in  Asia.  In  the  ye£ 
ahead  Korea  will  become  the  cente 
of  U.S.  economic  strategy  in  the 
region  as  well. 


Nam  Duck-Woo 

Prime  Minister, The  Republic  of  Ko 


Only  on  Korean  will  you  experience  warm  natural  hospitality. 


On  Korean,  our  guests  are  treated  to  service 
perfected  in  the  courts  of  kings 


-ong  ago  in  Korea,  the  royal  "chima-chogori"  was  the 
privileged  dress  of  the  ladies  in  waiting  to  the  early 
Korean  kings. 

To  wear  a  chima-chogori  was  a  great  honor 
because  it  signified  that  a  woman  had  been  specially 
:hosen  for  her  beauty,  her  manners,  and  her  natural 
:harm.  The  same  is  true  today,  on  Korean  Air  Lines. 


Korean  offers  you  warm  hospitality  no  other  airline 
can  match.  That's  one  more  reason  why  Korean  is  fast 
becoming  Asia's  leading  international  airline. 

Come  fly  Korean.  Come  spend  a  few  pleasant 
hours  as  our  guest. 

KOREAN  AIR  LINES 

We  treat  you  as  an  honored  guest. 


'habi  Amsterdam  Anchorage  Bahrain  Bangkok  Colombo  Dhahran  Frankfurr  Fukuoka  Hong  Kong  Honolulu  Jeddah  Kumamoto  Kuwau  Los  Angeles  Manila  Nagova  Nr.gata  New  York  Osaka  Paris  Seoul  Taipei  Tokvo  Zurich 


TIE  and  Tom  Kelly  shine  at  35  times  earn- 
ings. But  is  it  morning's  light  or  twilight's 
glow  for  BelTs  baiters? 


For  whom  the 
bell  tolls? 


By  William  Baldwin 


It  was  business  as  usual  when  TIE/ 
Communications,  Inc.,  a  Shelton, 
Conn,  telephone  equipment  firm, 
put  out  its  second-quarter  report. 
Sales  for  the  six  months  ended  June  30 
were  up  164%  from  the  1980  period, 
to  $62  million,  earnings  up  316%,  to 
$4.1  million. 

This  swift  little  company  has  be- 
come blase'  about  numbers  like  that, 
after  a  decade  of  sales  and  earnings 
gains  averaging  65% -plus,  compound- 


ed. Ten  years  after  its  initial  delivery 
of  key  telephones — the  ones  with 
push  buttons  to  select  outside  lines — 
it's  making  10%  pretax  on  monthly 
volume  of  more  than  $10  million. 

Among  non-Bell  suppliers  of  phone 
equipment  TIE  is  a  market  leader  in 
what  it  calls  "full  feature"  key  tele- 
phones, all-electronic  systems  with 
extras  like  automatic  restrictions  on 
toll  calls  and  that  odious  device  that 
subjects  a  caller  who's  on  hold  to  a 
dose  of  music.  In  unit  volume  it  is  still 
small,  of  course,  shipping  13,000  key 


systems — or  2.5%  of  the  U.S.  total- 
last  year. 

But  its  share  is  still  growing  and 
according  to  Thomas  L.  Kelly  Jr.,  4a 
founder,  president,  chief  stockholde 
and  irrepressible  optimist,  what  yol| 
see  here  is  just  the  beginning.  Neve 
mind  that  the  stock,  at  20,  is  ahead 
up  1,000%  since  TIE  went  public 
1979  and  is  trading  on  the  Amex  at 
cool  35  times  earnings  after  thre 
stock  splits  in  a  year  and  a  half.  It 
undervalued,  says  Kelly. 

And  don't  worry  that  AT&T,  awa 
ening  to  the  world  of  competition,  wi 
soon  crush  TIE  and  the  bevy  of  "intei 
connect"  companies  that  are  stealin 
portions  of  its  once  protected  monopo 
ly.  "They're  the  Queen  Mary,"  say 
Kelly,  a  former  Navy  communication 
man.  "When  they  say,  'Port  20  d 
grees,'  it  doesn't  move  instantaneous 
ly.  In  my  speedboat  I  do." 

Kelly,  who  worked  for  AT&T  b 
fore  going  out  on  his  own,  explains  hi 
instant  success  with  a  question 
"Now,  what  business  do  you  thinl 
Bell  is  in?"  Telecommunication; 
maybe?  "No,"  he  says,  pausing  to 
build  up  his  punchline.  "They're  ; 
bank.  The  biggest  rental  company  ii 
the  world.  They  happen  to  be  casually 
in  communications." 

His  point:  AT&T's  $115  billion  ir 
plant  and  equipment  is  depreciatec 


TIF.  founder  Tom  Kelly 

'  When  you  say  competition,  I  hear  you  but  I  don't  know  what  you  mean. 
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HOW  MITEL  TURNED  A  ROOM 
ULL  OF  EQUIPMENT  INTO  A  CASE  FOR 

EFFICIENCY. 


The  engineers  at  Mitel  have  become  leaders  in 
lufacturing  telephone  switching  systems  that  save 
:e  and  energy,  doing  away  with  rooms  full  of  wires 
electromechanical  switching  gear.  With  state-of- 
■art  chip  technology,  the  Mitel  people  helped  bring 
telephone  into  the  computer  age. 

The  result  is  the  innovative,  expanding  Mitel 
erswitch™  family.  The  Superswitch  shown  here  is  the 
200™,  with  the  MT8804  chip  above  that  makes  its 
power  consumption  and  small  size  possible. 

The  Mitel  SX-200  is  the  most  compact,  full  capa- 
y  telephone  switching  system  available  for  up  to  160 
.■nsions  and  24  trunks.  It's  designed  to  save  work, 
:e,  energy  and  money.  Flexible  software  lets  you  acti- 
:  exactly  the  features  you  need,  customize  the  system 
our  requirements  change  and  adapt  to  future 
rovements  as  they  happen. 

This  is  the  kind  of  innovation  that  has  made  Mitel 
largest  manufacturer  of  electronic  switchboards  in 
world.  Mitel  was  the  first  company  to  make  products 
ompact,  highly  competitive  and  fully-featured  as  the 
erswitch  family.  We're  still  leading  the  way. 


MITEL 

BUILDING  BETTER  COMMUNICATIONS 


For  further  information  write  to  Mitel  Inc., 
Public  Relations  Department,  National  Headquarters, 
600  West  Service  Road,  Dulles  international  Airport, 
Washington,  D.C.  20041,  U.S.A.  (703)  661-8600. 


TM-Trademark  Mitel  Corporation 
©  Copyright  1981  Mitel  Corporation 


The  Maverick  is  no  stranger  to  close  calls 


If  the  Chicago  and  North  Western 
were  an  ordinary  railroad,  it  might  well 
have  bitten  the  dust  along  the  way,  as 
so  many  others  did,  a  victim  of  truck 
or  barge  competition,  management 
problems,  over-regulation,  or  some 


combination  of  these  factors. 

But  not  this  railroad.  Not  The 
Maverick.  Through  smart  planning,  fast 
thinking,  heads  up  reactions—  and,  yes. 
a  little  luck—  the  Chicago  and  North 
Western  is  alive  and  well.  Profitable. 


progressive  and  competitive.  One  rail- 
road is  building  today  's  best  route  to 
the  21st  century:  The  Maverick. 

Chicago  and  North  Western  Trans- 
portation Co..  One  North  Western  Center. 
165  N.  CanalSt..  Chicago.  IL 60606. 


Chicago  &  North  Western  Railroad:  Todays  best  line  for  your  bottom  line. 


slowly.  It  has  to  think  like  a  leasing 
company.  Jibes  Kelly:  "What  happens 
if  you  are  a  smart  guy  at  Bell  Labs  and 
you  say,  'I've  got  this  brand  new  key 
telephone  that's  going  to  make  small 
business  so  much  happier'?  They  say, 
'Great  idea,  George.  You  take  your 
idea  and  keep  thinking  about  it  for 
three  or  five  years.'  "  AT&T,  howev- 
er, can  afford  to  employ  a  lot  of  those 
Georges;  it  has  3,464  Ph.D.s  working 
for  it,  compared  with  TIE's  2. 

For  now,  Kelly,  a  small,  intense 
man  with  step-right-up-folks  sales- 
manship, is  riding  high.  His  stock  is 
worth  $34  million.  His  office  in  TIE's 
two-year-old,  well-furnished  head- 
quarters in  semi-rural  Shelton  looks 
out  on  a  354-acre  reservoir.  The  atmo- 
sphere is  relaxed.  "We  like  to  make 
money  and  we  like  to  have  fun,"  says 
Executive  Vice  President  Leonard  J. 
Fassler,  an  original  investor. 

One  wonders,  though,  how  much 
longer  the  fun  will  last  at  TIE.  If  Kelly 
is  right,  TIE  and  its  fellow  Bell-baiters 
'such  as  MCI,  the  discount  long-dis- 
tance operator,  and  ROLM,  the 
switchboard  maker)  owe  their  exis- 
tence to  a  transitory  phenomenon. 
It's  like  what  drives  the  money  mar- 
ket funds,  which  thrive  not  on  inge- 
nuity and  innovation  but  a  legal  inca- 
pacity of  the  banks  to  compete.  Bell's 
lands  in  this  analogy  are  tied  by  obso- 
lescent assets  rather  than  federal  regu- 
lation. But  they  may  be  untied  rather 
quickly.  The  Federal  Communica- 
:ions  Commission  has  ordered 
\T&T,  beginning  next  year,  to  offer 
Dusiness  customers  a  purchase  option 
is  well  as  a  lease  option  on  terminal 
equipment.  Once  the  loss  of  a  profit- 
ible  lease  renewal  is  inevitable, 
\T&T  will  have  no  reason  not  to 
:ompete  aggressively  with  TIE  for  the 
sale  of  replacement  equipment. 

TIE  only  manufactures  10%  of  its 
:elephones.  It  distributes  products 
Tiade  by  Nitsuko  of  Japan  through  all 
:he  major  U.S.  telephone  utilities — 
except  Bell,  of  course — in  a  system 
:hat  brings  profit  to  Japan,  to  the  U.S. 
atilities  and  to  itself.  Tough  competi- 
:ion  from  AT&T  would  trim  those 
jrofits.  Right  now,  Kelly — who  put 
HE  together  with  $10,000  of  his  own 
noney  and  $38,000  from  five  inves- 
:ors — has  an  edge  because  his  product 
jays  for  itself  within  a  few  years 
«vhen  compared  with  AT&T's  rented 
,'quipment.  A  plain  four-line,  eight- 
ixtension  system  from  New  York 
relephone  rents  for  $1,972  a  year  plus 
i  $480  installation  charge.  The  com- 
jarable  TIE  system  costs  $5,000,  in- 
stalled. Kelly's  average  system  costs 
610,000  and  features  7  incoming  lines 
jlus  15  extensions. 


But  by  acting  more  as  an  importer 
than  a  manufacturer  TIE  may  have 
lost  some  ground  in  technology.  TIE's 
rival,  Phoenix-based  Inter-Tel,  boasts 
that  it  designs  and  engineers  all  its 
products  in-house  while  TIE's  in- 
volvement in  its  Nitsuko-manufac- 
tured  items  (accounting  for  60%  of 
sales)  is  more  one  of  drawing  up  the 
specifications  and  letting  the  Japanese 
work  out  the  details.  Inter-Tel's  key 
phone  systems  are  controlled  by  re- 
programmable computers  for  greater 
flexibility — a  feature  that's  a  year 
from  production  at  TIE.  "If  TIE  comes 
out  with  a  me-too  product  in  two 


years,  it  will  be  too  late,"  sneers  an 
official  at  Inter-Tel,  whose  sales  are 
only  a  sixth  of  TIE's  but  whose  profit 
margins  are  considerably  wider. 
"Many  of  Inter-Tel's  products  are  like 
carbon  copies  of  other  people's  prod- 
ucts," retorts  a  TIE  executive. 

Competition  everywhere,  it  seems, 
to  which  Kelly  responds  like  a  speed- 
boat skipper  daring  the  mighty  ocean: 
"I  already  compete  with  ITT,  North- 
ern Telecom,  GTE's  Automatic  Elec- 
tric, Siemens  and  Nippon  Electric. 
When  you  say  things  are  going  to  get 
more  competitive  I  hear  you  but  I'm 
not  sure  what  you  mean."  ■ 


Just  because  giant  IDS  does  things  its  own 
way  doesn't  mean  it  has  to  be  wrong. 


Breaking  the 
old  mold 


The  Funds 


By  Dero  A.  Saunders 


With  over  $5  billion  in  mutual  fund 
assets,  Investors  Diversified  Services 
is  the  largest  management  company 
in  the  industry.  It  has  also  been — all 
too  often — one  of  the  stodgiest.  That 
makes  the  Minneapolis-based  firm's 
current  strategy  all  the  more  remark- 
able: It  is  expanding  its  captive  sales 
force.  The  army  of  IDS  marketers  had 
wasted  in  the  Seventies  from  4,200  to 
below  2,900.  But  with  the  new  re- 
cruits, its  ranks  should  swell  to  3,600 
by  year-end. 

These  commission-earning  sales- 
men sell  a  complement  of  ten  funds, 
each  of  which  has  a  hefty  front-end 
load.  Such  costly  distribution  seems 
increasingly  archaic  in  an  era  when 
no-load  funds  have  grown  from  next- 
to-nothing  to  26%  of  industry  assets. 
To  make  matters  worse,  IDS'  Inves- 
tors Mutual  Fund,  the  industry's  larg- 
est with  $1.2  billion  in  assets,  is  an 
old-fashioned  balanced  fund  with  poor 
performance  that  seems  to  invite  the 


heavy  redemption  that  plagues  it. 

There's  more.  In  a  nation  that  has 
grown  steadily  more  urban  for  half  a 
century,  IDS  traditionally  did  busi- 
ness in  small  towns  and  rural  areas; 
its  average  investment  only  recently 
reached  the  $3,000-to-$6,000  range. 
Still,  this  huffing  and  puffing — includ- 
ing the  sale  of  $344  million  in  new 
mutual  fund  shares  last  year — yielded 
IDS'  parent  Alleghany  Corp.  just  $2.5 
million  in  pretax  operating  income. 
That's  off  63%  from  1979.  IDS,  in 
fact,  might  be  ripe  for  a  takeover,  but 
for  the  Kirby  family's  ownership  con- 
trol of  Alleghany. 

But  look  again.  Are  load  funds 
passe'?  Hardly.  The  mutual  fund  indus- 
try's collapse  in  the  early  Seventies 
was  mainly  the  result  of  poor  perfor- 
mance, not  high-cost  selling  prac- 
tices. Likewise,  the  industry's  current 
recovery  stems  from  a  sharp  perfor- 
mance turnaround — coupled,  of 
course,  with  a  renewed  interest  in  its 
traditional  advantages  of  diversifica- 
tion and  professional  management. 
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In  this  environment,  load  funds, 
with  their  stronger  promotional  sup- 
port, are  actually  gaining  ground.  A 
year  ago  the  loads  were  getting  some 
55%  of  new  fund  sales;  the  latest  fig- 
ure is  about  65% . 

Says  IDS  marketing  Senior  Vice 
President  George  Ceithaml:  "We 
don't  apologize  for  our  load,"  typically 
3.5%  to  8.5%,  depending  on  the  fund. 
"You  get  a  sales  rep  that  does  an  awful 
lot  of  work  for  the  customer.  Our  ap- 
proach to  our  clients  is  financial  plan- 
ning. We  train  people  from  the  begin- 
ning in  making  basically  two  calls  on 
their  clients,  the  first  to  gather  infor- 
mation and  the  second  to  give  them 
some  alternatives  to  solve  whatever 
they  are  attempting  to  solve  financial- 
ly." To  do  that,  IDS  also  sells  insur- 
ance, annuities  and  the  "face 
amount"  investment  certificate  that 
was  the  company's  original  product. 

Given  the  growing  sophistication 
of  mutual  fund  investors,  however, 
no-load  products  have  a  clear  long- 
term  edge.  As  Forbes'  mutual  fund 
rankings  regularly  confirm,  commis- 
sion charges  have  no  significant  im- 
pact on  fund  performance.  IDS  is  pre- 
paring for  this  price-conscious  future 
in  two  ways.  First,  spurred  by  its  im- 
pressive new  president,  Walter  Scott, 
former  chief  financial  officer  of  Pills- 
bury,  IDS  is  signing  a  new  incentive 
contract  with  all  its  equity  funds.  "If 
we  perform  better  than  the  S&P's 
500,"  says  Scott,  "we  will  make  more 
money;  if  we  perform  worse,  we  will 
make  less  money."  Second,  the  com- 
pany will  put  to  the  individual  funds' 
boards — with  innumerable  details  still 
to  be  worked  out  with  the  SEC,  fund 
shareholders  and  the  IDS  sales  force — 
a  proposal  to  make  some  or  all  of  its 
equity  funds  low-load  or  no-load. 

In  this  setting,  IDS  is  not  troubled 
by  heavy  redemptions  in  a  fund  like 
Investors  Mutual,  which  lost  almost 
7%  of  its  assets  last  year,  even  after 
reinvestment.  "We  have  some  old 
funds,"  says  Ceithaml,  "with  people 
in  them  who  were  sold  on  the  princi- 
ple that  they  were  going  to  redeem 
when  they  retired.  Investors  Mutual 
Fund  has  an  average  shareholder  age 
of  over  60,  so  if  you  have  a  billion- 
dollar  fund  and  expect  10%  of  the 
people  to  be  redeeming,  that's  $100 
million  you  start  with."  Stockholders 
who  die  are  another  major  redemp- 
tion source,  with  executors  looking  to 
mutual  fund  holdings  as  an  easy 
source  of  cash. 

IDS'  image  as  a  small  town-rural 
operation  has,  Ceithaml  figures,  also 
outlived  the  facts.  While  the  company 
II  strong  in  the  boonies,  if  only 
storical  reasons,  over  half  of  its 


ten  biggest  districts  today  are  such 
metropolitan  areas  as  Boston,  Cleve- 
land, Detroit  and  Youngstown,  Ohio. 

The  key  fact  about  IDS  and  its  mu- 
tual funds  is  the  company's  transfor- 
mation over  the  last  decade.  Ten 
years  ago  mutual  funds  were  jts  most 
important  product  and  supported  its 
unique  sales  force.  With  the  collapse 
of  the  fund  industry  in  the  early  Sev- 
enties, IDS  pulled  the  neat  trick  of 
expanding  its  still  modest-size  life  in- 
surance and  annuity  businesses.  They 
replaced  mutual  funds  and  augmented 
the  sale  of  "face  amount"  investment 
certificates. 

IDS  now  has  in  force  close  to  $  1 1 
billion  in  life  insurance,  with  reserves 
invested  more  favorably  than  an  older 
life  company  could  hope  to  achieve. 


The  Funds 


Life  insurance  and  annuities  provide 
$40  million  of  operating  income  las 
year  and  investment  certificates  $2 1 
million.  That  was  over  85%  of  Allej 
ghany's  operating  income.  Mutual 
funds  provided  just  $2.5  million. 

Why  so  low?  Partly  because  of  highl 
er  underwriting  costs  from  increase»[ 
mutual  fund  sales,  and  partly  becausi 
IDS  is  now  shouldering  the  heavy  exf 
pense  burden  of  expanding  its  shrunkl 
en  sales  force.  And  not  only  expand! 
ing  but  improving:  The  new  ref 
cruits — 24%  of  them  women—] 
include  a  much  higher  proportion  o 
college  and  graduate  degree  holders 
The  cost  of  this  growth  kept  mutua 


IDS  President  Walter  Scott 

Huffing  and.  puffing  for  small  town  business. 
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fund  profits  for  the  first  half  of  1981 
below  even  the  depressed  level  of 
1980,  despite  a  60%  gain  in  non-mon- 
ey-market fund  sales  to  $245  million. 

For  the  moment,  of  course,  mutual 
funds  are  hardly  the  piece  of  cake  they 
once  were  for  IDS.  But  they  could  well 
become  tomorrow's  icing. 

Bache  Prudential 
charges  into  utilities 

Were  the  folks  at  Bache  and 
Prudential  so  busy  worrying 
ibout  their  merger  that  they 
forgot  their  marketing?  The  first  joint 
product  developed  by  the  new  insur- 
ance-and-brokerage  combine  makes 
you  wonder. 

In  June,  Bache's  more  than  $3.5  bil- 
lion Chancellor  management  group 
raised  $98  million  in  an  initial  offer- 
ing for  something  called  the  Chancel- 
lor Tax-Managed  Utility  Fund.  What? 
A  fund  that  invests  in  the  beleaguered 
utility  stocks?  Critics  are  quick  to 
point  out  that  the  few  such  entities 
which  now  exist  have  been  plagued  by 
slow  growth  and  sorry  performance. 
For  the  first  six  months  of  1981,  for 
example,  the  group  averaged  a  meager 
return  of  5.2% . 

Still,  that  doesn't  faze  Andrew 
Freund,  the  47-year-old  first  vice 
president  who  runs  Bache's  Financial 
Services  Division.  "The  very  reasons 
utilities  were  not  attractive  the  last 
three  years  will  now  work  in  their 
favor,"  he  explains.  To  bolster  his 
case,  Freund  cites  what  he  feels  is  a 
growing  consensus  that  inflation  is 
abating  and  interest  rates  will  gradual- 


ly edge  downward.  Both  trends  should 
help  utility  equities.  So,  he  feels, 
should  two  other  key  factors:  Regula- 
tory agencies  are  becoming  more  le- 
nient with  rate  increases  and  the 
recent  cost  burden  caused  by  federal 
pollution  standards  and  rising  oil 
prices  is  easing. 

Enough  people  were  convinced  to 
purchase  6.5  million  shares  at  $15 
each  (minimum  investment  $1,500) 
during  the  initial  offering,  which  end- 
ed Aug.  7.  Prudential  Asset  Manage- 
ment Department,  the  fund's  invest- 
ment manager,  will  begin  positioning 
the  portfolio  after  a  mandatory  60-day 
"cooling  off"  period.  Freund  empha- 
sizes that  the  load  fund,  to  be  sold 
through  Bache,  will  concentrate  its 
holdings  in  electric  utilities.  Pruden- 
tial, he  explains,  predicts  electric  utili- 
ties will  outperform  telephone  and  gas 
issues.  He  also  expects  the  emphasis 
will  be  on  top-quality  issues,  though  he 
admits  that  might  include  issues  rated 
at  A-minus — just  a  notch  above  aver- 
age. The  Pru  will  eagerly  review  utili- 
ties that  have  been  diversifying  into 
nonregulated  businesses,  such  as  Pa- 
cific Power  &.  Light  and  Houston  In- 
dustries, which  they  hope  will  gener- 
ate superior  profit  margins. 

So  far  so  good — and  hardly  out  of 
the  ordinary.  But  now  comes  the  sales 
pitch.  "This  is  not  a  tax-managed 
fund  that  happened  to  invest  in  utili- 
ties," says  Freund.  "This  is  a  utility 
fund  that  has  the  added  feature  of  tax 
management."  Even  if  someone 
doesn't  share  this  bullishness  toward 
the  industry,  the  tax  benefits 
shouldn't  be  overlooked. 


The  Funds 


Andrew  Freund  of  Bache 

reasons  utilities  weren't  attractive  now  make  them  popular. 


To  begin  with,  the  new  Chancelll 
fund  will  pay  no  dividends.  So  it  isl| 
for  widows  and  orphans.  Instead, 
will  regularly  reinvest  with  a  view 
building  up  net  asset  values.  If  Prude| 
tial  succeeds,  shareholders  may 
taxed  at  the  lower  capital  gains  rat| 
when  they  sell  out. 

This  is  possible  because  the  nel 
entity  is  not  a  regulated  investme  [ 
company  like  most  mutual  funcl 
which  are  tax-exempt  and  pass  tral 
ing  gains  and  losses  through  to  sharl 
holders.  Instead,  the  Chancellor  fuil 
is  a  fully  taxed  corporation,  but  it  gel 
the  standard  corporate  deduction  f>| 
85%  of  its  dividend  income. 

The  wrinkles  get  even  more  exd 
ic.  Prudential  hopes  to  cut  tl| 
fund's  taxes  further  still  by  judicioi 
treatment  of  trading  losses.  Ail 
there  is  an  option  that  allows  inve| 
tors  to  redeem  a  small  percentage 
shares  each  year  automatically,  bil 
the  prospectus  warns  that  this  ill 
come  may  be  taxable  to  the  recip| 
ent  as  a  dividend. 

Do  not,  however,  confuse  tfl 
Chancellor  fund's  tax  advantages  will 
the  new  legislation  for  individuals'  r[ 
investment  of  public  utility  divj 
dends.  It  allows  reinvestment  of  tfl 
dividends  (up  to  $750,  or  $1,500  if  ycl 
file  a  joint  return)  to  be  treated  as  [ 
long-term  capital  gain  if  the  acquirJ 
shares  are  held  for  a  year  or  longel 
"That  applies  only  to  individual  ii| 
vestors,"  warns  Freund.  "However, 
could  affect  the  performance  of  oil 
portfolio  if,  as  a  result,  utility  stockl 
could  become  more  popular  and  mov| 
up  in  price." 

The  new  fund  will  invest  at  lea! 
80%  of  its  total  assets  in  utilities.  Th| 
balance,  says  Freund,  "could  be 
anything."  That  even  includes  oj| 
tions.  Sound  risky?  Freund  feels  th£ 
with  Prudential's  ability  in  hedginl 
strategies,  "we  will  be  more  creativl 
than  other  funds."  He  stresses,  howl 
ever,  that  "options  are  just  the  tail  cl 
the  dog.  This  is  basically  a  utility  port| 
folio,  and  I  don't  think  utilities  are 
very  high-risk  item." 

Before  you  sell  the  family  jewelil 
and  send  Chancellor  a  check,  there 
a  final  caveat.  When  Chancellor  Taxi 
Managed  Utility  Fund  starts  its  conl 
tinuous  offering  next  month,  loo.[ 
closely  at  the  securities  in  its  portfcl 
lio.  If  you  are  really  itching  to  bu'f 
utility  stocks,  you  may  be  better  oil 
selecting  those  that  qualify  for  thr 
new  dividend  reinvestment  package 
and  taking  advantage  of  the  tax  bene 
fits  directly. — Jayne  A.  Pearl 
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Santa  Fe  Industries: 

Realistic  Planning.  Real  Earnings  Growth, 


In  vital  businesses  like  ours, 
progress  can't  be  left  to 
chance.  For  five  consecutive 
years  of  record  earnings, 
you  need  solid  long  range 
planning  and  a  corporate 
structure  that  actively 
encourages  growth. 

Our  results  for  1980  illustrate 
the  value  of  having  a  long- 
range  perspective  and  build- 
ing for  tomorrow  right  now. 
Net  income  in  1980  was  a 
record  $301.8  million,  an 
increase  of  33%  over  1979. 
Net  income  per  share  was 
$10.42  compared  with  $8.08 
in  1979.  In  a  volatile  economic 
environment,  our  company 
continues  to  outdistance 


the  rate  of  inflation  in  real 
earnings  growth. 

When  you  look  ahead,  you'll 
find  Santa  Fe  Industries. 
For  more  information  about 
our  dramatic  1980  results, 
please  write  for  a  copy  of 
our  annual  report: 

Santa  Fe  Industries,  Inc. 
Department  333 
224  South  Michigan  Avenue 
Chicago,  Illinois  60604 


Energy  saving  transportation. 
Energy  producing  resources. 
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'CAN 

AMERICAN 
STEELWORK  ER; 
STILL 
CUT  IT?## 


J.  Bruce  Johnston, 
Senior  Vice  President 
and  Chief  Negotiator, 
United  States  Steel. 


[t  often  startles  people  to  learn 
that  American  steelworkers 
ik  among  the  most  productive  in 
:  world.  In  man-hours  per  ton,  we 
ahead  of  the  Germans  and  well 
ront  of  the  British  and  other 
ropeans.  Japan,  Canada,  and 
reral  emerging  economies, 
^ever,  have  now  closed  the  man- 
ar  gap. 

"What  of  the  future?  Can  we 
:et  the  challenge? 
"Other  corporate  spokesmen 
/e  warned  that  the  domestic 
el  industry  has  long  been  hand- 
pped  by  the  world's  slowest  capi- 
I  recovery  times.  Congress  acted 
ently  to  remove  this  disadvan- 
ie  for  all  industry,  and  that  tax 
finge  should  help  everyone. 
"Similarly,  only  Congress  can 
>vide  internationally  competitive 
es  for  fair  trade  enforcement 
d  environmental  restoration. 
"Congress  acting  alone,  however, 
far  from  enough.  Industry  must 
»ume  the  risk  of  huge  investment 
acilities,  engineering, 
hnology,  and  people.  Industry 
ist,  given  equal  conditions,  meet 
;  perform-or-perish  test  of  world 
npetition. 

"What  about  organized  labor? 
n  it  escape  muster?  Can  it  be 
ulated  from  risk? 
"No  basic  industry  will  long 
rvive  with  wage  costs  almost 
uble  those  of  its  leading  intema- 
nal  competitors.  Labor's  bargain- 
\  &  political  muscle  has  been 
sd  relentlessly  in  these  industries 


to  increase  wages  faster  than 
output  per  man-hour— and  it  is  now 
being  paid  for  with  plant  closings. 
Unless  our  major  labor  unions  act 
to  moderate  their  excessive  advan- 
tage over  all  comparable  workers, 
they  will  inevitably  undermine  the 
other  efforts  to  restore  America's 
industrial  base.  The  auto,  rubber, 
steel,  coal,  construction,  and 
maritime  unions  must  share  the 
responsibility  and  the  risk  of 
restoring  competitive  conditions. 
It  won't  be  easy— but 
the  alternative  will  be  worse. 

"U.S.  Steel  seeks  no  government 
bail-out,  no  government  subsidy, 
and  no  loan  guarantees.  We  believe 
the  opportunity  of  succeeding  is 
earned  by  the  risk  of  failing.  But, 
will  steel  consumers,  steelworkers, 
tax  gatherers,  and  other  Americans 
fare  better  if  our  steel  industry 
continues  to  erode?  Will  dumped 
steel,  heavily  subsidized  by  foreign 
governments,  be  available  at 
discount  prices  if  the  domestic 
industry  is  no  longer  the  major 
producer  in  our  own  market?  We 
doubt  it. 

"That's  the  way  we  see  it.  What 
do  you  think?" 


United  States  Steel 

600  Grant  Street,  Pittsburgh,  PA  15230 


st  where 
and  leteplanr 


of  Jacques 


What  makes  this  my  favorite  hotel 
when  I'm  overseas? 

Jacques,  for  one  reason.  Knowing 
he  cares  about  the  people  he  cooks  for 
is  as  important  to  me  as  the  meal  he 
serves.  And  when  I  see  the  Teleplan 
sign,  I  also  know  this  hotel  cares 
enough  about  me  as  a  guest  to  make 
sure  that  I  can  make  an  international 
call  at  a  reasonable  charge. 

That  means  no  unreasonable  sur- 
charge fee.  And  that's  pretty  important 


Because  many  hotels  without  Teleplan 
often  charge  $50  or  more  for  a  $20  call. 
That's  why  the  Bell  System,  working 
together  with  leading  hotels,  initiated 
Teleplan. 

Who  has  Teleplan?  The  hotels  are 
listed  on  the  right. 

The  next  time  you  take  a  trip,  stay 
where  they  care.  You'll  find  a  great  hotel 
with  your  very  own  Jacques  or  Philippe 
or  Otto.  And  you'll  find  a  hotel  with 
Teleplan. 


THESE  LEADING  HOT1 
ARE  TELEPLAN  HOTE 

GOLDEN  TULIP  HOTEL 

Holland 
HILTON  INTERNATIONA 
Worldwide 

THE  LYGON  ARMS 
Broadway, 
Worcestershire,  England 
MARRIOTT  HOTELS 

TRL'STHOUSE  FORTE 
United  Kingdom 


TELEPLAN  COUNTRI1 

IRELAND,  ISRAEL, 
PORTUGAL 


(2)  Bell  System 


The  fair-cost  way 
to  call  home 


Personal 
Affairs 


Edited  By  William  G.  Flanagan 

Walk,  don't  run 
to  your  S&L 

Believe  it  or  not,  your  local  thrift 
institution  may  be  the  best  place 
o  stash  some  of  your  savings — at 
east  for  a  year.  If  you  want  to  lock  in 
oday's  interest  rates  for  longer  than 
hat,  the  local  S&L  might  also  do. 

That's  right,  savings  banks  and  sav- 
ngs  and  loan  associations  are  actually 
(ffering  money  deals  that  stack  up  very 
veil  against  municipal  bonds,  money 
narket  funds,  Treasury  bills  and  the 
hrifts'  high-yielding,  but  high-mini- 
num,  certificates  of  deposit. 
Note:  Commercial  banks  conceiv- 
bly  could  offer  the  same  tax-saving 
ertificates.  But  by  federal  law,  75% 
if  the  proceeds  from  these  certificates 
rtust  go  to  residential  mortgage  loans. 
Aany  commercial  banks,  of  course, 
re  not  that  heavily  involved  in  resi- 
ential  mortgage  lending. 
The  new  vehicles — born  with  the 
Lew  tax  bill — are  called  All  Savers 
Certificates.  And  they  make  the  most 
ense  for  upper-income  savers.  In  fact, 
he  higher  your  tax  bracket  the  sweet- 
r  they  are.  But  there  are  some  cave- 
ts.  More  about  that  anon. 
You  can  be  excused  if  you  have 
nissed  the  significance  of  All  Savers 
Certificates,  despite  the  fact  that  sav- 
igs  banks  and  savings  and  loans  have 
een  filling  newspapers  with  ads  for 
hem.  Advertisements  from  savings 
nstitutions  haven't  been  without 
immickry  or  artifice  in  recent  years, 
nd  readers  have  learned  to  discount 
hem.  Offers  of  toasters  and  television 
;ts — in  lieu  of  high  interest — have 
urned  off  a  lot  of  savers.  But  this  time 
be  thrifts  really  do  have  something  to 
row  about. 

Here's  what  the  new  All  Savers  Cer- 
ificates  offer.  Starting  Oct.  1,  financial 
istitutionscan  issue  one-year,  federal- 
/  insured  savings  certificates,  which 
ay  totally  tax-free  interest — up  to 
1,000  per  individual,  or  $2,000  if  you 
re  married  and  file  jointly. 

The  certificates  will  be  issued  in 
enominations  of  $500  and  up  and 
'ill  carry  an  interest  rate  equal  to 
0%  of  the  yield  on  the  latest  52-week 
reasury  bills.  The  new  one-year  cer- 
iicates  will  be  issued  until  Dec.  31, 
982,  and  are  strictly  one-shot  deals. 


You  can  get  the  $1,000  tax  break 
($2,000  if  filing  jointly)  just  once. 

For  savers  in  the  30%  or  higher 
income  tax  bracket,  the  new  certifi- 
cates are  worth  serious  consideration. 

Example:  Let's  say  you  are  married 
and  your  family  income  is  $75,000. 
On  Oct.  1  you  want  to  set  aside 
$20,000  for  one  year.  You  whittle  your 
choices  down  to  a  52-week  Treasury 
bill  and  one  of  the  new  All  Savers 
Certificates.  Let's  also  assume  that 
the  T  bill  fetches  16%  interest. 

With  the  All  Savers  Certificate,  the 
interest  you  will  be  paid  would 
amount  to  11.2%  (70%  of  the  T  bill 
rate).  But  you  are  not  subject  to  tax  on 
the  first  $2,000  of  interest.  After  one 
year,  only  $240  of  the  $2,240  is  taxed. 

On  the  Treasury  bill,  however,  your 
interest  of  16%  winds  up  netting  you 
less  than  $1,500  after  federal  taxes. 


Now  only  al  Central  Federal  Savings    bom  Today  thru  September  30.  1981 


Recent  ad  in  a  New  York  newspaper 
Something  better  than  a  toaster. 


Conclusion:  If  a  couple  earns  more 
than  $35,000  a  year,  they  can  prob- 
ably earn  more  on  $20,000  with  an  All 
Savers  Certificate  than  with  any  oth- 
er "guaranteed"  investment.  (Money 
market  funds,  depending  upon  inter- 
est rates,  might  have  a  higher  net 
yield  for  people  earning  about  $35,000 
or  so,  but  they,  of  course,  are  not 
federally  insured.) 

Money-starved  thrifts  have  been 
doing  more  than  rubbing  their  hands 
in  anticipation  of  Oct.  1,  when  the  All 
Savers  can  first  be  issued.  To  snare 
funds  before  then,  many  have  been 
offering  up  to  25%  interest  until  Sept. 
30.  Some  have  been  offering  high  in- 
terest plus  cash  bonuses  of  up  to  1  Vz% 


more  (until  Sept.  30).  Or,  they  will 
throw  in  some  sort  of  kitchen  aid  as 
an  inducement.  (The  thrifts  must  still 
be  loaded  with  appliances.) 

There  remains,  however,  one  good 
reason  to  hesitate  before  leaping  into 
an  All  Savers  in  advance:  Right  now, 
you  don't  have  any  idea  what  the 
annual  interest  rate  will  be.  That  will 
not  be  determined  until  the  12- 
month  T  bill  auction  this  month. 
Remember,  the  All  Savers  rate  will  be 
based  on  the  previous  auction.  If  you 
are  sitting  in  a  money  market  fund, 
earning  approximately  17%  on  your 
cash,  it  might  be  better  to  wait  until 
the  12-month  T  bill  auction.  If  the 
rate  does  not  seem  attractive  (the  All 
Savers  rate  will  be  70%  of  that),  you 
might  wait  for  the  next  auction, 
when  rates  could  rise.  In  any  case,  by 
waiting  you  will  know  for  certain 
what  rate  you  will  get  for  one  year 
and  can  make  comparisons  with  all 
the  facts  on  the  table. 

Besides  the  All  Savers  Certificates, 
thrifts  have  another  card  up  their 
sleeve  to  win  new  depositors.  As  of 
Aug.  1,  1981,  deposits  with  maturities 
of  four  years  or  longer  were  complete- 
ly deregulated.  So  on  these  longer- 
term  deals,  thrifts  and  banks  can  offer 
whatever  rate  of  interest  they  can  af- 
ford to  pay.  Republic  National  Bank  ol 
New  York  recently  advertised  66- 
month  savings  certificates  at  20%  in- 
terest per  year,  minimum  deposit  of 
$5,000  up  to  a  maximum  of  $100,000. 
At  that  rate,  your  money  doubles  over 
the  life  of  the  certificate,  and  the 
money  is  federally  insured.  Sounds 
like  a  great  deal. 

But,  as  William  E.  Donoghue  points 
out  in  his  Moneyletter,  there  are  some 
facts  worth  considering  before  tying 
up  your  cash  for  that  long  a  period. 
The  interest  quoted  on  such  long- 
term  certificates  is  often  simple  inter- 
est. It  is  not  compounded,  as  it  is  with 
passbook  accounts  or  30-month  CDs. 
For  example,  the  East  New  York  Sav- 
ings Bank  advertises  a  17.8%  certifi- 
cate, with  a  term  of  48  months.  But  if 
the  interest  were  compounded  every 
six  months,  the  equivalent  yield 
would  be  only  13.9%.  If  Republic's 
interest  were  compounded  every  six 
months,  its  66-month,  20%  CD 
would  yield  the  equivalent  of  13.95%. 


Instant  replay  for  losers 

Tlhe  idea  of  photographing  or  film- 
ing home  interiors  for  insurance 
purposes  is  not  new,  of  course. 
Brokers  and  agents  for  years  have  rec- 
ommended that  clients  take  snap- 
shots of  the  contents  of  their  homes 
or  businesses.  In  case  of  fire  or  theft, 
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the  photo  acts  as  an  efficient  memory 
prompter.  An  outfit  called  DOCUVID 
has  built  a  business  on  going  a  consid- 
erable step  further:  one-stop  video- 
taping of  your  home  and  possessions. 
A  two-man  crew  with  broadcast-qual- 
ity camera  and  sound  equipment  vid- 
eotapes your  home,  outside  and  in, 
ceiling  to  floor,  object  by  object.  Noth- 
ing is  left  out — including  closets  and 
dresser  drawers. 

After  the  taping,  either  you  or 
someone  you  select  (such  as  an  ap- 
praiser) reviews  the  tape  on  the  spot, 
describing  on  the  sound  track  what  is 
on  the  videotape.  Then  the  crew  nota- 
rizes the  tape  and  removes  the  record- 
ing-track tab  so  the  tape  cannot  be  re- 
recorded later. 

What  you  have,  says  Donald  Roosa, 
DOCUVID's  executive  vice  president, 
is  a  neat,  compact,  tamper-proof  rec- 
ord of  your  possessions,  easily  stashed 
in  your  safety  deposit  box. 

DOCUVID's  minimum  cost  is  $450 
for  three  hours  plus  $20  for  the  tape. 
Extra  time  over  the  three-hour  mini- 
mum costs  $100  per  hour.  The  aver- 
age period  spent,  says  Roosa,  is 
around  six  hours.  "You'd  take  50,000 
photos  to  get  the  same  detailed  re- 
sult," he  notes. 

For  the  hundreds  of  clients  DOCU- 
VID says  it  has  taped,  the  biggest  hur- 


dle has  not  been  the  cost,  but  security. 
Homeowners  are  reluctant  to  admit 
complete  strangers  into  their  homes 
who  will  walk  away  with  a  virtual 
blueprint  for  potential  thieves.  So,  as 
an  extra  precaution,  Roosa  and  his 
partner,  Rory  Fielding,  insist-on  their 
crews — most  of  them  professional 
broadcast  journalists — being  bonded. 

At  present  no  insurance  companies 
give  discounts  on  premiums  to  home- 
owners who  have  videotapes  of  their 
possessions,  but  having  the  tapes  can 
speed  claims  payments  in  the  event  of 
loss.  A  spokesperson  for  Insurance 
Co.  of  North  America,  in  Philadel- 
phia, also  notes  that  for  especially 
valuable  objects,  like  paintings  or  jew- 
elry, a  detailed  visual  document  such 
as  a  videotape  will  speed  the  follow-up 
investigation  and  help  identify  the 
stolen  object  if  it  is  found. 

The  burden  of  proof,  however,  is 
still  squarely  on  the  shoulders  of  the 
homeowner  to  provide  ownership  re- 
ceipts and  show  actual  loss.  "We're 
not  saying  the  videotape  should  sup- 
plant appraisals,"  says  Roosa.  "While 
some  appraisals  can  be  done  from  the 
tape,  we  recommend  physical  apprais- 
als and  accompanying  documents." 

DOCUVID  is  located  in  New  York, 
Los  Angeles  and  Washington,  D.C., 
and  plans  to  expand  to  Chicago.  Write 
to  DOCUVID,  150  E.  35  St.,  New 
York,  N.Y.  10016.— Gerald  Odening 

Consider  the  option 

Stock  options  are  back,  in  a  big 
way.  The  Economic  Recovery  Tax 
Act  of  1981  could  be  retitled  "The 
License  for  Corporate  Executives  to 


Recording  valuables  on  videotape 

If  ail  is  ever  lost,  you'll  know  what  it  all  was. 
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Get  Rich."  It's  that  significant. 

The  major  change  in  the  law  regarc 
ing  stock  options  has  to  do  wit; 
taxes,  of  course.  Under  the  new  rule) 
if  you  are  granted  an  option  to  bu 
stock,  you  only  have  to  pay  tax  whe 
you  exercise  that  option.  And,  moS 
significantly,  the  tax  you  pay  on  th 
difference  between  the  option  pric 
and  the  market  price  is  capital  gain 
tax — now  a  maximum  of  20%. 

But  before  you  start  beating  dow 
the  boardroom  door  demanding  or. 
tions  as  part  of  your  compensation 
and  before  you  order  your  yacht,  ther 
are  some  key  points  to  keep  in  min 
regarding  the  "incentive  stock  ofl 
tion."  Hewitt  Associates,  compensj 
tion  consultants  based  in  Lincoln 
shire,  111.,  offers  the  following  sugges 
tions  regarding  stock  options  tha 
were  granted  after  Dec.  31,  1980, 
they  are  to  get  the  full  benefit  of  th 
new  tax  law: 

•  The  options  must  be  granted  un 
der  a  plan  approved  by  shareholders 

•  The  option  price  cannot  be  lesj 
than  the  full  market  value  of  the  stocl 
at  the  date  the  option  is  granted. 

•  You  can  be  granted  an  option  t< 
buy  only  up  to  $100,000  worth 
stock  each  year  for  the  option  to  bene 
fit  from  the  new  tax  law.  Howevei 
there  are  special  carryover  provisions 
If  you  are  granted  an  option  to  buy  les 
than  $100,000  worth  of  stock  in  an] 
single  calendar  year,  one-half  the  dil 
ference  between  the  $100,000  limitai 
tion  and  the  value  of  the  optionei 
stock  may  be  carried  forward  and  add 
ed  to  the  $100,000  limitations  in  an] 
of  three  subsequent  calendar  years. 

•  In  order  to  qualify  for  long-tern) 
capital  gains  treatment,  the  stocl 
must  be  held  for  at  least  one  year  from 
the  date  of  option  exercise.  Further 
more,  you  cannot  exercise  until  a, 
least  one  year  from  the  date  of  thj 
giant.  In  other  words,  it  takes  at  leasi 
two  years  to  cash  in  on  an  option- 
provided  the  company's  stock  in 
creases,  of  course. 

•  If  you  leave  the  company,  yoi 
have  to  exercise  your  option  withir 
three  months,  unless  termination  i: 
for  disability.  If  the  reason  is  disabil 
ity,  you  have  12  months  to  exercise.  L 
you  die,  your  beneficiaries  get  the  ful 
benefit  of  the  option  as  provided  ir 
the  original  option  agreement. 

•  The  option  has  to  be  exercisable 
within  ten  years  of  the  grant. 

•  You  can  use  previously  acquirec 
employer  stock  as  payment  for  the 
exercise  of  options. 

What  if  you  now  have  nonqualifiec 
stock  options?  According  to  Hewitt 
you  could  be  in  clover — if  the  employ 
er  chooses  to  meet  the  new  rules.  Bui 
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Maybe  you  ought  to  look  beyond  Wall  St. 
for  part  of  your  investment  program. 


mm 


Because  of  today's  market  conditions,  a  lot  of  investors 

reexamining  their  positions.  And  many  of  them  are 
ting  part  of  their  portfolios  into  gold. 

At  present  the  price  of  gold  is  considered  a  bargain, 
;ause  it  is  well  below  the  peak  it  attained  mthepast.  How 
ch  gold  should  you  own?The  practical  wisdom  imparted 
n  countries  that  have  been  through  periods  of  monetary 
:ability  is  that  10  to  15%  of  your  assets  ought  to  be  gold. 

Krugerrand  gold  coins  were  designed  for  people  who 
it  to  own  gold  bullion.  Krugerrands  are  a  series 
four  bullion  coins  containing  exactly  one 
ice,  1/2-ounce,  Va -ounce  and  '/10-ounce  of 
e  gold.  So  it's  always  easy  to  know 
value  of  your  gold  holdings.  Sim 
look  up  the  price  of  an  ounce  of 
d  in  your  daily  newspaper. 

You  can  buy  South  African  Kru- 
rands  at  a  very  small  premium 


over  the  world  gold-ounce  price,  which  covers  the  cost  of 
coinage  and  distribution.  Thanks  to  worldwide  recognition 
of  these  coins,  they  are  easy  to  buy  and  sell.  And  there  is  no 
costly  assay  needed  to  determine  their  gold  content. 

The  price  of  gold  can  rise  and  fall,  but  historically  gold 
has  tended  to  retain  its  purchasing  power.  There  is  hardly  a 
wrong  time  to  buy  gold,  for  there  never  was  a  time  when 
gold  wasn't  valuable. 

For  information  and  dealers  near  you,  call  800-447- 
4700,  ext.  1221 .  (In  Illinois,  call  800-322-4400.)  Or  send 

Coupon.  '"krugTrrand  information  service  i? 

ACTUAL  SIZE   I  P0  Box  AA  Norwood  NJ  07648 

I  Please  send  free  brochure  and  a  lisi  of  Krugerrand  dealers 
I 


KRUGERRAND  GOLD  COINS 

The  world's  best  way  to  own  gold. 


For  all  the  times  I  worked  late  and  never  gave  you  a  ring. 

Happy  Anniversary. 


The  ring  shown  (enlarged  for  detail)  is  available  for  about  $5,000.  Prices  are  subject  to  change. 
Your  jeweler  can  show  you  a  selection  of  Diamond  Anniversary  Rings  starting  at  about  $400. 
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bear  in  mind  that  the  employer  eould 
lose  some  nice  tax  deductions  in  the 

process. 

The  provisions  of  the  new  law  can 
generally  be  applied  to  options  grant- 
ed on  or  after  Jan.  1,  1976  and  exer- 
cised or  outstanding  on  or  after  fan.  1, 
1981.  But  there  are  some  important 
limitations  to  those  outstanding  op- 
tions. Only  options  to  purchase  up  to 
$50,000  worth  of  stock  per  calendar 
year— or  a  total  of  $200,000— can  be 
deemed  "incentive  stock  options." 
That  is,  only  that  amount  of  stock 
options  can  be  blessed  by  the  new 
Reagan  tax  break. 

But  it's  still  up  to  the  employer  to 
make  appropriate  fixes  on  existing  op- 
tion plans  to  have  them  qualify.  And 
the  employer  has  until  Aug.  13,  1982 
to  modify  existing  options  to  conform 
to  the  new  rules.  But  note:  Many  ex- 
isting nonqualified  stock  option  plans 
already  satisfy  the  basic  requirements 
of  incentive  plans.  It's  strictly  up  to 
the  employer  whether  to  rechristen 
the  options  or  not.  And  in  a  lot  of 
cases,  as  much  as  the  employees 
might  want  it,  employers  might  not 
go  along.  Reason:  They  lose  the  corpo- 
rate tax  deduction  associated  with  the 
exercise  of  nonqualified  stock  op- 
tions. In  any  case,  your  employer  will 
have  to  notify  you  of  the  status  of  any 
existing  option  plans. 

A  final  note:  Incentive  stock  plans 
are  somewhat  less  flexible  than  non- 
qualified stock  options.  For  example, 
the  option  price  of  a  nonqualified 
option  can  be  lower  than  the  market 
price  of  the  stock  at  the  time  of 
issuance.  And  nonqualified  stock  op- 
tions can  be  exercised  in  any  se- 
quence, without  regard  to  previously 
granted  options.  You  have  to  exercise 
the  new-type  options  in  the  order  in 
which  they  were  granted,  that  is,  the 
earliest  first. 

One  way  to  beat 
the  airport  hassle 

Nuisance  though  it  is  to  most  trav- 
elers, the  air  controllers'  strike  is 
welcomed  in  at  least  one  quarter — the 
teleconferencing  business. 

Teleconferencing  is  the  $5  term  for 
holding  meetings  by  wire  or  satellite 
instead  of  in  person.  It's  as  simple  as  a 
three-way  phone  call  or  as  complicat- 
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AT&T's  Picturephone  conference  setup 

Unmanned  studios  in  every  corporate  headquarters? 


ed  as  a  multistation  link-up,  with 
sound,  video  and  graphics  transmis- 
sion. It  can  cost  a  few  more  cents  than 
a  two-way  phone  call  or  $100,000  or 
more  for  a  one-time,  live  multistation 
transmission  with  thousands  of  lis- 
teners and  viewers. 

There's  nothing  new  about  the  idea 
of  teleconferencing,  of  course.  AT&T 
has  been  working  on  its  Picturephone 
system  for  a  generation.  The  problem 
has  been  cost,  not  technology.  Since 
1970  AT&T  has  had  Picturephone 
stations  set  up  in  several  cities  around 
the  country,  so  you  could  see  as  well 
as  hear  and  talk.  But  business  wasn't 
interested. 

Recently,  however,  as  travel,  hotel 
and  meal  costs  have  mounted,  some 
major  corporations  have  taken  to  tele- 
conferencing in  a  big  way.  Companies 
such  as  Honeywell,  Rockwell  Interna- 
tional, Equitable  Life,  Aetna  and,  of 
course,  AT&T,  routinely  use  some 
form  of  teleconferencing  in  lieu  of 
sending  executives  to  meetings. 

Not  that  AT&T  is  napping.  Pending 
FCC  approval,  it  will  start  setting  up 
next  year  a  Picturephone  Meeting  Ser- 
vice, which  will  serve  42  ma)or  metro- 
politan areas  by  year-end  1983.  It's 
expected  that  most  conference  centers 
in  these  42  cities  will  be  built  right  on 
the  customers'  premises  at  a  cost  of 
about  $120,000  each.  Public  confer- 
ence rooms,  for  use  by  any  business  or 
even  individual  customer,  will  also  be 
available.  Any  location,  public  or  pri- 
vate, will  be  able  to  call  any  other 
location  on  the  network.  One  unique 
aspect  of  the  Picturephone  system: 
voice-activated  color-TV  cameras, 
which  are  hidden  from  conferees.  And 


to  ensure  privacy,  the  signals  will  U 
scrambled  between  locations. 

But  no  company  has  yet  match 
Atlantic  Richfield,  which  is  setting  u 
its  own  satellite-based  communic. 
tions  network  to  service  its  own  tel 
conferences.  The  cost  of  the  systen 
which  involves  earth  stations  in  Ai 
chorage,  Los  Angeles,  Dallas,  Denve 
Houston,  Philadelphia  and  Washin 
ton,  D.C.,  will  be  about  $16  millioi 
The  entire  system  should  be  in  ope 
ation  some  time  next  year.  The  pnnc 
pal  reason  Arco  turned  to  teleconfe 
encing  was  to  save  time.  "Travels 
loses  so  much  time  out  of  a  norm 
working  day,"  says  Jody  Bhghtmai 
project  director  for  Arco's  teleconfe 
encing  system.  While  $16  million  ma 
seem  an  extraordinary  capital  expend 
ture  for  a  communications  tool,  tfl 
company  spends  about  $60  million  oi 
travel  costs  each  year.  If  the  new  sys 
tem  reduces  travel  only  20% ,  it  will  pai 
for  itself  in  less  than  two  years. 

A  fistful  of  companies,  includini 
such  firms  as  RCA,  Western  Unior 
GTE  and  Satellite  Business  Systems 
are  jockeying  for  position  to  suppl 
satellite  space  for  this  market. 

You  don't  have  to  set  up  your  owi 
network  to  use  teleconferencing,  c 
course.  Some  companies  that  have  aj 
occasional,  extraordinary  need  to  com 
municate  with  a  large  number  of  erd 
ployees  at  the  same  time  ( say,  for  a  new 
product  introduction)  have  turned  t< 
packagers  of  video  conferences,  such  a] 
California-based  VideoNet  Inc.  In  th< 
past,  VideoNet  has  coordinated  multi 
city  conferences  for  TRW,  the  Nationa 
Association  of  Manufacturers  and  oth 
ers.  It  will  do  everything  from  leasinj 
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tellite  time  to  arranging  hotel  accom- 
odations for  viewing  to  signing  up 
eakers  for  corporate  customers. 

The  brokers  are  coming 

•  tockbrokers  are  licking  their 
'chops  in  anticipation  of  the  "little 
y"  coming  back  into  the  stock  mar- 
t.  Nay,  for  many  investors  it  means 
mmg  into  the  stock  market  for  the 
st  time.  But  if  you  have  been  away 
)m  the  market  for  long,  or  are  about 
dabble  for  the  first  time,  be  advised 
at  dealing  with  your  broker  just  will 
it  be  the  same. 

Why  will  you  be  going  into  the  mar- 
t?  Harry  A.  Jacobs  Jr.,  chairman  of 
che  Group  (now  owned  by  Pruden- 
il),  cites  three  main  reasons,  all  re- 
:ed  to  the  new  tax  bill:  an  increase 
your  take-home  pay,  a  decrease  in 
e  capital  gains  tax  (to  20%)  and  a 
t  in  the  maximum  tax  on  dividends 
»  50% ).  He  also  cites  the  increase  in 
e  amounts  that  can  be  set  aside  in 
A  and  Keogh  plans  and  the  tax- 
ied dividend  reinvestment  plan  for 
rtain  utility  stocks.  (You  can  now 
elude  from  taxes  up  to  $750  in  util- 
jj  dividends  if  they  are  reinvested  in 
e  same  utility  stock.)  In  all,  Jacobs 
pects  that  "millions"  of  new  inves- 
ts will  be  attracted  to  the  market  in 
e  1980s. 

If  you  go  to  Bache,  Merrill  Lynch, 
ine  Webber,  E.F.  Hutton,  Shearson 

any  of  the  other  major  firms,  you 
.11  pay  more,  but  you  get  more, 
okers  now  offer  insurance,  annu- 
es  and  money  market  funds,  as  well 

the  smorgasbord  of  traditional  bro- 
rage  products.  And  such  things  as 
rtfoho  analysis,  cash  management 


(so  your  cash  earns  maximum  inter- 
est) and  more  detailed  research  infor- 
mation are  free. 

And  you  may  well  find  a  warmer 
reception.  Before,  you  were  likely  to 
stroll  into  an  office  and  be  steered  to 
the  greenest,  hungriest  broker  in  the 
place.  Merrill  Lynch,  for  example, 
now  has  a  client  services  department 
where  interviewers  screen  new  cus- 
tomers to  determine  their  needs  and 
resources  before  an  account  executive 
is  chosen.  "Many  brokerage  firms 
welcome  smaller  accounts,"  says  Wil- 
liam F.  Waters,  vice  president  and  di- 
rector of  marketing  services  for  Mer- 
rill Lynch. 

Why  all  the  hand-holding  and  im- 
proved services  for  customers  new 
and  old?  Well,  established  brokers 
aren't  the  only  ones  salivating  over 
the  new  meat  coming  onto  the  mar- 
ket. Discount  brokers,  once  an  insig- 
nificant part  of  the  market,  are  ex- 
panding rapidly. 

If  you  have  no  need  for  research  and 
don't  want  or  need  to  rely  on  a 
broker's  advice,  warnings  or  informa- 
tion, a  discount  broker  can  save  you 
up  to  two-thirds  on  commissions. 
Small  wonder,  then,  that  they  are 
growing  so  fast.  In  the  past  few  weeks 
alone,  Charles  Schwab  &  Co.,  the 
largest  of  the  discounters  with  some 
190,000  accounts,  opened  a  New  York 
branch  in  a  Fifth  Avenue  office  tower. 
The  firm — whose  account  executives 
risk  dismissal  if  they  are  caught  giv- 
ing investment  advice— is  already  a 
member  of  the  New  York  Stock  Ex- 
change. Schwab  recently  acquired  an- 
other discounter,  Kingsley,  Boye  & 
Southwood.  Charles  Schwab,  presi- 
dent of  the  company,  confidently  pre- 


arles  Schwab  at  bis  new  New  York  office 
te  discounters  are  starting  to  make  a  dent. 


GemLok.  When  anything  less 
is  too  Me. 

The  Anniversary  Ring 
features  the  original  patented 
GemLok  design  which  protects 
precious  gems  with  a  no-snag 

setting.  Available  only  at 
authorized  jewelers  displaying 
the  GemLok  seal. 


Busch  Jewelers 
Abilene,  TX 

Lee  Michaels  Fine  Jewelry 
Baton  Rouge,  LA 

B.C.  Clark 
Oklahoma  City,  OK 

Schwarzchild  Bros. 
Richmond,  VA 

Jules  R.  Schubot,  inc. 
Troy,  MI 

Haydon  &  Company 
Raleigh,  NC 

Johnson's 
Tyler,  TX 

Samuels 
Moline,  IL 

Shreve  &  Company 
San  Francisco,  CA 

ikC.D.  Peacock 
Chicago,  IL 
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For  i/our  nearest  authorized  GemLok  jeweler  write 
GemLok.  I'  ()  hox  530'   \cuj  York.  N.Y.  IOQ22 
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Collectors  Items 


Small  wonder 
Beaulieu  Vineyard 
Cabernet  Sauvignon 
wines  are  coveted  by 
collectors.  Year  after 
year  these  wines 
are  consistently 
America's  finest 
red  wines.  The  illustrious 
BV  Cabernet  Sauvignons — 
when  you  know  fine  wines, 
you  know  BV. 

r)  Napa  Valley,  California. 


Personal 
Affairs 


diets  that  by  next  year  he  will  hav 
quarter-million  clients  who  will 
about  $2.6  billion  worth  of  securit 
trading  in  34  Schwab  offices.  Even 
ally,  the  44-year-old  founder  hopes 
take  the  company  public. 

Another  major  discounter,  Fidel 
Brokerage  Services,  Inc.,  also  sw 
lowed  a  competitor  last  month.  It 
quired  Source  Securities,  one  of  i 
pioneer  firms  in  the  business  an< 
major  discount  broker  in  the  N 
York  market,  the  largest  in  the  coi 
try.  Fidelity  now  has  12  branches  2 
plans  to  open  8  more  before  year-e: 
Fidelity  isn't  through  yet.  "We  v 
continue  to  pursue  an  aggressive 
quisition  program,"  says  its  preside 
Robert  L.  Gould. 

Some  discount  brokers  han 
bonds  and  options  as  well  as  stoc 
Ripping  a  page  from  Merrill  Lyn 
Schwab  is  experimenting  with  ofj 
ing  cash  management  accounts.  N< 
in  the  cards:  Schwab  wants  to  perr 
customers  to  buy  and  sell  open-e 
mutual  funds  at  will. 

Should  you  choose  an  establish 
old-line  broker  or  a  discounter?  "Le 
face  it,  there  is  a  place  for  the  discoi 
broker,"  says  Waters  of  Mer 
Lynch.  "But  that  is  only  a  small  p 
of  the  market,  those  who  are  com 
dent  in  their  own  judgments  A 
ideas,  who  make  their  own  inve 
ment  decisions.  All  they  want  is 
ecution.  But  we  feel  strongly  that  ' 
full  service  is  what  is  needed  by  9! 
of  investing  America." 

One  knotty  problem  that  est 
lished  brokers  face  because  of  the  c 
counters,  however,  is  the  active  tra 
who  wants  to  have  his  cake  and  ea 
too.  He  uses  an  old-line  firm  for 
vestment  advice  and  research,  tr 
executes  through  a  discounter. 

"Most  of  our  customers  have 
counts  with  other  brokers,"  adrr 
Schwab,  which  probably  doesn't  v 
him  many  glad  hands  at  NYSE  me 
ber  functions. 

A  spokesman  for  Merrill  Lynch 
sists,  however,  that  discount  brok 
aren't  causing  the  problems  that  w 
once  feared  by  many.  "Our  key  clie 
tend  to  be  very  honest,  even  if  tr 
use  more  than  one  broker.  If  they 
an  idea  from  us,  they  tend  to  tn 
through  us." 
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Beverly  Wilshine  Hotel 

IN  THE  HEART  OF  LOS  ANGELES 


Wilshire  Boulevard  at  Rodeo  Drive,  Beverly  Hills,  Calif.  90212 

(213)275-4282    800421-4354    In  California  800  282-4804 
Preferred  Hotels  Worldwide  HRI  The  Leading  Holels  of  the  World 
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Regular  Subscription  □  1  year  @  $25      □  2  years  @  $45 
Foreign  Subscription  □  1  year  @  $60      □  2  years  @  $100 
Charge  to:  □  VISA      □  Master  Charge  □  American  Express 
Card*  Expiration  Date  


CALL  TOLL  FREE  24  HOURS  800-227-1617  EXT.  560 

f  IN  CALIFORNIA  800-772  3545  EXT.  560 

■  Make  checks  payable  to  The  Wine  Spectator  and  mail  to  305  E.  53rd  St.,  NYC. 
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The  Up-And-Comers 


Even  though  his  company  has  yet  to  make 
a  profit,  Roger  Billings  is  going  for  the 
brass  ring  in  the  office  computer  business. 
Will  he  make  it?  He  has  no  idea. 


"We're  going  for 


broke! 


By  Lisa  Gross 


One  sure  mark  of  a  still-breath- 
ing entrepreneur  is  his  ability 
to  think  fast  while  his  back  is 
against  the  wall.  Take  Roger  Billings, 
for  example.  Last  March  he  found 
himself  in  the  conference  room  of  his 
lead  bank,  Zions  First  National  in  Salt 
Lake  City,  Utah.  He  had  come  out  on 
the  bank's  invitation  from  his  new 
headquarters  in  Independence,  Mo. 
thinking  that  the  bank  wanted  to  ap- 
prove his  application  for  increasing 
Billings  Corp.'s  $1.75  million  loan. 

He  could  not  have  been  more 
wrong.  In  that  room  were  the  bank's 
collections  officer  and  lawyer.  They 
wanted  their  demand  loan  repaid. 
Right  there,  that  minute — or  they 
would  liquidate  his  company.  Billings, 
an  easygoing  man  who  looks  younger 
than  his  33  years,  assured  them  he 
would  get  the  money  as  quickly  as 
possible,  and  got  up  to  leave. 

"They  said,  'You  can't  leave  this 
room  without  telling  us  you're  going 
to  give  us  the  money  or  that  you'll 
help  us  liquidate  the  assets,'  "  Billings 
recalls.  "I  told  them  I  had  to  consult 
with  my  board,  and  started  toward 
the  door  again.  Their  attorney  popped 
open  his  briefcase  and  served  papers 
on  me.  They  had  scheduled  a  hearing 
in  court  two  hours  later  to  take  pos- 
session of  all  the  assets  of  the  com- 
pany. Two  hours  later!  That  really 
burned  me."  Billings,  whose  clean-cut 
looks  would  make  him  ideally  suited 
to  play  the  neighborhood  minister  in 
a  TV  sitcom,  looks  miffed. 

The  bank  had  its  reasons,  of  course. 
After  all,  Billings  Corp.  has  yet  to 
make  a  profit  during  its  nine  years. 
That's  because  Roger  Billings  has  a 
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habit  of  spending  more  on  research 
than  his  company  ever  earned  selling 
hydrogen  energy  technology  to  the 
likes  of  the  Nuclear  Regulatory  Com- 
mission, Peugeot  S.A.  or  Union  Car- 
bide, or  later  from  manufacturing  and 
selling  personal  computers  and  com- 
puter disk  drives.  Last  year,  Billings 
Corp.  managed  to  post  a  $3.2  million 
loss  on  $9.8  million  revenues  mainly 
by  lavishing  $3  million  on  research  for 
a  distributed  data  computer  network 
and  another  $1.5  million  on  a  new 
computer  factory  in  Provo.  That  kind 
of  behavior  tends  to  scare  banks,  even 
though  Billings  never  missed  a  loan 
payment. 

Up  against  the  wall,  with  moments 
to  go  before  being  hauled  into  court, 
Billings  talked  fast  and  tough.  "I  said, 
'If  you  close  down  my  company, 
you're  going  to  turn  an  asset  worth  at 
least  $15  million  on  the  market  into 
something  that's  worthless.  You  have 
the  right  to  do  that.  But  I  want  to 
remind  you  that  it  will  be  very  inter- 
esting to  the  judge  that  I  fired  your 
president's  son  six  months  ago.'  And  I 
walked  out." 

That  desperate  parting  shot  did  the 
trick.  Instead  of  going  to  court,  Bil- 
lings' attorney  negotiated  a  three- 
month  extension.  "Up  to  one  week 
before  it  was  due,  I  didn't  know  how 
we  were  going  to  get  the  money," 
says  Billings  calmly.  "But  I  paid  off 
the  loan  the  day  before  it  was  due.  I 
had  to  have  that  satisfaction."  Then 
he  fails  silent  for  a  moment.  "What  if 
they  had  gone  ahead?"  he  asks.  Then 
he  grins.  "I  think  it's  fun.  We  do  these 
kinds  of  things  routinely." 

Unfortunately,  he's  not  kidding. 
The  bank's  demand  came  just  as  Bil- 
lings was  robbing  Peter  to  pay  Paul  in 


order  to  complete  research  on  his  d 
tnbuted  data  network.  Because  he  hi 
underestimated  the  cost  of  resear 
tor  that  project  by  roughly  $3  millio 
he  was  having  to  hustle  every  doll 
he  could  to  tide  the  company  ov 
until  the  system  hit  the  markctplac 
Now  Billings  is  banking  everything  < 
the  idea  that  he  can  sell  networks 
personal  office  computers,  with  1 ,01 
or  more  users  on  line  simultaneous 
Unlike  other  office  computers,  Bi 
lings'  can  be  connected  together  lil 
Tinker  Toys  so  that  all  information 
on-line  to  all  users  at  once — a  Rog 
Billings  invention.  He  claims  th 
when  his  1,000  terminal  networks  , 
on  the  market  next  year,  they  will  sc 
for  50%  under  competitors.  Becau 
of  Billings'  invention,  1,000  micr 
processors  at  $6  each,  working  tt 
gether,  can  take  the  place  of  a  mai 
frame  computer  with  1,000  termina! 

Financing  this  new  project  has  n 
been  easy.  First,  Billings  took  out  pt 
sonal  loans  for  $890,000.  Then  1 
managed  to  persuade  Trans  Ventu 
AG,  a  Swiss  venture-capital  group, 
buy  $1  million  of  stock  at  markt 
then  about  8,  in  a  private  placemen 
A  group  of  private  investors,  led  1 
the  chairman  of  Rank  Xerox  in  Sw; 
zerland,  Gustav  von  Arx,  bought  ai 
other  $1  million  in  stock  at  markc 


Billings  Corp.  President  Roger  Billings 
"I'm  not  trying  to  protect  wealth." 
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in  John  Hanson,  chairman  of  Win- 
ago  Industries,  Inc.,  and  a  long- 
e  savior  of  Billings  Corp.,  paid  off  a 
million  short-term  (21%  interest) 
i  and  bought  another  $1.5  million 
computer  subsidiary  stock.  That 
ught  Hanson's  Billings  computer 
dings  to  50%.  That  made  Billings 
omtortable  so  he  negotiated  an 
;ement  with  Hanson  to  buy  him 
eventually.  After  selling  the  water 
its  on  some  company-owned  Utah 
i  for  $1  million,  by  last  month  the 
e  nearly  broke  company  had  $5.5 
lion  in  the  bank.  Zions  had  been 
1  off.  Then  Billings  worked  down 
debts  to  computer  parts  suppliers, 
3m  he  desperately  needed  to  build 
network,  from  $2.4  million  to 
,302.  And  Roger  Billings  got  his 
0,000  back. 

ancy  footwork  for  a  man  who  nev- 
/anted  to  be  a  financier.  Ever  since 
ninth  grade,  what  Roger  Billings 
ited  to  be  was  a  scientist.  "The 
:her  wrote  on  the  board:  'Hydro- 
plus  oxygen  yields  water  and  ener- 
"  he  says.  "That  just  thrilled  me." 
it  same  night  he  started  working 
the  idea  that  launched  Billings 
p. — converting  an  automobile  en- 
\  to  run  on  hydrogen.  He  got  a 
ie  version  working  on  his  father's 
del  A  pickup  truck  three  years  lat- 
at  age  18.  It  won  an  award  at  the 
:rnational  Science  Fair  in  1966  and 
:holarship  to  Brigham  Young  in 


Billings'  hometown  of  Provo. 

Then  William  Lear  of  Learjet  flew 
to  Provo  to  see  the  hydrogen  car  after 
Billings  won  the  1972  Urban  Vehicle 
Design  competition  to  find  the  least 
polluting  car.  He  immediately  hired 
Billings  as  a  senior  engineer  for  Lear. 
Billings  didn't  even  have  a  college  de- 
gree. He  had  taken  every  course  the 
university  offered  that  would  help 
him  run  a  not-for-profit  lab  devoted  to 
hydrogen  research.  But  he  didn't  have 
enough  credits  to  fulfill  any  one  ma- 
jor. The  fact  that  he  had  taken  two 
years  off  from  college  to  serve  as  a 
Mormon  missionary  in  Brazil  had  de- 
layed things  as  well. 

Lear  wanted  Billings  to  design  a  hy- 
drogen-powered car  for  mass  produc- 
tion. It  was  Billings'  dream  job  come 
true.  But  two  weeks  after  he  went  to 
work  for  Lear  in  Reno,  Nev,  Lear's 
investment  bankers,  worried  that  hy- 
drogen energy  research  would  hurt  an 
upcoming  stock  offering,  talked  Lear 
out  of  the  research.  "He  gave  me  two 
assignments  then.  One  was  to  make 
his  little  Wankel  engine  run  on  jet 
fuel.  That  took  me  an  afternoon,"  Bil- 
lings recalls.  The  other  was  to  design 
the  combuster  for  Lear's  steam  bus. 
Billings  didn't  like  that.  He  had  de- 
signed his  whole  life  around  hydrogen 
and  there  he  was  working  on  steam. 

So  he  quit.  With  $300  from  his 
wife's  savings,  one  child,  no  diploma 
and  a  lot  of  gall,  he  moved  back  to 


Provo  to  form  his  first  company,  En- 
ergy Research.  The  company's  first 
research  grant,  $9,000  from  Ohio's 
Kettering  Laboratory,  came  through 
the  intervention  of  an  old  friend,  Leo 
Vernon,  director  of  research  at  BYU 
and  ex-director  of  Kettering. 

If  the  Internal  Revenue  Service  had 
not  then  turned  down  Billings'  re- 
quest for  not-for-profit  status,  he 
would  probably  still  be  back  in  Provo 
tinkering  with  hydrogen  energy.  In- 
stead he  accepted  an  offbeat  offer 
from  a  Salt  Lake  City  investment  club 
made  up  of  doctors,  dentists  and  at- 
torneys. "What  they  had  was  a  public 
corporation  shell  with  $75,000  cash, 
no  business,  no  debts,  no  nothing, 
looking  for  a  project,"  says  Billings. 
"Strange.  My  attorney  checked  it  out 
for  a  long  time.  He  told  me,  'Normal- 
ly, I'd  say  run  from  this  kind  of  thing. 
But  I've  checked  out  the  people  and  I 
really  think  you've  got  an  opportunity 
here.'  Their  deal  was  to  buy  the  assets 
of  Energy  Research  by  giving  me  80% 
of  their  stock.  I  looked  at  it  as  selling 
20%  of  my  company  for  $75,000," 
says  Billings.  Most  of  the  original  in- 
vestors sold  when  Billings  Corp.'s 
over-the-counter  shares  hit  $2,  well 
above  their  one-cent  purchase  price. 

By  1974,  Billings  was  doing  $33,161 
a  year  in  hydrogen  research  contracts 
and  spending  another  $148,524  on 
company  research.  In  December  of 
that  year,  he  sold  20%  of  his  company 
to  Winnebago's  Hanson  for  $1  mil- 
lion, after  Billings  had  successfully 
converted  a  Winnebago  motor  home 
to  hydrogen.  Shrewdly,  Billings  used 
the  money  to  buy  388  acres  of  indus- 
trial-zoned land  around  Provo.  That 
land,  for  the  most  part,  has  kept  Bil- 
lings Corp.  out  of  bankruptcy  court. 
Every  time  the  company  needed  a  lit- 
tle more  capital,  Billings  sold  another 
chunk  of  land.  Today  Billings  Corp. 
still  owns  250  acres,  worth  at  least  $3 
million.  It  sold  125  acres  for  $2.5  mil- 
lion over  the  past  seven  years.  That's 
why  Billings  Corp.  has  been  able  to 
post  a  net  loss  every  year  and  stay 
afloat.  And  that's  why  Roger  Billings 
sleeps  soundly  at  night,  though  his 
bankers  evidently  didn't. 

Billings  now  seemed  to  realize  that 
his  company  should  perhaps  have 
profit  as  a  motivation.  So  in  March 
1977  he  took  Billings  Corp.  into  the 
personal  computer  business.  It  hap- 
pened almost  by  accident.  Billings 
couldn't  find  the  right  kind  of  com- 
puters for  his  experiments,  so  he  built 
his  own.  Then  it  occurred  to  him  that 
he  could  sell  computers  and  actually 
make  money.  "I  felt  that  we  could 
invest  $1  million  in  hydrogen  and  it 
would  be  gone,  there  would  be  noth- 


ROGEN  BUS 
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We  don't 
just  employ  capita 

We  make  it  work. 


N 

^  o  question.  We  ve 
&      A  made  our  invest- 
nents  work.  Through  close 
ttention  to  the  allocation  and 
ontrol  of  capital  -  both  fixed 
nd  working  capital.  That's  a 
lajor  reason  Morthwest 
idustries  has  been  successful 
ince  its  founding  in  1968. 
Our  earnings  per  share 
lcreased  from  53  cents  in 
968  to  $5.03  in  1980,  a 
ompound  annual  growth 
rte  of  20.6  percent.  That 
ompaies  to  an  annual  com- 
ound  growth  rate  of  8.3 
ercent  for  earnings  per  share 
f  Standard  &  Poor's  400 
ver  the  same  period.  Most 
nportant,  aftertax  return  on 
verage  total  capital  more 
lan  doubled  from  5.4  per- 
ent  to  12.2  percent.  And 
981  aftertax  return  on  aver- 
ge  total  capital  is  expected 
)  reach  an  estimated  17 
ercent. 


Sound  Internal  Investment 

This  growth  hasn't  been 
accidental.  Our  goal  is  clear— 
to  put  our  money  where  it  will 
bring  the  greatest  return  com- 
mensurate with  risk.  We 
believe  it's  important  that 
the  management  of  capital  be 
for  the  long  term.  Our  long- 
term  growth  attests  to  the 
validity  of  this  belief. 

As  always,  our  first  priority 
is  sound  investment  in  our 
operating  companies.  Our 
greatest  improvement  in 
return  on  capital  -  and  much 
of  our  growth  -  has  come 
from  internal  investment. 
Since  our  founding  in  1968, 
we've  spent  about  $1.4  billion 
in  fixed  and  working  capital 
to  strengthen  our  companies. 

Of  course,  spending  a  lot 
doesn't  mean  much  unless 
you  spend  it  well.  And  that's 
where  management  comes 
in.  We  try  to  analyze  internal 
investments  as  dispassion- 
ately as  possible  and  are 
guided  by  policies  we  believe 
have  been  proven  effective. 


We  carefully  review  our 
operating  companies'  capital 
project  proposals,  weighing 
future  market  trends  and 
adding  our  independent 
appraisal  to  each  situation. 
We  require  that  each  project 
hold  a  likelihood  of  achieving 
an  aftertax  discounted  cash 
flow  rate  of  return,  including 
associated  working  capital,  of 
more  than  15  percent. 

And  we  believe  this  careful 
investment  review  has  paid 
off.  For  example,  we've 
invested  more  than  $370 
million,  excluding  working 
capital,  in  our  integrated 
pipe  company,  Lone  Star 
Steel,  since  1973  to  make 
it  more  profitable.  And  in 
that  time,  Lone  Star  Steel's 
shipments  of  oil  country 
casing  and  tubing  have  grown 
much  faster  than  industry 
shipments. 

Improving  Asset  Utilization 

Close  attention  to  existing 
asset  utilization  has  also 
strengthened  Morthwest 
Industries  over  the  years. 
Our  strategies  are  guided  by 
the  goal  of  increasing  the 
productivity  of  our  fixed  assets 
and,  in  turn,  the  profitability 
of  our  operating  companies. 
Through  sound  investment 
in  asset  maintenance,  cost 
reduction,  and  vertical  inte- 
gration programs,  our  com- 
panies strive  for  more  efficient 
production  and  lower  costs. 


For  example,  Union  Under- 
wear Company's  vertical 
integration,  back  to  spinning 
cotton,  has  helped  make  it  a 
highly  profitable,  efficient 
market  leader  in  the  men's 
and  children's  underwear 
industry. 

In  addition,  we  seek  to 
dispose  of  those  assets,  be  it 
equipment  or  plants,  which 
do  not  produce  an  acceptable 
return.  Just  as  with  invest- 
ment, we  try  to  view  and 
analyze  possible  divestments 
as  dispassionately  as  possible 
following  the  same  general 
guidelines. 

Attention  to  Working  Capital 

We  also  pay  close  attention 
to  our  working  capital  invest- 
ment -  less  visible  than  fixed 
investment,  but  critical  in 
periods  of  high-cost  money. 
In  fact,  the  compensation 
of  our  key  operating  company 
officers  is  tied  in  part  to 
working  capital  measures. 

This  attention  has  paid  off. 
Our  working  capital  turns 
have  improved  from  2.2  times 
in  1968  to  5.9  times  in  1980. 
In  1980  alone,  we  were  able 
to  improve  our  working  cap- 
ital utilization  by  more  than 
25  percent. 

Our  objective  is  continued 
growth  through  investment, 
control,  and  compensation 
programs  that  seek  to  put 
our  money  where  it  will  bring 
the  greatest  return  commen- 
surate with  risk.  To  learn 
more  about  our  company - 
our  policies,  strategies,  and 
performance  -  write  for  our 
annual  report  or  our  SEC 
Form  10-K  to  6300  Sears 
Tower,  Chicago,  IL  60606. 
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ing  coming  back.  Or  I  could  invest  it 
in  computers  and  generate  near-term 
cash  flow,"  he  explains.  He  was  right. 
By  the  end  of  1977,  computer  sales 
had  nearly  tripled  Billings'  revenues, 
to  $1.7  million.  Billings  still  sells  hy- 
drogen products  and  research,  but  he 
realizes  any  big  payoffs  from  that  are 
many  years  off. 

When  Billings  couldn't  produce 
enough  memory  disks  to  meet  the 
demand,  the  company  bought  the 
Small  Disk  division  of  California 
Computer  Products,  Inc.,  for  $1.6  mil- 
lion. Typical  of  Billings'  brand  of  fi- 
nancing, $607,000  of  the  purchase 
price  came  from  allowing  California 


The  Up-And-Comers 


By  Anne  Bagamery 

"We've  always  known  we  could  pull 
off  this  kind  of  growth,"  says  Baldor 
Electric's  55-year-old  Chairman  and 
President  Roland  "Rollie"  Boreham, 
stretching  his  rangy  frame  and  yawn- 
ing. "We've  always  had  the  stuff.  It 
was  just  a  matter  of  waiting  for  the 
right  time." 

As  it  turned  out,  it  took  Baldor 's 
customers  a  good  50  years  to  come 
around  to  agreeing  with  founders  E.C. 
Ballman  and  Emil  Doerr  that  they 
needed  low-horsepower  industrial 
motors  that  were  designed  especially 
to  save  electricity.  But  they  did  so 
with  a  vengeance  after  the  1973-74 
Arab  oil  embargo. 

Since  1975  Baldor 's  sales  have  more 
than  doubled,  from  $56  million  to 
$146  million,  and  earnings  have  more 
than  tripled,  from  $2.4  million  to  $9.4 
million.  Even  though  sales  and  earn- 
ings were  essentially  flat  last  year — a 
bad  one  for  heavy  manufacturing  and 


Computer  to  keep  the  disk  division's 
receivables.  As  it  turned  out,  Billings 
had  backed  into  a  great  purchase.  By 
the  end  of  1980,  97%  of  Billings 
Corp.'s  $9.8  million  revenues  came 
from  the  disk  division. 

So  now  Billings  is  betting  the  en- 
tire company  on  his  distributed  data 
network  invention.  "We've  got  the 
network  running.  Now  I'm  going  to 
find  out  if  I  can  really  sell  it,"  he 
says  matter-of-factly.  His  competi- 
tors are  companies  with  large  dealer 
networks  and  proven  names  like 
Wang  and  IBM.  That  doesn't  bother 
Billings.  He  figures  if  he  sells  just 
one  network,  he'll  double  1980  sales. 


farming,  the  motor  industry's  major 
markets — Baldor  chalked  up  a  more 
than  respectable  22%  return  on  equity 
for  a  five-year  average  of  28.5% . 

There's  promise  of  even  better 
years  ahead.  In  the  highly  fragmented, 
$3  billion-a-year  electric  motor  indus- 
try, Baldor  makes  small  (1/50-  to  250- 
horsepower)  electric  motors  for  a 
wide  variety  of  industries,  from  tex- 
tiles to  petroleum  processing.  But  it 
sells  them  only  to  the  trade:  You 
won't  find  a  Baldor  motor  in  your 
refrigerator,  for  example,  but  you 
probably  will  find  several  hundred  in 
the  factory  that  made  it.  So  if  you 
believe  that  capital  spending  will  pick 
up  across  the  board  in  an  economic 
recovery  next  year — and  not  everyone 
does  (see  p.  25) — Baldor  would  be  a 
direct,  and  immediate,  beneficiary. 

Baldor  today  is  a  very  different 
company  from  the  one  E.C.  Ballman 
turned  over  to  his  son  Fred  in  1960 — 
and  that's  by  design.  While  E.C.  Ball- 
man  built  an  admirable  record  for 
turning  out  reliable,  well-made  prod- 
ucts at  a  low  cost,  he  never  wavered  in 
his  belief  that  the  customer  was  sel- 


Last  year,  Billings  Corp.  sold  50  pli 
sonal  computers  (basically  pieces!, 
the   whole   network)   each  mon 
Now    he's    shooting    for  1,000 
month,  and  has  even  lined  up  t 
computer  manufacturers  to  back 
his  Provo  production. 

Why  docs  Roger  Billings  insist 
living  on  the  thin  edge?  "If  I  w 
president  of  IBM,  I  would  have 
cover  all  my  bets,"  he  says.  "But  I 
not.  I'm  not  trying  to  protect  weal 
I  wasn't  born  to  wealth.  So  we 
going  for  broke.  We'll  know  if 
works  if  I'm  still  here  in  five  ye< 
After  all,  this  is  still  very  much  a  bl 
sky  company."  ■ 


dom  right — that  Ballman  knew  b 
the  kind  of  motor  to  make  witfu 
consulting  the  customer.  As  a  resi 
Ballman  failed  to  attract  many  n 
customers,  and  he  kept  his  compa 
for  40  years  at  the  mercy  of  a  hand 
of  large  orders — the  largest  from  C 
cago  Pump  and  Williams  Oil-o-Mat 
It  took  a  nasty  price  war  in  196C 
which  Baldor  lost — and  a  new  mt 
agement  team  recruited  by  Ballman 
get  Baldor  off  that  losing  formula. 

People  at  Baldor  may  not  genufk 
at  the  mention  of  E.C.  Ballmai 
name,  but  they  will  gather  around 
old  conference  table  in  Baldor's 
Smith,  Ark.  headquarters  or  in  t 
original  Baldor  building  in  St.  Lot 
and  swap  stories  about  him  for  hou 
"Mr.  Ballman  used  to  say  that  you  c 
set  your  company  back  20  years  wi 
internal  strife,"  says  George  Schoc 
74,  the  company's  largest  sinj 
stockholder  with  9.6%  and  the  keep 
of  its  unofficial  ancestral  memo 
"Even  after  he  retired,  we  tried 
follow  his  example."  That's  probah 
why  no  labor  union  has  ever  been  at 
to  gain  a  foothold  in  a  Baldor  plai 
despite  annual  attempts. 

An  engineer  by  training  and  an  i 
veterate  tinkerer,  Ballman  in  19 
was  helping  run  the  St.  Louis  Elect 
cal  Works  when  he  doodled  up 
electric  pump  motor  he  thought 
could  sell  to  factories.  With  his  ca 
savings  of  a  couple  of  hundred  dolls 
and  several  small  backers,  Ballm; 
leased  space  in  another  electric 
shop  across  town.  He  recruited  En 
Doerr,  an  old  Electrical  Works  cc 
league,  to  handle  the  factory  wo 
and  three  other  men  to  sell  the  m 
tors  and  keep  the  books.  By  the  mi 
1920s  Ballman  had  signed  up  his  fir 
big  customer — Williams  Oil-o-Mati 
now  the  Eureka  Co.,  in  Bloomingto 
111. — and  on  the  strength  of  William 
orders  Baldor  was  earning  around  $( 
million  on  sales  of  $580  millio 


Sometimes  it  takes  decades  for  an  idea  to 
catch  on,  but  it's  still  fun  when  it  does,  as 
Baldor  Electric  can  attest. 

"Just  a  matter 
of  waiting" 
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ipart  from  his  motor,  the  first  of 
Iman's  inventions  to  really  catch 
was  a  voltage  regulator  to  keep 
del  T  headlights  from  dimming  as 

car's  generator  idled  down.  But 
re  were  far  more  that  never  caught 
"When  you  saw  him  coming  back 
n  vacation  you  just  wanted  to  run 
I  hide,  because  God  only  knew 
at  he'd  pull  out  of  his  suitcase  and 
you  to  build,"  Schock  recalls.  The 

time  Baldor  engineers  refused  to 
ke  up  one  of  Ballman's  offerings — a 
?r-size  slab  of  plastic  called  an 
dstick,"  with  manually  operated 
is  for  adding  and  subtracting  em- 
ded  in  it — Ballman  had  3,000  of 
m  made  up  by  a  retired 
ior  foreman.  But  when  he 
d  to  hit  the  road  to  sell 
addstick  he  discovered  to 

dismay  that  Friden  had 
oduced  its  first  mechani- 
adding  machine  a  month 
)re.  Ballman  sold  only 
f  addsticks. 

Mr.  Ballman  was  easily 
nted  enough  to  design  a 
srent  motor  from  scratch 
ry  day  of  the  week,"  adds 
ock.   "Trouble  was,  he 

got  one  idea  in  his  head 
he  way  things  ought  to  be 

that  was  the  end  of  it.  It 
a't  matter  how  things 
ly  were." 

Ballman  had  listened  to 
customers,  he  could  have 
t  his  business  consider- 
r  by  customizing  motors  to 
r  specifications.  But  for  40 
rs  he  never  deviated  much 
a  his  original  pump  motor 
gn,  which  he  believed  all 
customers  would  want.  Ballman 

also  more  interested  in  keeping 
two  or  three  largest  customers 
py  than  with  courting  new  busi- 
>.  After  all,  those  large  customers 
e  giving  him  enough  orders  for 
lp  motors  to  keep  the  company 
ent  and  growing,  albeit  slowly. 
;  Schock,  shaking  his  head: 
:'d  still  be  doing  $500,000  a  year 
e  stuck  to  that  old  philosophy." 
i  1960,  just  before  Ballman  retired 
8,  that  philosophy  was  finally  laid 
est.  A  price  war  had  started  up 
»ng  Gould,  Westinghouse,  Baldor 

other  industrial  motormakers. 
lor  couldn't  absorb  the  price  cuts, 
it  lost  $30,000— its  first  red  ink 
e  the  Depression, 
ed  Ballman,  49,  took  the  reins  at 
end  of  the  price  war  and  vowed 
sr  again  to  let  the  company  get 
istrung  like  that.  He  set  up  shop  in 
smith  and  persuaded  his  father — 
i  remained  on  Baldor's  board  until 


shortly  before  his  death  in  1976 — to 
design  a  smaller  motor  that  could  be 
more  cheaply  made  and  sold  at  a  low- 
er price.  This  bit  of  maneuvering  en- 
abled the  company  to  fight  its  way 
back  into  the  black  in  1961. 

He  then  turned  his  attention  to  build- 
ing up  Baldor's  customer  base.  For  as- 
sistance, he  recruited  Rollie  Boreham, 
a  Los  Angeies  sales  representative  who 
had  been  badgering  Fred  Ballman  over 
the  phone  for  months  to  start  designing 
the  kinds  of  motors  his  customers  had 
been  clamoring  for.  "I  wasn't  the  only 
salesman  who  had  been  complaining, " 
says  Boreham.  "But  I  guess  because  I 
had  an  engineering  degree,  I  was  the 


Baldor's  Boreham  (left )  and  Taake  on  the  assembly 
After  50  years,  the  customers  came  around. 


only  one  Fred  listened  to." 

Ballman  and  Boreham  spent  the 
next  ten  years  crisscrossing  the  coun- 
try, quizzing  old  salesmen,  hiring  new 
ones  and  courting  new  business.  They 
brought  back  hundreds  of  cocktail 
napkins  and  paper  placemats  with 
crude  sketches  of  motors  customers 
wanted  designed — heavier-duty  mo- 
tors for  refineries,  explosion-proof 
motors  for  chemical  plants.  Back  in 
Ft.  Smith,  Boreham  would  flesh  out 
the  sketches,  draw  them  to  scale  and 
have  engineers  make  up  models  with- 
in the  week.  "After  that,  the  sale  was 
usually  pretty  easy,"  he  says  with  a 
grin.  More  than  75  of  those  original 
models  are  now  prototypes  for  stan- 
dard Baldor  products — which  Baldor 
will  also  modify  in  order  to  fit  cus- 
tomers' needs. 

In  their  allout  effort  to  let  the  custom- 
er dictate  design,  however,  Ballman 
and  Boreham  never  compromised  by 
reducing  the  energy  efficiency  of  the 


motors  to  cut  costs,  and  therefore, 
prices.  Ballman  and  Boreham  consid- 
ered switching  from  copper  to  less 
efficient  aluminum,  but  rejected  that 
idea  to  preserve  their  reputation  for 
quality  and  energy  efficiency.  After  all, 
why  sacrifice  their  best  marketing 
tool  ?  That  meant  accepting  lower  mar- 
gins— and  trying  to  hold  costs  down 
wherever  they  could.  So  in  1973  Bore- 
ham took  out  Baldor's  first  long-term 
loan — $3.2  million  from  Mass  Mutu- 
al— to  expand  and  modernize  plants  in 
Ft.  Smith  and  St.  Louis.  Over  the  next 
eight  years  he  borrowed  $15  million 
more  to  integrate  production  as  much 
as  possible.  He  also  started  increasing 
wages  and  benefits  for  Bal- 
dor's 1,000-odd  line  workers 
ahead  of  the  rate  of  inflation — 
a  seeming  extravagance  that 
has  paid  off  in  helping  keep 
the  unions  at  bay. 

Today  Baldor  looks  like 
the  tortoise  that  won  the 
race.  Since  going  public  in 
1975  Baldor  stock  has  gone 
from  3'/2  to  a  high  in  1979  of 
24,  and  it  now  trades  at  a 
little  over  20,  or  12  times 
earnings.  But  for  Rollie  Bore- 
ham— who  stepped  up  to 
chairman  in  1979 — the  race 
is  far  from  over.  He's  now 
planning  to  automate  part  of 
the  assembly  process  with 
computer-aided  design  or  ro- 
bots— something  a  union 
shop  may  not  be  able  to 
match  right  away.  He's  also 
considering  buying  a  clean- 
forging  plant  to  make  iron 
motor  casings — the  only  ma- 

  jor  part  of  the  motor  Baldor 

doesn't  already  make.  Boreham's  stat- 
ed goal  is  to  double  sales  and  earnings 
in  the  next  four  to  five  years,  with  a 
good  part  of  that  growth  coming  from 
largely  untapped  foreign  markets — a 
goal  both  Boreham  and  his  new  right- 
hand  man,  Secretary-Treasurer  Bob 
Taake,  believe  the  company  can  sup- 
port with  little  plant  expansion  and 
almost  no  external  financing. 

Can  Boreham  and  Taake  do  it? 
Well,  if  Gould  and  Westinghouse  start 
another  price  war  or  ever  decide  to 
accept  the  same  low  margins  as  Bal- 
dor, that  could  muddy  things  up  a  bit. 
And  as  Baldor's  work  force  grows — 
and  automation  creeps  in — it  may  not 
be  so  easy  next  time  to  keep  the 
Teamsters  outside  the  gate. 

None  of  this  seems  to  matter  much 
to  Boreham  and  Taake  now,  however. 
After  almost  60  years  of  Baldor  beat- 
ing the  same  old  drum,  echoes  are 
finally  coming  back — and  to  them, 
that  sounds  like  music.  ■ 
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Synergy  may  be  a  wonderful  thing  in  up 
markets.  In  collapsing  ones,  the  downside 
leverage  is  awesome  to  behold.  Consider 
Dick  Wollenberg  and  Longview  Fibre, 


Catch  22 


By  William  Harris 


Job  himself  might  have  wept 
for  Dick  Wollenberg,  Longview 
Fibre  Co.'s  66-year-old  presi- 
dent. His  Longview,  Wash. -based  pa- 
per and  wood  company  suffered  the 
worst  earnings  drop  in  its  55-year  his- 
tory last  year — 97%,  to  $1.3  million 
on  $358  million  in  sales — not  because 
of  Wollenberg's  ineptitude,  but  from  a 
series  of  events  over  which  he  had 
no  control.  The  entire  forest  prod- 
ucts industry  is  being  ravaged  by 
the  housing  slump,  but  Longview 
has  been  among  the  hardest  hit. 

Why?  Because  it  has  been  caught 
in  a  classic  Catch-22.  Longview 
sells  logs  from  its  410,000  acres  of 
Douglas  fir  timberland  in  the  Pacif- 
ic Northwest  to  independent  lum- 
ber mills,  and  buys  wood  chips 
from  many  of  those  same  mills  to 
make  paper.  Nice  synergy,  eh?  If 
the  housing  market  is  down,  tim- 
ber sales  will  be  clobbered,  of 
course,  but  the  paper  business  pro- 
vides cyclical  protection — especial- 
ly since  Longview 's  paper  goes 
mainly  into  grocery  bags  and  car-  _ 
tons,  a  recession-resistant  market. 

But  synergy  works  both  ways.  And 
the  synergy  of  collapsing  markets  can 
be  awesome  to  behold. 

For  example,  last  year  Wollenberg 
watched  helplessly  as  the  price  of 
wood  chips  more  than  doubled  in  a 
few  months,  from  $60  per  ton  to 
$130.  Because  the  lumber  mills'  hous- 
ing market  collapsed,  mills  shut  down 
or  ran  at  partial  capacity  all  over  the 
country.  Less  lumber  produced  means 
fewer  by-product  wood  chips.  Fewer 
chips,  higher  prices.  Upstream,  less 
lumber  also  means  fewer  logs  pur- 
chased from  Longview.  Synergy — 
with  a  vengeance. 

Knowing  long-term  customers  are 
the  lifeblood  of  his  commodity-like 


business,  Wollenberg  has  had  little 
choice  but  to  eat  the  wood-chip  in- 
creases while  fulfilling  his  paper  com- 
mitments. "Instead  of  disappointing 
customers,  we  paid  whatever  we  had 
to  for  chips,"  he  says. 

On  top  of  that  was  $6  million  worth 
of  unexpected  repair  bills,  including 
the  cost  of  a  never-before-needed  wa- 
ter clarifier,  thanks  to  pollution  from 
the  Mt.  St.  Helens  eruption.  Adding  it 
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Dick  Wollenberg  of  Longview  Fibre 
Staying  the  course. 

all  up,  Longview  lost  $3  million  from 
operations  last  year  (although  an  accu- 
mulated $4.6  million  tax  credit  al- 
lowed the  company  to  show  an  11- 
cent-per-share  profit). 

Like  Job,  though,  Dick  Wollenberg 
will  stay  the  course.  A  feisty,  shirt- 
sleeve type,  Wollenberg  is  spending 
money  to  protect  his  paper  business — 
some  $35  million,  including  $5  mil- 
lion for  two  new  chipping  plants  so  he 
will  have  his  own  chips  instead  of 
having  to  buy  them.  At  the  same  time 
Wollenberg  is  shifting  his  product 
mix  into  higher-margined  items  such 
as  lighter  weight  and  bleached  pa- 
pers. Although  papermaking  is  a  cap- 
ital-intensive business,  it  has  been 
a  good  income  generator  at  Long- 


view.  Until  this  year,  in  fact,  Loi\ 
view  financed  expansion  out  of  c4 
flow,  which  in  normal  times  conj 
half-and-half  from  logs  and  paper. 

The  new  chip  plants  are  essenti 
Wollenberg  can't  afford  a  repeat 
mid- April  1980  when,  as  one  indus 
source  puts  it,  "he  didn't  have  enou 
chips  to  wad  a  shotgun"  and  vi 
forced  to  shut  down  his  2,000-tc 
capacity  papermill  for  two  wee 
Those  chipping  mills,  which  chew 
whole  logs  unusable  as  lumber,  a 
provide  40%  of  Longview's  nee 
While  chip  prices  have  begun  to  f 
again — to  about  $75  a  ton,  recently 
Longview's  mills  will  help  cap  a 
future  price  escalations. 

Trees  are  something  else  aga 
Wollenberg  can  do  virtually  nothi 
about  his  log  business,  except  pray  t 
lumber  market  improves.  There's  si 
lots  of  unsold  inventory.  Even  if  hoi 
ing  perks  up  tomorrow,  Wollenb» 
says  it  could  take  at  least  three  ye< 
before  log  prices  recover. 

To  make  sure  investors  didn't  pai 
even  though  he  knew  bad  times  1 
ahead,  Wollenberg  kept  a  pledge  a 
increased  Longview's  dividend  in  }i 
uary  1980  from  $1.05  to  $1.20.  "Ji 
because  we  were  having  one  b1 
year,"  he  growls,  "doesn't  mq 
we  had  to  stop  paying  dividend 
And  since  insiders,  including  W 
lenberg,  control  12%  of  the  shar 
he  may  be  inclined  to  maintain  t 
payout. 

In  fact,  Wollenberg  runs  Loi 
view  Fibre  much  like  a  priv;  : 
company,  just  as  did  his  fath 
who  helped  found  the  firm  in  19 
and  didn't  turn  over  the  reins  ur  - 
he  was  91.  The  elder  Wollenbt 
was  financially  conservative  at 
leery  of  stock  analysts.  His  son  t 
pects  to  be  around  himself  for  t 
next  20  years,  so  he  isn't  too  int 
ested  in  investor  visibility  eith 
_  Although  Longview's  float  has 
creased  dramatically  (the  shares  w< 
split  10-for-l  in  1980),  the  stock 
mains  thinly  traded,  and  Wollt 
berg — again,  hke  his  father — is  buyi 
it  back.  Since  1964  Longview  has  p" 
chased  3  million  of  its  14  milh 
shares  issued,  paying  an  avert 
$13.54  per  share.  (The  stock  recen 
sold  for  $33.) 

Longview  still  lives  under  the  L 
moclean  sword  of  housing.  Althou 
chips  now  are  less  scarce  and  co 
pany  earnings  are  already  on  t 
mend — at  the  end  of  the  third  quar 
Longview  earned  $10.2  million — W 
lenberg  admits  that  full  recovery 
quite  a  way  off.  He  has  little  cho: 
but,  like  Job,  to  stick  it  out  every  til 
his  fortunes  are  reversed.  ■ 
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Edited  by  Jefferson  Grigsby 

eave  the  driving  to  him 

;r  since  he  dropped  out  of  the  Uni- 
sity  of  Illinois  in  the  1950s  to  go 

0  business  for  himself,  John  W. 
its  has  been  a  man  in  a  hurry, 
at  kind  of  drive  was  exactly  what 
eyhound  Corp.  Chairman  Gerald 
mtman  was  looking  for.  Last 
inth  he  promoted  the  48-year-old 
;ts  from  vice  chairman  to  Grey- 
and  CEO  over  older  and  more  ex- 
ienced  rivals  and  anointed  him 
r  apparent  for  when  Trautman  re- 
|  in  1982. 

Vhere  will  Teets  be  taking  $5  bil- 
n  (1980  revenues)  Greyhound?  He 
ms  to  have  the  route  mapped  out. 
e  bus  business?  "Deregulation  will 
p  us."  Financial  services?  "We'll  be 
ng  more."  Food  services?  "We're 
11  working  on  improving  our  return 
investment." 

)ne  of  the  first  moves  Teets  may 
11  take:  selling  off  the  $325  million 
sets)  food  operations  of  Armour  & 
.,  which  lost  $5.7  million  in  1980 

1  $1.6  million  in  the  first  half  of 
11.  Teets  also  may  detour  into  an 
:irely  new  business.  Trautman 
de  diversification  a  way  of  life  at 
eyhound;  Teets  is  unlikely  to 
mge  that. — Michael  Kolbenschlag 


yhound  Corp.  'sjobn  W.  Teets 


e  heir  apparent. 


The  oldest  way 

"Unfortunately,  the  more  unhealthy 
the  world  is,"  says  Jacques  Rostain, 
"the  bigger  the  volume  for  us."  Ros- 
tain, 53,  an  urbane  vice  president  of 
European  American  Bank,  heads  a 
new  department  in  EAB's  New  York 
offices  to  facilitate  the  oldest  medi- 
um of  trade:  barter.  With  many  less- 
er-developed nations  strapped  for 
cash,  and  raw  material  trades  a  la 
Armand  Hammer's  huge  deals  with 
the  Soviet  Union  looking  more  and 
more  appealing,  EAB  sees  potential 
in  arranging  these  complicated,  long- 
term  transactions. 

One  of  Rostain's  first  steps  in  the 
two-month-old  project  was  to  go  to 
the  pros — the  Communists.  After  all, 
Eastern  European  countries  have  been 
doing  this  for  years,  and  their  trade 
agencies,  he  says,  offered  some  helpful 
advice.  There  are  plenty  of  stumbling 
blocks:  Contracts  can  take  months  to 
complete,  and  though  some  of  the 
larger  multinationals  like  General 
Electric  and  McDonnell  Douglas  have 
in-house  "countertrade"  depart- 
ments, most  companies  can't  afford 
the  investment.  So  Rostain  is  tailor- 
ing his  services  to  them. 

The  deals  can  be  straight  trades — 
and  companies  sometimes  end  up 
selling  goods  unrelated  to  their  nor- 
mal business.  Or  they  can  be  more 
complicated  buy-back  agreements 
where  companies  offer  technology 
and  equipment  in  return  for  a  portion 
of  the  finished  goods.  Since  expenses 
in  arranging  these  deals  run  fairly 
high,  if  the  contract  is  for  less  than  $  1 
million,  it  hardly  pays.  Barter  may 


EAB's  Jacques  Rostain 
Let's  make  a  deal. 


have  an  honored  history,  but  nowa- 
days, says  Rostain,  "It's  an  expensive 
proposition." — Jay  Gissen 


A  rose  in  no-man's-land 

"You  see  a  few  smiles  around  here 
these  days,"  says  Donald  Seibert, 
CEO  of  J.C.  Penney  Co.  The  reason: 
Penney's  sparkling  second-quarter 
earnings  of  $44  million,  which  qua- 
drupled from  1980. 

Of  course,  last  year's  $11  million 
second  quarter  was  particularly  grim, 
as  Seibert  is  quick  to  note.  And  Pen- 
ney is  not  alone  in  doing  much  better 
this  year;  most  major  retailers 
showed  dramatic  second-quarter 
gains,  thanks  to  strong  consumer 
buying  and  the  absence  of  credit  re- 
strictions. Still,  Penney's  gross  mar- 
gin rose  2.2%  year-to-year,  and  it  was 
the  best  second  quarter  in  the  com- 
pany's 79-year  history. 

Why?  "Programs  we  put  into  place 
a  while  back  are  beginning  to  bear 
fruit,"  says  Seibert.  Chief  among 
them  is  the  push  into  fashion  apparel 
that  Penney,  the  nation's  third-largest 
retailer,  undertook  a  few  years  back. 
Wall  Street  is  still  impressed.  "When 
you're  that  big,  it's  hard  to  redirect, 
and  even  harder  to  say,  'Maybe  we 
were  doing  things  wrong  in  the 
past,'  "  notes  Stuart  Robbins,  a  retail 
analyst  at  Paine  Webber. 

Penney's  celebrated  bond  offerings 
are  also  paying  off  (Forbes,  May  25). 
Last  year  the  company  became  con- 
vinced that  interest  rates  were  not 
going  to  drop,  and  shifted  $750  mil- 
lion debt  from  short-  to  long-term — at 
about  12% — partly  through  a  zero- 


J.C.  Penney  Co.  's  Seibert 


Let's  hope  those  smiles  last. 
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how  an  industrial  product 
from  Colt  Industries 
helps  power  plants  keep  their  cool 
with  corrosive  seawater. 


amounts  of  water  for  cooling  purposes,  the 
world's  oceans  are  a  tempting  source.  But  the 
limiting  factors  have  always  been  the  corro- 
siveness  of  salts  and  the  high  cost  of  a  metal 
like  titanium  that  can  stand  up  to  it. 

Responding  to  industry's  cost-performance 
needs,  our  Crucible  Research  Center  devel- 
oped a  ferritic  stainless  steel  that  is  highly 
corrosion-resistant  and  readily  available  at 
reasonable  cost.  And  our  Trent  Tube  Division 
then  produced  Sea-Cure®  tubing  which  resists 
the  ravages  of  saline  and  brackish  water. 


wui   1 1  ci  u  i  uuc  i_/i  vioiui  i  id  11 10  i  icuiui  i  o  idi  y 

producer  of  welded  stainless  steel  pipe  and 
tubing— with  major  markets  in  the  power  gen 
eration,  aerospace,  food  and  beverage  pro- 
cessing, and  chemical  industries. 

And.  Trent  is  another  of  the  well-known  pro 
uct  names  that  help  make  us  what  we  are 
today  A  $2  billion  company  with  a  broad  earr 
ings  base  in  five  industry  segments.  And  a  le£ 
ing  supplier  to  the  industrial  sector  of  the  US. 
economy.  For  our  latest  financial  reports,  writs 
Colt  Industries  Inc,  Dept.  43,  430  Park  Avenue 
New  York,  New  York  1 0022. 


coupon  offering  and  a  deep-discount 
issue.  Interest  expense  for  the  year  so 
tar  is  down  $13  million  from  last  year. 

Will  Seibert  be  smiling  next  year,  or 
five  years  from  now?  Wall  Street  ob- 
servers often  wish  Penney  had  moved 
a  little  faster — say,  to  drop  its  Trea- 
sury discount  stores  or  cut  back  on 
major  appliances — and  they  don't 
think  general  merchandisers  will  do 
as  well  as  the  discounters  and  special- 
ty stores  that  compete  at  both  ends. 
But  Seibert  is  unruffled.  "Some  people 
still  believe  that  the  mass  merchan- 
diser is  in  a  no-man's-land,"  he  says. 
"We  don't." — Laura  Saunders 

Lost  in  space? 

With  the  space  shuttle's  maiden  voy- 
age in  April,  NASA  proved  it  could  fly, 
then  land — and  be  ready  to  go  up 
again.  Now,  says  new  NASA  Admin- 
istrator James  Beggs,  the  space  agency 
has  to  prove  that  the  shuttle  can  be 
flown  for  a  profit. 

"NASA  is  an  R&D  agency,  and  for 
the  first  time  we've  got  a  system 
that's  operational,"  says  the  55-year- 
old  Beggs.  "We've  got  to  prove  we  can 
make  the  space  shuttle  a  commercial- 
ly viable  enterprise." 

But  is  there  a  commercial  market? 
Defense  and  intelligence  agencies  al- 
ways reaped  the  most  reward  from 
space  flights,  and  the  shuttle  is  no 
exception.  Cargo  space  is  rented 
through  1985 — but  only  35%  comes 
from  private  industry  or  foreign  space 
agencies. 

The  problem  is  that  few  companies 
can  afford  to  invest  millions  for  devel- 


oping manufacturing  in  space.  Rental 
fees,  now  $33  million  per  launch,  will 
rise  65%  by  1985.  NASA  is  counting 
on  drug  and  microelectronics  compa- 
nies to  be  big  customers  eventually, 
but  so  far  most  of  private  industry's 
$300  million  comes  from  the  commu- 
nications satellite  industry. 

NASA's  push  to  be  competitive 
comes  just  as  Europe  and  Japan  are 
lobbying  hard  to  capture  the  U.S.  sat- 
ellite-launch business  with  their  ex- 
pendable-stage rockets.  In  fact,  one  of 
NASA's  contractors,  Boeing,  recently 
signed  a  deal  to  promote  French 
Ariane  rockets.  Boeing  makes  a  major 
component  for  the  satellites  that  will 
be  launched  by  these  French  boosters. 
"The  economic  man  will  buy  the  one 
that's  cheaper,"  sighs  Beggs,  "and  the 
French  are  heavily  subsidized."  NASA 
can't  afford  a  price  war,  so  it  is  hoping 
the  shuttle's  reusability  will  make  it 
cheaper. 

A  veteran  of  both  Westinghouse 
and  General  Dynamics,  Beggs  thinks 
he  can  help  make  the  shuttle  pay  off, 
even  with  the  same  $6  billion  budget 
NASA  has  had  since  1967.  How  does 
public  service  compare  with  private 
enterprise  so  far?  Says  space  buff 
Beggs  after  several  months  on  the  job, 
"The  management  techniques  are  the 
same — but  space  is  more  exciting 
than  business." — Karen  Cook 

If  at  first . . . 

Then  there  is  Gary  C.  Hudson.  The  3 1  - 
year-old  self-taught  engineer  thinks 
space  is  already  a  suitable  arena  for  the 
entrepreneur  and  he  means  to  be  there 
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first.  Undaunted  by  NASA's  diffic 
ties,  Hudson  and  his  backers  ha 
raised  $1.2  million  so  far  for  a  ti 
startup  company— GCH,  Inc. — to  p 
vide  "commercial"  satellite  launch 
So  far,  Hudson  has  not  booked  a  sinj 
order  or  taken  in  a  penny  of  revenj 
But  he  has  big  plans.  He  even  has 
rocket. 

That  is,  he  did  until  last  mon 
when  it  was  blown  to  bits  on  a  t« 
stand  in  Matagorda  Island,  Tex. 
because  the  oxidizer  valve  opened  ll 
seconds  late,  says  Hudson.  "In  roc 
ets,  minor  failures  produce  spectaa 
lar  results." 

Ah,  well,  back  to  the  drawing  boa  ;e 
Hudson  says  he's  still  planning  on  1 
ing  able  to  launch  satellites  into  or 
aboard  his  Percheron  rocket  (nam!  ffi 
for  a  breed  of  French  workhorse) 
1983  for  around  $15  million  to  t 
customer,  vs.  NASA's  $28  millirj 
How  can  he  offer  such  a  price?  Sii 
pie,  says  Hudson;  GCH  will  be  1 
low-cost  producer  by  an  unbelievalj 
margin.  It  will  have  no  Cape  Canav4 
al  (the  launch  pad  was  a  cow  pastur| 
no  worldwide  tracking  network 
amortize,  no  bureaucracy  to  suppo 
The  cost  difference  between  the  rod 
ets?  "Sort  of  the  difference  betweerj 
Mercedes  Benz  and  a  Volkswagen 
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NASA's  new  head,  James  Beggs 
Will  it  fly? 


GCH,  Inc.  s  Gary  C.  Hudson 

"In  rockets,  minor  failures  produce  spectacular  results." 
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;ays  Hudson.  How  do  you  keep  track 
)f  a  rocket  without  a  tracking  net- 
vork?  Says  Hudson:  "Unlike  rockets 
n  the  Sixties,  spacecraft  have  com- 
niters  on  board  that  allow  them  to  do 
nost  of  their  own  navigation." 

A  few  minor  problems  remain,  of 
;ourse,  before  the  Percheron  becomes 
i  commercial  success  instead  of  a 
.mooth  story.  Hudson  needs  at  least 
>20  million  more,  and  his  financial 
>acker,  Space  Services  Inc.  of  Hous- 
ton, has  now  taken  control  over  the 
instruction. — Robert  McGough 

One  . . .  two  . . .  three 

Sen  W.  Agee  has  felt  a  little  like  a  sky 
iiver  over  the  past  couple  of  years: 
'You  can't  do  too  much  studying  be- 
ore  you  pull  the  rip  cord." 

Agee,  54,  was  brought  in  in  1979  to 
ireathe  new  life  into  53-year-old  CP 
National  Corp.,  a  smallish  ($109  mil- 
ion  sales)  electric,  gas,  water  and  tele- 
phone utility  headquartered  in  Con- 
:ord,  Calif.,  with  operations  scattered 
Jver  five  western  states.  His  man- 
ate:  unload  low-margin  services  like 
lectricity  and  water  in  favor  of  faster- 
growing  businesses  such  as  communi- 
iations  and  alternative  energy. 
,  Agee  spent  26  years  with  North- 
western Bell  Telephone  Co.  and  an- 
other four  running  RCA's  satellite 
ommunications  system  in  Alaska, 
kt  CP  National,  he  didn't  take  long  to 
mil  the  rip  cord.  He  is  selling  the 
sompany's  electric  and  water  proper- 
fees  in  Utah  and  Nevada,  and  he  used 
49  million  of  the  cash  raised  for  pri- 
rately  held  Great  Southwest  Tele- 


Wear-Ever's  Floyd  Greco 

Not  your  ordinary  huckster. 


National  Corf),  's  Agee 
he  entrepreneurial  utility. 


phone  Corp.,  which  serves  40,000 
customers  in  Texas  and  four  neigh- 
boring states,  including  the  Navajo  In- 
dian reservation.  That  will  almost 
double  telephone  operations — but, 
more  important,  Great  Southwest  has 
FCC  approval  to  get  into  the  cable 
television  business. 

Agee  has  also  moved  CP  National 
into  unregulated  businesses — selling 
and  servicing  customer-owned  busi- 
ness telephones — as  well  as  30%  of  a 
solar  energy  company  that  makes 
residential  heating  and  cooling  sys- 
tems. Results  so  far:  This  year  CP 
National  could  earn  close  to  $8  mil- 
lion on  revenues  of  $130  million,  up 
150%  from  the  $3.2  million  the  com- 
pany earned  in  1978. 

All  this  is  heady  stuff  for  the  staid 
utility  industry,  but,  says  Agee,  "Oth- 
er utilities  are  trying  to  diversify,  and 
we  were  diversified  already.  So  we 
now  have  to  think  of  ourselves  as 
entrepreneurs." — Kathleen  K.  Wiegner 

Best  of  both  worlds 

"I'm  not  an  ordinary  cook.  I'm  a  cre- 
ator of  great  things,"  boasts  Floyd  R. 
Greco,  whipping  up  an  omelet-like 
dish  called  "Floyd's  frittata"  in  a  New 
York  department  store.  Greco  is 
pushing  Wear-Ever  aluminum  pots 
and  pans,  but  he's  far  from  your  ordi- 
nary huckster.  He's  Wear-Ever 's  vice 
president  of  marketing. 

An  enthusiastic  amateur  chef,  the 
55-year-old  Greco  combines  the  best 
of  both  worlds  with  his  cooking  dem- 
onstrations. Wear-Ever  President  Ray 
Beauchamp,  whose  specialty  is  "Ray's 
rice,"  does  the  same.  "It  adds  prestige 
that  the  vice  president  or  president  of 


the  company  is  willing  to  answer 
questions  directly  from  the  consum- 
er," Greco  says,  tossing  a  giant  pizza 
in  a  5-foot-wide  pan.  Then,  too,  it's  a 
lot  of  fun. — Karen  Gullo 

Don't  sweat  it 

One  of  the  most  remarkable  records 
in  American  business  came  to  an  end 
last  month.  Nearly  25  years  of  con- 
secutive quarterly  earnings  increases 
finally  snapped  at  Philadelphia's 
Crown  Cork  &.  Seal  Co.,  where  sec- 
ond-quarter earnings  of  $13.6  million, 
or  94  cents  a  share,  were  down  39% 
from  a  year  earlier. 

Why?  The  soaring  dollar,  says  John 
F.  Connelly,  Crown's  crusty  76-year- 
old  chairman.  "It  is  due  completely  to 
the  currency  exchange  loss."  The  com- 
pany's thriving  overseas  operations, 
which  pulled  in  45%  of  1980  revenues, 
translated  into  a  $9.7  million  disad- 
vantage in  198  l's  second  quarter. 

Of  course,  at  home  a  slow  market  in 
can  sales  for  beer  and  soft  drinks 
forced  $1.4  billion  (sales)  Crown  and 
competitors  into  a  price  war  and  low- 
ered production  in  metal  cans.  That 
contributed,  say  some  analysts,  as  did 
Crown's  decision  in  the  mid-Seven- 
ties to  keep  making  steel  cans  while 
rivals  largely  switched  to  aluminum. 

Connelly  concedes  price-cutting 
hurt,  but  says  that  tightened  oper- 
ations will  lead  to  a  better  second  half. 
Currency  losses  aside,  operating  earn- 
ings for  the  year  will  top  1980's,  he 
says.  And  he's  moving  to  retool  for 
more  aluminum  can  capacity. 

Moreover,  one  down  quarter 
shouldn't  affect  Connelly's  h<gh 
standing  on  Wall  Street.  Since  he 
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Crown  Cork  &  Seal's  Connelly 
Now  for  the  next  25  years.  .  .  . 

took  over  in  1957  Crown  has  consis- 
tently outperformed  larger  rivals 
American  Can  and  Continental 
Group.  And  any  anxiety  about  Con- 
nelly's open-heart  surgery  last  fall 
was  allayed  by  his  choice  of  a  succes- 
sor, William  Avery,  who  was  named 
president  in  April. — Kevin  McManus 

The  artist  as  banker 

The  banker's  son  who  kicks  over  the 
traces  and  becomes  a  poet  is  an  old 
story.  Eduardo  Benet  did  it  back- 
wards— he's  a  poet's  son  who  became 
a  banker.  That  was  nearly  60  years 
ago,  and  Benet  is  still  at  it;  in  fact,  he 
became  chief  executive  of  the  First 
National  Bank  of  Greater  Miami  three 
years  ago,  at  the  age  of  73. 

The  son  of  a  famous  Cuban  poet 
and  a  pianist,  Benet  started  out  in 
Caibarien,  Cuba  as  an  18-year-old 
bookkeeper  for  the  Royal  Bank  of 
Canada  in  1923.  In  his  long  career,  he 
has  worked  at  the  Banco  Continental 
Cubano  (until  the  Castro  government 
confiscated  it),  the  Central  Bank  of 
Venezuela  and  two  U.S.  banks.  Since 
he  took  over  First  National  Bank  in 
1978,  its  cash  assets  have  risen  from 
$156  million  to  $355  million  and  its 
deposits  from  $133  million  to  $300 
million. 

Now  Benet's  Little  bank  has  become 
the'smallest  institution  so  far  to  start 
an  Edge  Act  bank — not  in  Miami,  but 
in  New  York.  Under  the  Edge  Act, 
U.S.  banks  can  take  deposits  from  for- 
eigners and  make  international  loans. 
As  Latin  American  money  flows  into 


Benet  of  First  National  Bank  in  Miami 
An  edge  in  New  York. 

Florida,  big  New  York  money-center 
institutions  such  as  Manufacturers 
Hanover  and  Chemical  have  opened 
Edge  Act  offices  in  Miami — so  Benet 
decided  to  take  on  the  giants  in  their 
own  backyard. 

The  new  Consolidado  International 
Bank  of  New  York  is  a  joint  venture 
with  Banco  Consolidado  of  Caracas, 
whose  president,  Jose'  Alvarez-Stell- 
ing,  is  majority  owner  of  First  Nation- 
al Bank.  Benet  hopes  the  new  bank 
will  lure  loan  business  from  medium- 
size  exporters  that  the  larger  money- 
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center  banks  may  overlook. 

But  how  long  does  76-year-old 
banker  Benet  plan  to  keep  up  this  sortj 
of  thing?  Says  he:  "I  don't  know  how 
to  retire." — Karen  Gullo 

Bouncing  the  bland 

Is  New  York's  Chemical  Bank  getting 
more  aggressive?  The  nation's  sixth- 
largest  banking  company  has  just  un- 
veiled a  strategic  plan  designed,  among 
other  objectives,  to  convince  investors 
of  just  that.  "Banking  is  becoming  a 
low-profit  commodity  business,"  sayg 
Alan  Fishman,  Chemical's  35-year-old 
chief  financial  officer.  "In  the  future 
successful  institutions  will  be  big,  low- 
cost  producers  who  can  bring  econo- 
mies of  scale  to  their  operations." 

Fishman  is  a  former  basketball  stai 
at  Brown  University  who  joined 
Chemical  in  1969  after  picking  up  a 
master's  degree  in  economics  frorrj 
Columbia,  and  he  has  been  on  a  fas^| 
track  ever  since. 

In  a  nutshell,  the  new  strategic  plan 
calls  for  concentrating  on  those  $41 
billion  (assets)  markets  where  Chemi- 
cal can  become  dominant.  "If  we  da 
50  things  today,"  says  Fishman,  "I  see 
us  doing  just  25  in  the  next  ter« 
years — but  being  number  one  or  num- 


Alan  Fishman  of  Chemical  Bank 
A  fast  break  for  Chemical? 
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'J^^    helped  Premix,  Inc., 
get  on  stream  with  energy 
saving  Royal-Air™  deflectors 
for  trucks. 


entertains  Viacom 

Cablevision's 

customers 

by  accepting 

bill  payment 

at  any  of 

their  offices. 


Amerflrust. 
The  Bank 
that 


ignited  production 
of  Electric  Vehicle 
Associates  with 
the  first  loan  of  its 
kind  guaranteed 


extended 
Scandinavian  Health 
Spa,  Inc.,  term  loans 
to  expand  in  Ohio. 


programmed 
the  cash  for 
Datalogics' 
telephone-computer 
interconnect  services. 


/hierflfrust 

Headquarters  Cleveland.  Ohio 

Making  things  happen 
in  MidAmerica. 


Faces 

Behind  The  Figures 


ber  two  in  each  of  25  markets." 

Doing  that,  of  course,  will  take  a 
huge  amount  of  capital.  That  capital 
isn't  always  easy  for  the  banks  to  find 
these  days,  because  money  market 
funds  and  their  high  yields  have 
drawn  billions  away  from  financial  in- 
stitutions. Not  surprisingly,  most 
bankers  view  money  market  funds  as 
a  threat,  but  Fishman  doesn't  agree: 
"The  funds  can  be  good  for  the  biggest 
banks,  since  the  influx  of  cash  for 
certificates  of  deposit  helps  banks 
stay  liquid." — Thomas  O'Donnell 

Why  is  this  man  smiling? 

Frederick  P.  Stratton  fr.,  chairman  of 
Briggs  &  Stratton,  has  just  spent  90 
minutes  cataloging  the  woes  beset- 
ting the  world's  largest  manufacturer 
of  small  engines — sales  down  20%  in 
the  past  year,  earnings  down  49%  — 
but  he  hardly  looks  depressed.  "Now 
that  we've  finished,"  says  the  42- 
ycar-old  grandson  of  B&S'  founder, 
"do  you  want  to  meet  some  people 
with  gray  hair  so  you  don't  think 
we're  all  young  and  crazy?" 

Stratton  is  young  but  hardly  crazy. 
He's  just  optimistic:  While  Briggs  & 
Stratton  is  also  the  leading  maker  of 
car  locks,  80%  of  its  business  is  in 
engines  for  outdoor  power  appliances 
like  snowblowers;  the  business  is  cy- 


Stratton  of  Briggs  &  Stratton 
Pray  for  rain. 


Robert  Lillibridge  of  I  '.S.  Aircraft 
"It  simply  cant  be  replaced.' 


clical  and  the  cycles  depend  on  the 
weather  more  than  on  the  economy. 
But  Stratton  believes  the  worst  is  over 
for  the  next  five  years  or  so. 

The  last  few  years  were  spectacular 
indeed:  A  combination  of  good  eco- 
nomic conditions  and  "good"  weath- 
er— meaning  rain  and  snow — pushed 
revenues  up  55%  between  1978  and 
1980  to  $709  million,  and  net  income 
up  31%  to  $49  million.  Then  came 
two  years  of  high  interest  rates  and 
dry  weather. 

The  result:  "We  got  whipsawed," 
says  Stratton.  B&S  sales  plummeted 
to  $569  million  in  the  fiscal  year  end- 
ed June  30  and  earnings  of  $1.74  per 
share  were  down  49%.  Why  does  the 
company  put  up  with  it?  Why  not 
diversify?  After  all,  B&S  hasn't  had 
any  long-term  debt  since  1925.  Yes, 
but  before  that,  says  Stratton,  "the 
banks  owned  more  of  the  company 
than  the  founders  did,  and  my  grand- 
father vowed  it  would  never  happen 
again."  Young  Fred  Stratton  is  keep- 
ing that  vow. — Paul  B.  Brown 

The  old  bird  lives 

Robert  W.  Lillibridge  beams  like 
Lucky  Lindy  himself,  leaning  out  of 
the  cockpit  window  of  a  33-year-old 
DC-3.  "All  over  the  world  they've 
told  me  the  old  bird  simply  can't  be 
replaced,"  he  says.  So  Lillibridge  has 
a  solution:  Turn  the  old  bird  into  a 
new  bird. 

Operating  out  of  an  old  aircraft  han- 
gar in  Van  Nuys,  Calif.,  Lillibridge  is 
cofounder,  executive  committee 
chairman  and  one  of  15  employees  of 
U.S.  Aircraft,  a  tiny  firm  with  a  big 


idea:  the  renaissance  of  the  DC-3,  thj 
most  popular  plane  ever  built 

Nearly  1 1,000  DC-3s  and  their  milj 
tary  counterpart,  the  C-47,  wen 
turned  out  by  Douglas  Aircraft  bq 
tween  1936  and  1945.  Lillibridge, 
55-year-old  self-taught  engineer  whi 
has  been  redesigning  old  aircraft  fcj 
35  years,  figures  there  are  betwee: 
2,500  and  3,000  of  them  still  in  opej 
ation  around  the  world — representing 
a  $3  billion  market  for  refurbishini 
and  modernizing 

Lillibridge  is  concentrating  on  thl 
Asian  and  Latin  American  markets 
where  dirt  runways  are  fraught  wit 
danger  for  most  sizable  aircraft  but  arj 
a  cakewalk  for  the  DC-3  with  its  ba 
loon  tires  and  tail-dragging  landini 
gear.  He  plans  to  lengthen  the  DC-3 
fuselage,  strengthen  the  wings  and  irj 
stall  Pratt  &  Whitney  turboprop  erj 
gines,  increasing  airspeed  to  215  mp 
from  160  mph.  Cost  per  conversiorj 
about  $1.25  million,  or  11  times 
much  as  a  DC-3  cost  new  in  1936 
that  sounds  expensive,  Lillibridgj 
points  out  that  it  beats  buying  a  r^ 
placement.  Though  there  really  isn't 


modern-day  replacement  for  a  DC-3  lepse 


the  closest  thing  to  it — a  de  Havillani 
Dash  7 —  costs  about  $5  million  Evef 
so,  the  old  bird  will  still  lumber  alonj 
at  about  12,000  feet — unpressurizec 
of  course. 

Is  Lillibridge  letting  his  heart  rul 
his  head?  After  all,  several  other  al 
tempts  at  refitting  the  DC-3  havj 
failed.  That  was  mostly  due  to  lack  a 
money  or  the  wrong  engine,  Lilli 
bridge  contends.  "This,"  he  says,  "is 
real  sleeper." — John  Merwin 
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AMERICA'S  FASTEST  GROWING 
BEVERAGE  CONTAINER. 
WHAT'S  IN  IT  FOR  YOU? 


From  the  convenience  of  the 
ay-On-Tab,  to  the  reusability  of 
I  aluminum  itself,  Reynolds 
ieps  everybody  happy. 

That's  the  remarkable  thing  about 
common,  everyday  aluminum  can. 
uncommonly  efficient. 
'  It's  100%  recyclable,  including  the 


Stay-On-Tab,  and  that  saves  95%  of 
the  energy  it  takes  to  make  aluminum 
from  ore. 

But  the  big  thing  is,  we  keep 
improving  the  can  itself.  Our  latest 
development  allows  us  to  use  less 
aluminum  without  sacrificing  strength. 
And  now.  working  with  engineers. 


metallurgists,  and  chemists,  we've  even 
developed  a  can  for  wine! 

So  the  next  time  you  settle  down 
to  enjoy  your  favorite  beverage  in  the 
container  that  cools  quicker  without 
tampering  with  the  taste,  remember: 
we  at  Reynolds  put  a  lot  into  it  so  we 
all  can  get  a  lot  out. 


REYNOLDS 
ALUMINUM 

mserving  our  resources  and  energy.  Aluminum  can  and  Reynolds  does. 


Tenor 

of  the  times. 


Luciano  Pavarotti  is  the  first  tenor  of  modern 
times  who  not  only  pleases  the  devotee,  but  also 
wows  the  masses. 

It's  a  basic  premise  at  TIME  Magazine  that 
people  are  interesting,  per  se\  and  TIME's 
founding  fathers  prized  the  nugget  of  infor- 
mation, the  unexpected  facet,  that  made  news- 
makers come  alive  on  the  page. 

This  enthusiasm  never  serves  TIME'S 
readers  better  than  it  does  when  the  subject  is  a 
performing  artist,  one  of  those  people  whom 
we  all  seem  to  know  so  well,  without  really 
knowing  at  all. 

Consider,  for  instance,  a  recent  cover 
story  on  Luciano  Pavarotti.  TIME  provided 
more  than  the  usual  look  behind  the  scenes. 
Any  performer  is  an  exceptional  person,  and 
half  of  our  interest  lies  in  how  a  Pavarotti  copes 
with  the  inevitable  ordinaries  of  life:  worrying 
about  family,  watching  his  diet  (Pavarotti  on  a 
diet,  TIME  observed,  is  more  tragic  than  any 
scene  he  plays  onstage). 

But  TIME  also  analyzes,  lucidly  and 
knowledgeably,  the  artist:  the  special  qualities 
of  his  talent,  the  disciplines  of  his  craft,  his 
private  credo  of  excellence,  and  the  means  by 
which  he  achieves  it. 

The  result  is  a  three-dimensional  portrait, 
big  but  full  of  fine  detail,  complex  but  co- 
herent, lively  and  readable, 
so  that  it  somehow  commu- 
nicates the  characteristic 
brio  of  its  subject. 

TIME.  Millions  more 
people  read  it  every  week 
than  any  other  news  maga- 
zine. Because  we  work  so 
hard  to  put  more  into  it. 

More  goes  into  it. 


©  Time  Inc  1981 


JAMES  IS  HERE 

IN  AN  INSURANCE  PARTNERSHIP 
THAT  GOES  FAR  BEYOND  THE  DOTTED  LINE. 


From  oil  rigs  to  coal  mines... 
from  fishing  fleets  to  steel  mills... 
wherever  there  are  risks  to  be 
managed,  James  is  involved. 

We  serve  more  than  400,000 
clients  worldwide,  making  James 
one  of  the  largest  international 
insurance  brokerage  firms. 

Of  our  3,700  people  here  and 
1,000  additional  overseas,  the  one 
most  important  to  you  is  your  James 
account  executive,  the  keystone  of 
the  James  client  relationship.  He 
works  for  you  as  a  "partner,"  trained 


to  serve  you  in  a  personal,  long-term 
relationship.  It  is  his  job  to  learn 
your  business  thoroughly,  to  best 
determine  your  risk-management 
requirements. 

Your  James  account  executive 
is  supported  by  your  behind-the- 
scenes  partners— James  specialists 
particularly  qualified  to  deal  with 
your  risk  problems— who  are 
instantly  available  to  assist  in  any 
area  pertaining  to  your  program. 

We  at  Fred. S.James  would  like 
to  become  your  partners  in  risk 


management.  The  first  step  is  to 
contact  your  local  James  office 
write  to:  William  E.  Burch, 
President,  Fred. S.James  &  Co.,  I 
230  West  Monroe  Street,  Chica$ 
I L  60606. 


FRED.  S.  JAMES  &  CO  ,  INC. 

YOUR  PARTNERS 
IN  RISK  MANAGEMENT 

Member  National  Association  of  Insurance  Brokers 


The  Forbes/Wilshire  5000  Review 


Market  value  of  Wilshire  5000: 
$1,384.9  billion  as  of  8/21/81 


Wilshire  5000  Equity  Index 

All  stocks  with  daily  price  quotations, 
weighted  by  market  value 


Percent  change  in  last  two  weeks  - 
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1      1  1 
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1980 

'  1981 

jig  or  breaking  1981  lows.  Over  the  last  four  weeks  the 
10-stock  Dow  industrials  registered  the  poorest  perfor- 
aance,  a  1.7%  decline.  The  ASE  and  NASDAQ  indexes 
i'ere  also  in  the  red.  Meanwhile,  however,  the  Wilshire 
Iked  out  a  slight  four-week  gain — a  move  more  repre- 
sentative of  the  entire  market.  NYSE  stocks  sustained 
iiat  broad  index,  but  during  the  past  two  weeks  even  the 
IJYSE  ran  backwards.  Again,  the  Dow  led  the  losers  with  a 
.3%  decline.  The  NYSE,  S&P's  500  and  the  Wilshire  each 
>st  1.9%.  Over  $22  billion  in  market  value  disappeared, 
i  Secondary  stocks  still  underperform  primary  stocks,  and 
robably  will  until  there  are  clearcut  signs  that  the  econ- 


taking  refuge  in  high-yield,  low-growth  securities. 

This  negative  attitude  on  Wall  Street  is  prompting  in- 
vestors to  try  to  profit  from  pessimism.  Short  interest 
levels,  for  example,  rose  significantly  on  many  high  cap- 
italization stocks  in  the  natural  resource,  energy  and  util- 
ity sectors.  When  the  market  tries  to  rally,  the  short 
sellers  must  liquidate  in  order  to  cover  their  positions. 
Eventually,  this  scenario  will  play  itself  out.  Nothing,  of 
course,  would  help  end  this  game  faster  than  a  plunge  in 
interest  rates  and  a  rash  of  optimistic  1982  earnings 
estimates.  If — and  when — these  two  factors  converge,  the 
market  should  have  a  strong  rally. 


Close-up  OnThe  Equity  Markets 


Performance  of  five  leading  indexes 

Percent  change 

Wilshire 
5000 

Dow  Jones 
industrials 

NYSE 
Composite 

ASE  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

0.4 

-1.7 

0.7 

-0.6 

-0.6 

in  last  52  weeks 

5.2 

-3.9 

3.6 

9.8 

13.8 

Stock  performance  based  on  five  key  investor  yardsticks 

Percent  change 

Volatility  * 

P/E  multiple 

Dividend  yield 

Growth  profile  1 

Share  price 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

-1.7 

1.5 

-0.6 

-1.4 

0.3 

-1.8 

-1.2 

0.3 

0.1 

-2.0 

in  last  52  weeks 

20.1 

12.2 

18.3 

14.2 

4.3 

22.8 

19.6 

13.1 

6.6 

27.8 

iA  stock's  sensitivity  to  overall  market  movement.  High  volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable. 
K  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Jote:  All  data  for  periods  ending  8/21/81.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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WhereThe  Action  Is 


Guess  where  there's  a  light  of  hope.  Except  for  utilities, 
all  sectors  were  down,  some  sharply.  Once  again  utilities 
are  perceived  as  a  haven  from  the  cold,  cruel  world  of 
equities.  Most  are  also  favorably  priced  relative  to  asset 
value  and  earnings  potential,  and  they  offer  high  yields. 

While  utilities  were  at  least  lukewarm,  energy  stocks  got 
severe  chills.  To  see  this  group  really  thaw  out,  wait  for 
improved  fundamentals  or  another  huge  acquisition  offer 
such  as  the  Du  Pont-Conoco  deal.  Still,  technology  stocks 


scored  the  biggest  setback,  a  3.9%  drop.  It's  the  only  groua 
that  shows  up  in  the  red  for  the  previous  52  weeks. 

During  the  past  two  weeks,  however,  significant  del 
clines  were  also  registered  by  consumer  durables  an<) 
nondurables,  raw  materials  and  transportation.  Just  wheri 
things  wqre  starting  to  look  better,  the  airlines  had  theii 
wings  clipped  by  the  air  traffic  controllers'  strike.  Anfl 
asset-rich  railroads  were  once  again  derailed  by  the  mar 
ket's  disenchantment  with  energy  plays. 


Percent  change  in  last  52  weeks  j^^^V  ^  Percent  change  in  last  two  weeks 


Capital  goods 


+75% 


+  50 


+25 


Energy 


+75% 


+  50 


I  I  i  i  I  I  i  i  I  I  j  I  I  I  I  I  I  I  I  i  i  i  I  I  I  i  1 


'80 


'81 


Technology 


+75% 


+50 


+25 


i  i  i  l  i  l  I  i  i  i  I  I  l  I'  'I  i  I  I  I  I  I  I  I  I  1 


'80 


'81 


Consumer  durables 


+75% 


I  I  I  I  I  I  I  f  I  I  I  I  I  I  I  I  I  I  II  I  I  I  I  I  I 
'80 


'81 


Finance 


+50 


I'  I  i  I  I  I  I 


'80 
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Ml 


'81 


Transportation 


+75% 


+  50 


"IN    I   I  I  I  I   

'80         '  *81 


Consumer  nondurables  and  services 


+  75% 


+50 
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'80 
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Raw  materials 


+75% 


+  50 


-2.5 
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81 


Utilities 


+  75% 


+  50 


+25 
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Note:  All  data  for  periods  ending  8/2 1/81.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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OUR  PRODUCT 
LINE  MAY  NOT  BE 

THAT  EXCITING.. 


Masco  products,  like  faucets,  ventilators,  humidifiers,  gearshift  levers  and  oil 
drilling  equipment,  may  not  exactly  qualify  as  glamorous. 

On  the  other  hand,  a  company  that  has  more  than  tripled  its  earnings  every  five 
years  and  whose  after-tax  margins  are  better  than  1 0  percent  (twice  that  of  the 
average  manufacturing  company)  could  hardly  be  considered  an  ugly  duckling.  In 
fact  we're  almost  unique.  Of  all  companies  listed  on  the  New  York  Stock  Exchange, 
having  22  consecutive  years  of  increased  sales,  net  income,  earnings  per  share  and 
publicly  owned  for  the  entire  period,  look  who  leads  the  pack  in  average  annual 
earnings  per  share  growth  for  the  period  1 959  —  1 980. 


1. 

MASCO  CORPORATION 

29.7% 

2. 

Xerox  Corporation 

28.4 

3. 

Baxter  Travenol  Laboratories 

19.1 

4. 

Dr  Pepper  Co. 

18.7 

5. 

Air  Products  &  Chemicals,  Inc. 

18.3 

6. 

Petrolane  Inc. 

17.2 

7. 

Johnson  &  Johnson 

15.8 

8. 

Philip  Morris  Inc. 

15.4 

9. 

Bristol-Myers  Co.  Inc. 

15.2 

10. 

Jostens  Inc. 

13.6 

Source:  Standard  &  Poor's  Corporation 


We  don't  want  to  spoil  our  annual  report  for  you  with  its  strategies  for  future 
growth.  Nor  the  forecast  that  calls  for  a  doubling  of  sales  over  the  next  five  years. 
The  report  illustrates  that  nothing  succeeds  like  success,  if  you  keep  in  mind  what 
made  you  successful  in  the  first  place.  For  your  copy,  write  to:  John  C.  Nicholls,  Jr., 
Treasurer:  Masco  Corporation:  Department  1 13:  21001  Van  Born  Road:  Taylor, 
Michigan  48180. 

...BUT  OUR 
BOTTOM  LINE  IS 
INOTHER  MATTER 

MASCO  CORPORATION 


Statistical  Spotlight 


Take  out  a  handful  of  energy  stocks,  and 
what's  left  on  the  American  Stock  Ex- 
change? You  might  be  surprised. 

The  Amex 
nobody  knows 


ings  are  hardly  household  words.  How 
many  people  have  ever  heard  of  GI 
Export,  or  Chadwick-Miller- 

The  Amex'  roots  trace  back  to  colo- 
nial times.  Long  called  the  Curb  Ex- 
change, because  securities  were  trad- 
ed in  the  street,  it  suffers  today  from 
the  "middle  child"  syndrome.  The 
blue-chip  New  York  Stock  Exchange 
offers  the  ultimate  in  prestige,  and  a 
listing  there  helps  catch  the  eyes  of 
moneybags  institutional  investors — 
both  inside  and  outside  the  U.S.  The 
over-the-counter  market,  once  a  ha- 
ven for  bucket-shop  brokers  and  un- 


By  Steve  Kichen 


T|  he  American  Stock  Exchange 
could  just  as  well  be  called  the 
American  Energy  Exchange. 
Only  68  out  of  its  almost  950  stocks 
are  oil-  and  gas-related.  But  these  is- 
sues account  for  more  than  45%  of 
the  exchange's  total  market  value. 

The  big  names  are  high-visibility — 
and  often  Canadian — energy  giants 
such  as  Dome  Petroleum  and  Imperial 
Oil.  Then  there  are  a  few  high-technol- 
ogy outfits  like  Amdahl  and  Wang 
Labs.  Beyond  that,  most  Amex  offer- 


dercapitalized  companies,  is  now  { 
ceived  as  a  thriving  bourse  witb  m 
tiple       market  makers 
"undiscovered"  investment  bargai] 

The  o-t-c  renaissance  has  co 
largely  at  the  expense  <>i  the  Am 
Average  daily  o-t-c  trading  volumj 
about  4  times  as  great.  "We  recq 
mend  that  our  clients  keep  their  o 
listings  until  they're  ready  to  move- 
to  the  Big  Board,"  says  an  adviser 
many  small  companies.  "Going 
the  Amex  doesn't  really  improve  v 
lulity  at  all." 

Not  everyone  agrees.  Take  Rol 
Marmor,  chairman  of  South  Te: 
Drilling  &  Exploration  (forme 
South  Texas  Drilling).  Last  Februa 
South  Texas  went  on  the  o-t-c  wit 
550,000-share  public  offering, 
Marmor  then  moved  to  the  Amex 
mid-August.  "We  talked  to  a  lot 
people  and  they  said  you're  better 
bringing  your  company  on 
Amex,"  he  explains.  "It  gives  ad 
tional  liquidity,  makes  it  easier 
shareholders  to  have  margin 
counts,  adds  price  stability  and  fac 
tatcs  possible  acquisitions." 

There  are  other  reasons  for  being 
the  Amex.  In  smaller  towns,  consid 
able  prestige  attaches  to  running 
company  with  stock  traded  on  a  Nl 
York  exchange — regardless  of  whi 
one.  "The  Amex  is  part  of  the  b 


Hidden  bargains 


Energy  shares  may  dominate  the  news  about  the 
American  Stock  Exchange,  but  they  are  not  the  whole 
story.  These  58  companies  sell  at  a  P/E  multiple  of  7  or 


less,  have  at  least  a  10%  five-year  growth  rate  and  are 
all  in  the  black  for  the  latest  12  months.  Most  of  the 
stocks  are  also  priced  below  book  value. 


Price 

Latest  12-month 

Book 

range 

earnings 

price/ 

value 

Book 

Debt  as 

5-year 

Company 

Revenues 

Recent 

1976  to 

per 

earnings 

per 

value/ 

%  of 

growth 

principal  business 

(million) 

price 

present 

share 

ratio 

Yield 

share 

price 

book 

rate 

AIC  Photo 

$  40.0 

5lA 

8      -  l/4 

SI. 23 

4.2 

2.3% 

$6.54 

1.24 

1% 

1361 

imports,  distribs  photo  equip 

Amer  Controlled  Industries 

20.2 

18'/s 

21%-  5 

2.87 

6.3 

3.8 

16.67 

0.91 

35 

23 

heat-transfer  equipment 

American  Plan 

18.8 

3% 

5   -  % 

0.83 

4.5 

4.79 

1.27 

49 

106 

insurance 

Big  V  Supermarkets 

407.8 

13 

14   -  1% 

1.94 

6.7 

2.7 

8.66 

0.66 

57 

26 

grocery  stores 

CDI 

227.9 

8 'A 

14%-  1 

1.75 

4.7 

8.54 

1.03 

98 

129 

technical  services 

Century  Factors 

10.4 

17% 

19%-  2 

2.59 

6.7 

0.9 

18.26 

1.05 

72 

65 

finance 

Chadwick-Miller 

21.9 

11 

11%-  3% 

1.78 

6.1 

8.6 

10.88 

0.98 

5 

15 

importing,  retailing 

Champion  Products 

108.9 

16V4 

30%-  8% 

2.70 

6.1 

4.4 

21.73 

1.31 

22 

12 

apparel 

Clark  Consolidated  Industries 

23.6 

5% 

77s-  1% 

0.87 

6.4 

4.4 

7.78 

1.38 

90 

15 

distribs  electrical  equip 

Source  Standard  &  I'oor . 
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h-in-a-small-pond  philosophy;  it 
res  small  and  medium-size  compa- 
ss the  chance  to  get  more  activity 
d  exposure,"  says  Daniel  G.  Pine, 
analyst  with  the  Value  Line  Invest- 
nt  Survey. 

Exchange  officials  are  working  hard 
change  the  way  the  Amex  is  per- 
ved.  "Starting  with  Chairman  Ar- 
jr  Levitt  Jr.  and  the  new  manage- 
;nt,  we  have  become  an  aggressive, 
:ive  partner  with  our  listed  compa- 
ss," says  Joshua  A.  Rich,  executive 


vice  president  of  marketing.  Part  of 
this  new  strategy  involves  meetings 
with  analysts,  special  publications  on 
newly  listed  companies  and  expanded 
contacts  with  the  media.  Rich,  for 
example,  does  videotape  interviews 
on  the  exchange  floor  with  executives 
of  newly  listed  companies. 

The  qualifications  for  an  Amex  list- 
ing are  midway  between  those  of  the 
o-t-c  and  the  NYSE.  A  prospective 
member  company  must  have  at  least 
400,000  publicly  held  shares,  a  market 


value  of  $3  million  and  net  tangible 
assets  of  $4  million.  Although  many 
companies  use  the  Amex  as  a  step- 
ping-stone for  eventual  Big  Board 
membership,  approximately  250 — 
more  than  25% — Amex-listed  firms 
could  pass  NYSE  standards  but  have 
elected  to  stay  with  the  Amex. 

In  addition  to  its  energy  stalwarts, 
the  Amex  is  sprinkled  witb  high-tech- 
nology, health-care  and  service  com- 
panies. The  average  Amex  firm  has 
annual  revenues  of  $215  million  and  a 


P 

nee 

Latest  12-month 

Book 

range 

earnings 

price/ 

value 

Book 

Debt  as 

5-year 

ompany 

Revenues 

Recent 

1976  to 

ner 

earnings 

Der 

value/ 

%  of 

growth 

anncipal  business 

(million) 

price 

present 

share 

ratio 

Yield 

share 

price 

book 

rate 

ontinental  Materials 

$  41.9 

10  Va 

15S/4-  3'/8 

<&L.LL 

a  1 

4.4% 

$10.65 

1.03 

38% 

41% 

luilding  materials 

ellwood  Foods 

124.3 

15'/2 

17%-  5% 

1  f-  V 

O.OO 

A  1 

4.z 

5.9 

26.53 

1.71 

3 

39 

bod  processing 

epositors  Corp 

58.8 

29 

32'/4-14 

O.oO 

A  1 
.Z 

6.6 

35.70 

1.23 

34 

21 

jank  holding 

evelopment  Corp  of  America 

196.8 

18% 

23%-  1% 

4.75 

3.8 



21.38 

1.16 

99 

63 

-milding,  apparel 

uplex  Products 

197.8 

14 'A 

16i/2-  4'/s 

Z.OO 

C  A 

5.4 

4.2 

13.64 

0.95 

24 

35 

lusiness  forms 

\C  Industries 

31.9 

5Va 

8%-  1% 

n  oa 

U.V4 

0. 1 

6.3 

7.60 

1.32 

40 

21 

lardware 

squire  Radio  &  Electronics 

51.8 

23% 

241/2-  4% 

C  1 
O.  1 

2.8 

29.18 

1.22 



15 

electronics 

ib  Industries 

119.7 

14'/4 

1614-  2% 

3.18 

4.4 

3.5 

17.88 

1.25 

3 

29 

:extiles 

rst  Bankers  Corp  of  Florida 

38.9 

18 

225/8-  8% 

Z.vr> 

t>.  1 

5.6 

17.80 

0.98 

5 

21 

lank  holding 

orida  Rock  Industries 

184.9 

14Vs 

17%-  2% 

Z.oO 

A  O 

2.1 

14.44 

1.02 

45 

59 

:ement,  aggregates 

iedman  Industries 

90.2 

10'/4 

12   -  2Vs 

Z.Uo 

A  0 

2.3 

8.35 

0.81 

14 

28 

>teel  processing 

isch's  Restaurants 

102.6 

7% 

9Va-  4Va 

1.45 

5.0 

4.1 

11.81 

1.60 

70 

10 

estaurants 

alaxy  Carpet  Mills 

103.5 

IV/a 

127/«-  2l/2 

1  Al 
Z.4Z 

A  A 

10.22 

0.90 

93 

22 

extiles 

iant  Food 

1,483.4 

1978 

22   -  Wa 

}  OO 

A  A 

6.0 

24.82 

1.24 

80 

11 

jrocery  stores 

I  Export 

13.9 

4 

5%-  7s 

n  ao 

A  A 
O.O 



4.07 

1.01 



116 

:xports  auto  parts 

reat  American  Industries 

115.3 

14'/4 

18%-  23/a 

3  7A 
J.I1* 

Q  Q 
O.O 

_ 

16.77 

1.17 

66 

25 

libber  products 

uiltord  Mills 

242.6 

2 1 

28/8—  1/4 

4.24 

4.9 

2.9 

1 6.44 

U.  /8 

LI 

rn 

r>z 

extiles 

ealth-Mor 

24.9 

8Va 

12%-  i% 

1.54 

5.3 

4.8 

8.89 

1.07 

11 

ippliances 

eorge  A  Hormel 

1,321.9 

17  Va 

20   -  8% 

2.71 

6.3 

5.4 

22.57 

1.31 

13 

14 

neat  packing 

udson  General 

49.8 

9% 

12%-  17/h 

2.00 

4.9 

3.0 

12.26 

1.24 

72 

137 

lirport  services 

1C  Magnetics 

50.0 

15'/4 

211/2-  5 

3.20 

4.7 

1.8 

20.69 

1.35 

37 

17 

pecialty  motors 

ey  Co 

18.4 

7% 

lOVi-  1% 

1.16 

6.1 

5.6 

10.96 

1.53 

51 

121 

>uilding 

ineco 

180.3 

13'/2 

14'/2-  2'/4 

2.00 

6.7 

2.1 

13.38 

0.99 

91 

17 

;rocery  &  retail  stores 

berty  Fabrics  of  NY 

47.8 

9% 

1  1  7/8-  33/4 

2.38 

3.9 

18.53 

1.97 

38 

10 

extiles 

dams  Littleheld  &  Co 

35.9 

6 

8V4-  2 

1.37 

4.3 

5.3 

7.77 

1.29 

37 

10 

ipparel 


Source.  Standard  &  Moor's. 
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Statistical  Spotlight 


market  value  of  $102  million.  But  the 
Amex  family  includes  such  billion- 
dollar  companies  as  Giant  Food  and 
George  A.  Hormel. 

The  accompanying  table  lists  many 
reasonably  priced  nonenergy  Amex  is- 
sues. It's  worth  a  close  look  because 
many  Amex  companies  do  not  get 
much  analyst  scrutiny.  Each  company 
on  our  list  has  a  price/earnings  ratio  of 
7  or  less,  a  five-year  growth  rate  of  at 
least  10%,  positive  earnings,  long- 
term  debt  that  is  less  than  book  value 


and  a  book-to-price- value  ratio  of  at 
least  0.72.  A  book-to-price- value  ratio 
■greater  than  1  means  that  the  com- 
pany is  selling  for  less  than  book  val- 
ue. For  example,  for  every  $1  you  pay 
for  Dellwood  Foods  you  get  $1.71  in 
book-value  assets 

Fourteen  of  our  companies  sell  at  a 
P/E  of  5  or  less,  have  a  growth  rate  of 
20%  or  better  and  are  priced  below 
book  value:  for  example,  AIC  Photo, 
an  importer  and  distributor  of  photo- 
graphic equipment,  and  Hudson  Gen- 


eral, a  $50  million-a-year  industr 
services  firm. 

Next  time  you  are  out  bargain  she 
ping,  don't  forget  the  Amex.  Althou 
the  companies  are  not  as  familiar 
AT&T,  General  Motors  and  Sea 
Roebuck,  many  could  provide  har] 
some  total  returns.  And  there  may 
nearly  as  many  "unknowns"  as  y 
will  find  on  the  o-t-c.  Multiples  coij 
also  benefit  if  Amex  management  c 
improve  its  image.  Even  middle  eh 
dren  can  succeed. 


Hidden  bargains 


Price- 

Latest  12-month 

Book 

range 

earnings 

price/ 

value 

Book 

Debt  as 

5-year 

Company 

Revenues 

Recent 

1976  to 

per 

earnings 

per 

value/ 

%  of 

growth 

principal  business 

(million] 

price 

present 

share 

ratio 

Yield 

share 

price 

book 

rate 

Means  Services 

$1 15.8 

20  !4 

26'/2-10,/i 

$3.24 

6.2 

6.9% 

$27.08 

1.33 

35% 

l7°/i 

linen  rentals 

Mott's  Super  Markets 

264.7 

18  Mi 

18'/k-  2% 

2.63 

6.8 

1.1 

13.18 

0.72 

5 

39 

grocery  stores 

Mount  Vernon  Mills 

134.7 

37% 

39'/s-121/4 

6.77 

5.5 

4.5 

62.52 

1.67 

11 

85 

textiles 

»*        •    1  1- 

Movielab 

37.5 

4% 

9'/»-  % 

0.83 

5.2 

— 

7.64 

1.74 

29 

51 

film  processing 

Newcor 

63.0 

13 

19%-  41/4 

4.0 

11.15 

0.85 

20 

24 

industrial  machinery 

Northeast  Bankshare  Assoc 

45.7 

12% 

13'/4-  8'/2 

2.88 

4.4 

8.7 

21.55 

1.67 

22 

15 

bank  holding 

Pat  Fashions  Industries 

72.1 

15% 

16%-  214 

3.66 

4.3 

0.9 

19.48 

1.22 

1 

39 

apparel 

Penobscot  Shoe 

22.4 

8% 

13%-  2% 

1.99 

4.3 

5.8 

12.32 

1 .42 

— 

34 

footwear 

Pratt  &  Lambert 

105.1 

18 

22  -10 

2.69 

6.6 

6.1 

19.17 

1.06 

33 

13 

specialty  chemicals 

Restaurant  Associates 

95.7 

5% 

8V4-  1 

1.09 

4.9 

4.86 

0.90 

72 

121 

food  services 

Russell  Corp 

238.3 

12 

15  Ms-  2  Ms 

2.00 

6.0 

3.3 

9.41 

0.78 

27 

27 

apparel 

San  Jose  Water  Works 

32.7 

22% 

23%- 15 

4.77  . 

4.7 

9.0 

34.02 

1.49 

85 

18 

water  utility 

Seaboard  Allied  Milling 

406.6 

23 

23%-  6V2 

2  on 

2.2 

35.63 

1.54 

32 

13 

food  nrorpssint' 

SGL  Industries 

51.2 

13% 

15%-  3% 

1.99 

6.7 

2.5 

12.40 

0.92 

2 

16 

electrical  equipment 

Spectro  Industries 

236.3 

9% 

13  V4  -  214 

1.58 

6.0 

1.6 

10.63 

1.10 

75 

20 

wholesale  med  supplies 

Superior  Surgical  Mfg 

72.9 

13% 

15%-  3% 

2.16 

6.1 

3.3 

17.38 

1.29 

51 

16 

uniforms 

Three  D  Departments 

29.1 

5% 

7%-  I  Mi 

1.20 

4.7 

4.2 

7.30 

1.26 

1 

13 

leased  retail  departments 

Thriftimart 

473.4 

33% 

45   -  5% 

7.77 

4.2 

4.8 

56.54 

1.69 

22 

26 

grocery  stores 

Tultex 

181.7 

10% 

141/4-  2% 

2.03 

5.2 

4.5 

10.66 

1.00 

59 

12 

apparel 

Valspar 

136.6 

12% 

16%-  3Mi 

2.04 

6.2 

4.1 

12.08 

0.94 

26 

30 

chemical  coatings 

Vertipile 

23.1 

5'/2 

8M2-  % 

0.98 

5.6 

2.7 

5.09 

0.92 

22 

62 

textiles 

Volume  Merchandise 

48.1 

5% 

6%-  IVa 

0.99 

5.6 

2.2 

1 1.00 

1.95 

5 

42 

retail 

Vulcan  Corp 

39.8 

13 

15%-  1% 

2.40 

5.4 

2.6 

10.06 

0.77 

14 

32 

footwear  materials 

Sam  P  Wallace 

282.5 

7 

12%-  2% 

1.01 

6.9 

4.6 

7.57 

1.08 

4 

10 

contracting 

Source:  Standard  &  PoorM 
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WHYTHEYCAMETO 
BANK  OF  MONTREAL 
TO  DEVELOP 
HE  STREETS  OF  SAN  FRANOSOa 


Jtfk  The  number  one 

f  j  bank  for  real  estate  in 
Hi  Canada  is  now  big  on 
>oth  sides  of  the  border. 


In  real  estate  you  have  to  be 
vhere  things  are  developing. 
So  do  we. 
Thaf  s  why  we  have  a  North 
Vmerican  Real  Estate  Group  at 
iank  of  Montreal-to  help  get 
>ig  projects  off  the  ground  on 
>oth  sides  of  the  49th  parallel. 

It's  headed  by  Senior  VP 
)oug  Gough  and  staffed  by 
experienced  real  estate  lenders. 


Four  projects  underway 

In  San  Francisco  alone,  we 
are  currently  involved  in  four 
major  real  estate  developments: 
444  Market  Street,  a  joint  venture 
of  Cadillac  Fairview  California 
and  the  Daon  Corporation^ 
is  an  office  tower  with 
retail  stores  and  ser- 
vices. It  will  have  ( 
eight  corner  offices 
on  each  floor. 
595  Market  Street, 
a  venture  of 
Marathon  Realty, 
is  another  office 


tower  with  retail  amenities. 

Apparel  Mart,  a  renovation  of  an 
existing  building,  is  being  developed 
as  a  factory,  showroom  and  trade 
centre  complex  for  the  needle  trades. 
Pacific  Gateway,  a  joint  venture  of 
Southern  Pacific  Development 
and  Prudential  of  America, 
is  a  30-story  office  tower  at 
201  Mission  Street 
When  it  comes  to  real  estate, 
think  first  of  FirstBank. 
YouH  discover  the  "first" 
in  The  First  Canadian 
Bank  is  more  than  a 
date  to  us. 

It's  an  attitude. 


Doug  Gough  helped  get 
444  Market  Street  off  the  ground. 


The  First  Canadian  BanH  in  California. 


7  like  to  think  I  buy  stocks  at  the  discount 
store  and  sell  them  at  retail, "  says  the  man 
who  manages  the  Evergreen  funds. 

Lieber's  love: 
owning  takeover 
candidates 


The  Money  Men 


By  Ben  Weberman 


Stephen  Lieber,  a  regular  sail- 
boat racer  on  Long  Island 
Sound,  likes  to  think  he  avoids 
risk.  Perhaps  the  closest  he  has  come 
recently  to  real  danger  was  the  Satur- 
day night  last  month  when  the  mast 
collapsed  on  his  new  39-foot  custom- 
built  racing  machine — but  fortunately 
the  only  injury  was  to  Lieber's  pride. 

Despite  bad  luck  on  the  water, 
Lieber  is  faring  unusually  well  as  a 
money  manager.  His  $102  million  Ev- 
ergreen Fund,  ranking  sixth  on  Lip- 
per 's  list  of  500-plus  mutual  funds,  has 
a  five-year  compound  annual  growth 
rate  of  40.9%  (with  distributions  rein- 
vested). It  was  up  a  record  47.5%  last 
year.   The  Evergreen  Total  Return 


Fund  is  doing  well,  too.  Within  its 
limited  three-year  history,  it  has  a 
compound  annual  return  of  19.1%,  in- 
cluding reinvestment  of  payouts. 

Lieber's  investment  philosophy  is 
the  same  whether  for  the  $107.6  mil- 
lion of  pension  funds  and  private 
wealth  Lieber  &  Co.  manages,  or  for 
both  his  no-load  mutual  funds,  with 
combined  assets  of  $118  million.  "I 
like  to  think  I  buy  stocks  at  the  dis- 
count store  and  resell  them  at  retail," 
he  explains. 

That  means  Lieber  goes  easy  on 
selecting  industry  groups.  Instead,  his 
focus  is  largely  on  small  companies 
that  many  professional  investors 
avoid.  His  real  talent  is  spotting  can- 
didates for  a  potential  takeover. 
"Through  last  year,  87  issues  of  the 


Stephen  Lieber,  manager  of  the  Evergreen  funds 

Unconventional  thinking  and  a  love  far  sailing  influence  Lieber's  work. 


472  Evergreen  has  held  since  in  | 
tion  have  been  acquired  through 
mium-priced  tender  offers  or  m| 
ers,"  boasts  Lieber.  One  exam 
Continuous  Curve,  which  Lieber 
gan  purchasing  in  early  1978  at  5 
and  sold  last  June  at  $54.75  after  ij 
Ion  announced  its  takeover  intenti 

That's  why  the  Reagan  Adminis* 
tion's  apparent  leniency  toward  m 
ers  thrills  Lieber.  "Although  our  pj 
cy  goes  back  ten  years,  in  this  mai 
we  place  even  greater  emphasis 
acquisition  candidates,"  he  expla 
Any  company  that  is  selling  at  a 
count  from  underlying  value  looks 
teresting.   One  early  signal  cod 
from  the  Securities  &  Exchange  Cc  ,,J~ 
mission's    Schedule    13D  repo 
which  indicate  when  someone  b 
more  than  5%   of  a  corpora™ 
stock.  Crane  Co.,  for  example,  rectj 
ly  filed  a  13D  showing  it  holds  7 
of  Ferro  Corp.  shares,  and  Natio 
Distillers  filed  one  revealing  its  5. 
holding  of  Mallinckrodt  Inc.  On  J 
31  Tyco  filed  a  13D  disclosing  it  ha 
17%  of  Fisher  Scientific. 

Lieber,  who  has  been  in  and  oul 
Fisher  Scientific  for  over  20  yeg 
bought  the  stock  at  an  average  cosi 
1 7%  on  the  last  go-round  in  late  19| 
well  before  Tyco's  move.  He  sold 
stock  at  37  before  the  filing,  but  rep 
chased  at  42  last  May,  anticipat 
more  action.  When  Allied  Chemn 
came  in  as  a  "white  knight"  Lie 
tendered  his  shares  at  55. 

He  cites  Maryland  Cup  as  anot 
winner.  Selling  at  36  with  estimai 
earnings  of  $4.25  a  share,  the  8.5  in 
tiple  is  moderate  and  the  price  is 
tractive  for  growth  potential.  It 
also  had  abortive  merger  talks  w 
Dart  &  Kraft  and  Fort  Howard  Pap 
Lieber  thinks  more  action  is  in  stoij 

A  55-year-old  securities  analy 
Lieber  reads  voraciously  and  was 
cently  interested  in  four  lines  buri 
in  the  earnings  report  of  Stan 
Home  Products.  Profits  at  the  hou 
hold  cleaning  and  personal  care  pre 
ucts  manufacturer  declined  41% 
the  second  quarter — conventional 
good  reason  to  avoid  the  stock.  Sti 
Lieber  points  out  that  most  of 
decline  was  due  to  exchange  rate 
justments  because  Stanley  has  maji 
operations  in  Europe.  "The  doll 
can't  continue  to  rise  against  oth| 
currencies,"  he  explains.  "When 
levels  off  or  falls,  Stanley  will  show 
surge  in  reported  profits." 

Currency    problems    also  caust 
many  investors  to  dump  pharmace 
tical  stocks — because  of  anticipatt 
pressure  on  earnings  from  foreign 
change  revaluations.  Merck  &  Co., 
one,  dropped  from  102  to  82  with 
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inge  in  fundamentals.  "Institution- 
xirtfolio  managers  don't  want  to  be 
ight  with  a  stock  whose  reported 
ifits  are  falling,"  says  Lieber.  "I 
w  this  as  an  opportunity,  but  the 
le  to  buy  drug  shares  has  not  come 
."  Besides  Merck,  he  likes  Johnson 
ohnson  and  Bristol-Myers. 
Quirks  in  earnings  also  catch 
U  tber's  eye.  Many  professionals 
ired  on  A.C.  Nielsen,  a  classic  ser- 
e  company,  because  of  high  money 
ts.  Nielsen  is  the  leading  collector 
those  cents-off  coupons  that  help 

I  personal  products.  Because  it  pays 
eery  chains  immediately  without 
iting  to  collect  from  the  manufac- 
ers,  funding  this  hit  earnings  hard 
^en  interest  rates  soared;  "smart" 
j.titutions  caught  on  and  bailed  out. 
jt  Evergreen,  which  held  on  to  the 
ires  even  when  they  tumbled  from 
e  30s  to  the  20s,  anticipating  the 
mtual  turnaround,  which  has 
night  the  stock  up  to  the  40s. 

'We  knew  that  Nielsen  was  large 
ough  to  raise  its  rates  enough  to 
v^er  the  cost  of  financing  the  cash 
w,"  Lieber  says,  "and  the  company 
w  is  back  in  the  high  earnings  col- 
in."  The  funds  own  8,000  shares. 
Though  he  usually  avoids  buying 
tire  industry  groups,  Lieber  is  mad- 
in  love  with  regional  bank  stocks, 
burban  banks  in  wealthy  areas  are 
example  of  what  he  likes.  Small 
ititutions  in  places  like  Fairfield 
>unty,  Conn.,  Skokie,  111.  and  New- 
:  rt  Beach,  Calif,  have  good  growth 
tential  because  of  strong  growth  in 
eir  market  areas.  But  more  impor- 
kt  to  Lieber,  they  are  also  takeover 
ndidates.  Connecticut  banks,  for 
ample,  are  pushing  into  Fairfield 
d  have  already  fought  to  acquire 
mnecticut  National  Bank.  Illinois 
nks  are  starting  to  get  some  branch- 
5  power  and  California  banks  need 
pre  outlets  in  the  choicest  locations, 
hce  regional  and  interstate  banking 
ts  the  go-ahead,  Lieber  feels,  there 

II  be  even  morp  shopping. 

Zions  Utah  Bancorp,  in  Salt  Lake 
ty  is  one  of  Lieber's  favorites.  The 
*ion  is  growing  and  he  likes  the 
ormon  work  ethic.  Customers  save 
•  their  tithes  to  the  church,  he  ex- 
ains,  and  the  bank  profits  according- 
i  Its  stock  was  selling  at  only  5  to  6 
pes  earnings  in  1979  when  Ever- 
sen  bought  in  at  13;  the  price  today 
;24,  but  Lieber  still  sees  a  bargain  at 
i  times  earnings.  Still,  Lieber  won't 
ly  any  regional  bank.  "Avoid  Palm 
irings  and  Palm  Beach,"  he  advises. 
Those  institutions  have  the  wealth 
it  not  the  supporting  industry." 
Lieber  relies  on  his  own  computer, 
-house  software  and  a  13-person 


professional  and  18-person  support 
staff  to  keep  track  of  client  portfolios. 

Despite  his  own  automation,  how- 
ever, Lieber  is  skeptical  of  newer  in- 
vestment techniques  such  as  Beta  co- 
efficients and  Modern  Portfolio  The- 
ory. "I  am  too  old  to  learn  these 
marginally  useful  techniques,"  he  ex- 
plains. "If  we  have  a  client  who  wants 
to  discuss  them,  I  turn  the  meeting 
over  to  my  partner,  Nola  Maddox  Fal- 
cone, who  can  hold  her  own  when  it 
comes  to  fancy  statistical  analysis  and 
answering  technical  questions." 

A  formula  she  co-developed  with 
Lieber,  in  fact,  is  the  basis  of  Ever- 
green's new  Total  Return  Fund.  It 
holds  stocks  such  as  Circle  K  Holding 
Co.,  Utah  Bancorp,  and  Telephone 
Utilities,  Inc.,  which  Lieber  believes 
combine  high  dividend  yields  and  ap- 
preciation potential.  "We  have  found 
that  most  high-yield  issues  give  less 
ground  in  market  declines  and  rally 


more  strongly  when  the  market  re- 
covers," he  explains.  "We  look  for 
companies  paying  large  dividends 
with  undervalued  potential." 

The  Evergreen  Fund  has  grown  so 
rapidly  that  when  it  surpassed  $100 
million  assets  last  June,  the  computer 
was  not  programmed  to  handle  the 
volume.  When  Lieber  asked  his  pro- 
grammer why  she  had  imposed  a  lim- 
it of  $99.9  million,  she  responded  that 
when  they  started  the  fund  at  $4  mil- 
lion, she  never  imagined  they  would 
get  past  double  digits. 

Unconventional  thinking  and  a 
love  for  sailing  influence  Lieber's 
work  habits,  too.  His  office  is  on  a 
wooded  street  in  Harrison,  N.Y. — ten 
minutes  from  his  waterfront  home, 
where  he  docks  a  yacht  and  various 
dinghies.  Time  was  when  Evergreen's 
board  met  on  a  sailboat — but  no  more. 
Largely  because  of  Lieber's  success, 
the  group  is  too  busy.  ■ 


The  folks  at  Borden  are  working  hard  to 
boost  return  on  equity.  If  they  succeed, 
investors  could  profit  handsomely. 


Sprucing  up  Elsie 


The  Streetwalker 


By  Paul  B.  Brown 


Over  the  past  decade,  Borden 
Inc.'s  stock  market  perfor- 
mance has  been  as  bland  as  a 
slice  of  the  company's  American 
cheese.  In  1971  its  shares  traded  at 
about  27;  recently  the  price  was  28. 
There  have  been  no  splits,  no  runs, 
and  at  least  one  major  error:  The  New 
York-based  company  has  paid  scant 
attention  to  return  on  shareholders' 
equity.  It  averaged  a  12.8%  return 
over  the  last  five  years,  compared 
with  the  industry's  15.8% .  As  a  result, 
it  has  labored  under  a  P/E  ratio  of  6  for 
the  last  three  years,  while  Beatrice 
Foods,  H.J.  Heinz  and  Universal  Foods 
have  enjoyed  multiples  of  7  or  more. 
Shortly  after  Esmark  revealed  its 


recipe  for  restructuring — which 
helped  the  erstwhile  meat  producer's 
stock  to  more  than  double — Borden 
last  year  announced  a  major  asset  re- 
deployment plan  (Forbes,  Aug.  4, 
1980).  Anything  holding  down  return 
on  equity,  like  its  retail  fertilizer  and 
bulk  cheese  units,  is  on  the  block. 
Though  Borden  isn't  blessed  with  Es- 
mark's  kind  of  undervalued  assets,  the 
company  will  use  the  $350  million  it 
expects  to  get  from  these  divestitures 
as  part  of  a  $1.5  billion  effort  to  build 
up  its  more  profitable  segments. 
These  include  chemicals  and  pack- 
aged consumer  goods.  By  expanding 
its  operations  in  thermoplastics  and 
thermosetting  resins  (used  in  the 
housing  industry)  and  pushing  Elmer's 
Glue  and  Wise  Potato  Chips  into  new 
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markets,  Borden  hopes  to  raise  return 
on  equity  to  18%. 

Chairman  Eugene  J.  Sullivan  prom- 
ises investors  they  will  see  the  results 
of  his  plan  in  1983.  "In  the  market- 
place you  are  rewarded  more  for  hav- 
ing a  good  return  on  equity  than  for 
just  having  a  steady  increase  in  earn- 
ings," he  says.  Borden  executives  are 
so  committed  to  boosting  profitabil- 
ity that  they  wear  ties  with  ROSE/Re- 
turn  On  Shareholders'  Equity  stamped 
on  them. 

Such  showmanship  is  clearly  in- 
tended to  impress  Wall  Street.  What 
do  analysts  think  of  the  restructuring 
of  the  company  that  brought  you  Elsie 
the  Cow  and  hubby  Elmer?  Terrific, 
says  John  Weiss  at  Dean  Witter  Reyn- 
olds. Yawn,  says  Arthur  Kirsch  of 
Drexel  Burnham  Lambert. 

Part  of  the  problem  is  the  $4.6  bil- 
lion-a-year  company's  split  personal- 
ity. Profits  are  divided  fairly  evenly 
between  chemicals  and  food,  so  ana- 
lysts tend  to  shy  away.  Half  of  Bor- 
den's earnings  usually  come  from  an 
area  outside  its  expertise.  Its  image  is 
also  strictly  low  profile. 

Even  though  the  restructuring 
won't  be  completed  until  1983,  Weiss 
is  optimistic.  "Very  few  people  have 
focused  on  what  the  earnings  could  be 
then,"  he  says,  predicting  profit  of 
between  $6  and  $7  a  share,  up  from 
$4.58  last  year.  Admittedly,  the  tim- 
ing of  turnaround  situations  is  always 
uncertain,  but  Weiss  thinks  Borden's 
bad  news  is  over.  "There  are  people 
who  are  interested  in  finding  money- 
making  ideas,  as  opposed  to  things 
that  are  easy  to  analyze,  and  they  will 
stumble  across  Borden,"  he  explains. 

Kirsch,  however,  does  not  expect 
his  phone  to  be  ringing  off  the  hook. 
"I  look  at  the  company's  near-term 
potential  and  I  think  it  is  modest,"  he 
says.  "I  don't  think  Borden  is  above 
average  in  terms  of  growth,  volume  or 


II  ie  St  reetwa  1  ker 

earnings.  The  asset  redeployment 
plan  makes  a  lot  of  sense,  but  it's  too 
early  to  buy  the  stock  on  what  is 
going  to  happen  in  1983." 

Borden  isn't  waiting.  'It  has  just 
bought  6%  of  its  31  million  shares  at 
an  average  price  of  26.  The  stock  will 
be  used  in  acquisitions,  and  Sullivan  is 
looking  for  a  specialty  food  or  chemi- 
cal company  with  annual  revenues  of 
$500  million  or  less.  "We  bought  at 
the  right  time,"  he  concludes. 

Whether  investors  should  follow 
suit  remains  to  be  seen.  It  is  clear, 
however,  that  Borden  merits  close  at- 
tention over  the  next  several  months. 
The  company's  shares  offer  a  7.1% 
yield.  With  management  focusing 
firmly  on  profitability,  there's  even 
the  prospect  of  Elsie's  getting  an  un- 
expected bolt  on  Wall  Street. 

Railroad,  no- 
opportunity,  maybe 

TIhere  aren't  many  people  on  Wall 
Street  following  Western  Pacific 
Industries  these  days.  It  is  not  a  rail- 
road anymore,  but  a  $249  million-a- 
year  holding  company.  Veeder-Root, 
the  most  important  subsidiary,  makes 
such  decidedly  unglamorous  products 
as  tachograms  and  gasoline  pump 
computers. 

Don't,  however,  dismiss  WPI  as  just 
another  middle-of-the-road  industrial 
outfit  with  so-so  growth  potential.  As 
an  investment,  it  is  off-beat  and  in- 
triguing. The  company's  shares  cur- 
rently sell  for  just  over  $50,  close  to 
book  value  and  roughly  5  times  pro- 
jected 1981  earnings.  The  two  wild 
cards  are  near  $50  per  share  in  cash 
and  a  one-of-a-kind  chief  executive 
with  a  proven  track  record  of  well- 
timed  deal  making. 

The  man  behind  the  throttle  is  60- 
year-old  Howard  A.  (Micky)  Newman, 
and  understanding  his  background 
helps  appreciate  what  he  might  do 
next.  Newman's  father  was  a  partner 
of  Benjamin  Graham,  who  wrote  the 
legendary  stock  guide  Security  Analysis, 
and  Newman  senior  installed  his  son 
as  president  of  the  Philadelphia  & 
Reading  Corp.  in  1956.  Young  New- 
man transformed  it  from  a  losing  coal 
operation  to  a  $31 1  million  conglom- 
erate before  selling  out  to  Northwest 
Industries  in  1968.  He  left  abruptly — 
some  say  because  he  lost  the  top  job 
to  Ben  Heineman — and  bought  the 
ailing  Western  Pacific  in  1970. 

Newman  soon  hired  Alfred  Perlman 
from  the  floundering  Penn  Central  to 
bring  the  California  railroad  back  to 
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profitability.  By  1979  their  carrieij 
strong  enough  that  Newman  d 
spin  it  off  to  management  for| 
million  and  a  $116  million  tax 
This  move,  a  virtual  carbon  cop  'IflO^ 
Heineman's  disposal  of  the  Chij 
&  North  Western  Railroad  in  1 
poised  Newman  to  start  builduig  1 
a  new  base. 

WPI  had  acquired  Veeder-Root; 
Newman's  timing  was  perfect.  V\ 
gasoline  prices  passed  the  dollar-a 
Ion  mark,  Veeder-Root's  busi 
boomed:  It  replaced  the  compute] 
thousands  of  service  sector  pump 
the  aftermath  of  a  rail-related  de 
in  1978,  WPI's  earnings  have  so, 
So  has  its  stock  price,  up  about  1C 
in  two  years. 

Still,  Howard  Newman  doc 
seem  to  be  carried  away  by  an  in) 
wave  of  profits.  "He  uses  the  n 
conservative  accounting  method 
any  company  I  follow,"  says  Tuo 
Anthony  analyst  James  Palmer, 
1979  Western  Pacific  handed  out 
per  share  as  a  tax-free  distributioi 
capital.  With  prices  of  potential 
quisitions  so  high,  the  company  si 
shareholders  could  more  profit 
invest  the  money  themselves.  Ni 
man,  however,  owns  some  13% 
WPI's  shares.  So  the  distribution 
served  as  a  good,  cheap  hedge  agai 
a  possible  takeover. 

Since  Veeder-Root's  growth  p 
pects   aren't   spectacular,  Newn 
now  needs  an  acquisition — and 
has  $111  million  in  its  purse.  Sc 
$60  million  of  that  came  from 
recent  sale  of  15%  debentures.  For 
moment,  Newman  has  invested  mi 
of  that  in  the  money  market.  "Wi 
not  about  to  make  the  shareholder 
some  other  company  rich,"  he 
plains.  "We'd  rather  wait  until  the 
a  different  kind  of  climate  and  wa 
not  paying  fantastically  high  prices 

Still,  analysts  don't  expect  WPI 
clip  coupons  forever.  "There  proba 
will  be  an  acquisition,  but  I  don't  h, 
the  foggiest  idea  what,"  says  Tuc 
Anthony's  Palmer.  "Newman  is  i 
innovative  to  be  limited  to  anythinj 
wouldn't  be  surprised  if  at  first  eve 
body  says  'ugh'  because  people  do  "to 
understand  what  he's  trying  to  do.' 

When  interest  rates  fall,  look 
Newman  to  make  his  move.  Me 
while,  does  it  pay  to  invest  in  a  mc 
est-growth  company  that  pays 
dividends?    Newman  returned 
times  the  stockholders'  equity  duri 
the  13  years  he  ran  the  Philadelphia 
Reading.  With  a  wise  application 
the  asset  management  strategies 
learned  from  the  masters,  he 
might  do  it  again. — Karen  Cook 
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Capital  Markets 


^o's  helped  and  who's  hurt  by  the  new 
11  Savers?  Forget  what  you  have  heard; 
won't  be  the  tax-exempt  bond  market. 

WHAT  ALL  SAVERS 
WON'T  DO 


Hie  new  12-month  All  Savers  Certi- 
l;ate  that  banks,  savings  and  loan 
|id  other  thrift  institutions  will  be 
j  lling  makes  a  lot  of  sense  for  those 
I  a  30%  tax  bracket  or  higher  (see  p. 
\\'9).  But  fears  that  the  All  Savers 
Certificate  will  draw  individuals  out 
|  the  municipal  bond  market  are 
leatly  exaggerated.  Don't  expect 
:lg  amounts  to  shift  from  passbook 
livings  accounts  either. 
I  Consider:  The  All  Savers  deal,  of- 
jring  up  to  $2,000  in  tax-free  inter- 
i  t  ($1,000  for  individuals),  is  a  one- 
not  deal,  not  a  permanent  addition 

■  the  scene.  The  statute  permits 
oancial  institutions  to  offer  these 
I  struments  only  from  Oct.  1,  1981 
{■  Dec.  31,  1982,  paying  a  maxi- 
ij  um  interest  rate  that  is  70%  of 
lie  investment  yield  on  one-year 
Jreasury  bills.  It's  likely  that  an  in- 
Irest  rate  of  11.2%  to  11.75%  will 
j:  set  on  the  first  offerings.  On  that 
jisis  you  would  have  to  deposit 
hly  $17,000  to  $17,500  to  draw  the 
J.ll  tax  benefit.  Principal  amounts 
5  $  1 7,000  or  so  for  each  family  sim- 
ly  are  not  big  enough  to  affect  the 
lige  municipal  market, 
i  Moreover,  while  an  11.2%  to 
1.75%  return  tax-free  compares 

vorably  with  present  yields  of 
i'/o  or  so  on  one-year  tax-free  mu- 

icipal  notes,  the  spread  itself  is 
bt  great  enough  to  lure  much 


n  Weberman  is  economic;  editor  of 
)RBES  magazine. 


money  out  of  the  municipal  market. 

Far  more  likely  to  lose  money  to 
the  All  Savers  Certificate  are  the 
money  market  mutual  funds 
whose  shareholders  are  obviously 
sensitive  to  interest  rates.  Consid- 
er: An  initial  All  Savers  of  11.2% 
would  generate  a  return  equivalent 
to  16.4%  before  taxes  for  a  family 
having  $30,000  of  gross  income, 
with  itemized  deductions  of  20%. 
The  11.2%  return  would  be  the 
same  as  a  taxable  yield  of  19.7% 
for  a  $50,000  family,  22%  for  a 
$60,000  family  with  the  same  20% 
of  itemized  deductions. 


The  prudent  swapper 

Because  of  the  depressed  state  of  the 
municipal  market,  you  may  wish  to 
swap  out  of  other  types  of  securities 
into  tax-frees.  A  judicious  swap  can 
result  in  a  double  boon — a  loss  that 
results  in  savings  on  your  income 
tax  and,  at  the  same  time,  an  im- 
provement in  portfolio  return. 

Special  tax  rules  apply  and  you 
should  be  aware  of  them.  If  the  secu- 
rity being  sold  at  a  loss  has  been 
held  one  year  or  less,  it's  a  short- 
term  capital  loss  and  is  applicable 
dollar  for  dollar  against  your  income 
up  to  a  maximum  of  $3,000.  If  the 
issue  has  been  in  the  portfolio  for 
more  than  one  year,  the  loss  is  long 
term  and  is  applicable  on  a  one-for- 
two  basis  against  income.  In  other 
words,  $6,000  of  loss  would  wipe 
out  $3,000  of  income,  so  someone 
in  a  50%  tax  bracket  would  be  sav- 
ing $1,500  of  taxes.  Further,  anyone 
buying  tax-free  bonds  should  be 
aware  that  blocks  of  less  than 
$25,000  are  odd  lots  that  will  in- 
volve substantial  cost  if  you  sell  be- 
fore it  matures. 

Gilman  C.  (Skip)  Gunn  III,  vice 
president  of  Mabon,  Nugent  &  Co., 
recently  advised  sale  of  Treasury 
13'/8%  bonds  due  2001  at  91  (yicld- 
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ing  14.51%)  into  Oregon  12 '/2  s  of 
2002  selling  at  96.43  to  yield  13% .  A 
holder  of  the  Treasury  bond  who 
purchased  the  issue  at  100  when  it 
came  to  market  in  April  this  year 
would  have  a  short-term  loss.  That 
loss  would  bring  a  tax  deduction, 
and  the  taxfree  yield  on  the  new 
issue  would  be  only  1.51%  lower 
than  the  14.51%  the  Treasury  bond 
was  yielding. 

You  can  get  the  double  boon,  of 
course,  swapping  one  tax-free  for 
another.  Port  Authority  of  New 
York  and  New  Jersey  bonds,  for  ex- 
ample, trade  at  a  high  price  relative 
to  their  A  quality  because  pivscnt 
holders  are  tightfisted  and  don't 
want  to  sell.  Oregon,  though,  trades 
at  .1  depressed  price  relative  to  its 
Aa  quality  because  of  a  large,  steady 
supply  of  new  financings. 

Sell  the  Port  Authority  8.20s  of 
201 1  at  74  to  yield  1 1.23%  and  buy 
the  Oregon  S'As  of  2007  at  67.46  to 
yield  12.50%.  On  a  $50,000  princi- 
pal amount  block  you  would  receive 
$37,000  on  the  sale  and  pay  $33,730 
for  purchase  of  the  new  holding. 
After  such  a  swap,  you  would  have 
generated  tax  savings,  would  have 
improved  your  portfolio  quality 
from  A  securities  to  Aa  and  would 
have  a  higher  yield.  New  York  resi- 
dents, of  course,  have  to  pay  state 
and  local  income  tax  on  interest  re 
ceived  from  Oregon  bonds,  while 
Port  Authority  of  New  York  and 
New  Jersey  and  any  other  New  York 
bond  is  exempt  from  state  and  local, 
as  well  as  federal,  income  taxes. 

In  most  cases,  it  is  possible  to 
cover  your  cost  of  the  swapping 
transaction  by  purchasing  .1  security 
almost,  but  not  quite,  similar  to  the 
one  sold  in  all  respects  other  than  the 
maturity,  which  may  be  lengthened 
by  one  or  two  years.  Longer-term 
bonds  sell  at  higher  yields  and,  there- 
fore, lower  prices  than  those  with 
shorter  maturities.  If  you  are  going 
into  a  swapping  program  for  the  tax 
benefits,  make  sure  your  securities 
firm  and  account  representative 
have  your  interests  in  mind.  As  a 
general  rule,  don't  permit  them  to 
extend  maturities  by  more  than  a 
year  or  two  to  achieve  rough  price 
parity  between  the  issue  sold  and  the 
one  purchased.  And  don't  down- 
grade your  holdings,  particularly 
now,  when  prices  of  lower-quality 
issues  will  be  falling  faster  than 
those  of  higher-quality  offerings.  ■ 
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If  you  want  the  ultimate  in  safety,  choose 
one  of  the  several  money  funds  that  in- 
vest solely  in  U.S.  government  securities. 

ODDS  AND  ENDS 


By  Heinz  H.  Biel 


Except  for  the  fortunate  jackpot 
winners  in  the  takeover/merger 
game,  investors  have  had  little  to 
cheer  about  so  far  this  year.  It  didn't 
make  much  difference  whether  the 
investment  was  in  stocks  or  bonds. 
Neither  paid  its  way. 

Since  the  securities  markets  have 
seemed  trendless  much  of  the  time, 
many  investors  have  taken  to  the 
sidelines,  which  means  parking 
money  until  one  can  see  more  clear- 
ly what  the  future  may  bring.  In  the 
past  this  meant  Treasury  bills  and 
bank  CDs  for  large  investors,  and 
savings  deposits  for  the  smaller 
ones.  The  development  of  the  so- 
called  money  funds  has  changed  all 
this.  They  are  so  convenient,  so  ex- 
tremely liquid  and  often  so  highly 
remunerative,  that  their  appeal  be- 
came all  but  irresistible. 

How  safe  are  these  money  funds? 
I  confess  to  have  had  some  slight 
misgivings  on  that  score.  Much  of 
the  money  is  invested  in  certifi- 
cates of  deposit  of  the  major  banks, 
which  are  not  insured.  What  would 
happen  if  there  should  be  just  a 
whisper  that  a  large  bank  might  get 
into  trouble?  No  one  would  wait 
very  long  to  pull  his  money  out  of  a 
money  fund,  which  can  be  done  in- 
stantly by  phone  or  simply  by  writ- 
ing a  check.  It  could  cause  a  run  on 
all   of   them.   The  consequences 

Heinz  H.  Biel  is  a  vice  president  of  the  WSE 
firm  ofjatiney  Montgomery  Scott 


would  be  a  calamitous  nightmare. 

I  am  no  longer  worried  about  this 
probably  remote  possibility.  These 
funds  have  grown  to  nearly  $150 
billion,  an  amount  so  incredibly 
huge  that  their  solvency  must  be 
protected  under  any  and  all  circum- 
stances. Just  as  a  faltering  savings 
institution  is  "rescued"  by  merger 
or  by  government  assistance  well 
before  depositors  are  scared  into 
withdrawing  their  money,  none  of 
the  money  funds  could  be  allowed  to 
cause  questions  as  to  the  soundness 
of  the  entire  industry.  I  think  this 
makes  them  safe. 

However,  if  you  are  still  con- 
cerned and  want  the  ultimate  in 
safety  while  still  enjoying  all  the 
conveniences  of  a  money  fund, 
choose  one  of  the  several  funds  that 
invest  solely  in  U.S.  government  se- 
curities. They  have  grown  by  leaps 
and  bounds.  One,  sponsored  by  the 
National  Retired  Teachers  Associ- 
ation and  the  American  Association 
of  Retired  Persons  (NRTA-AARP), 
has  skyrocketed  in  just  one  year, 
from  zero  to  nearly  $2.4  billion. 
Those  cagey  Gray  Panthers  do  have 
money.  The  price  of  ultra-safety  is  a 
1%  to  l'/2%  yield  differential,  say 
16.3%  vs.  17.5%. 

Savings  institutions  are  aggres- 
sively promoting  the  sale  of  tax- 
exempt  savings  certificates,  created 
by  the  new  tax  laws  and  scheduled 
for  offering  after  Oct.  1.  The  inter- 
est rate  would  be  set  at  70%  of  the 
rate  on  one-year  Treasury  bills.  A 
couple  filing  jointly  can  exempt  an 
interest  income  of  up  to  $2,000 
from  federal  income  taxes.  Howev- 
er, if  you  redeem  the  "All-Savers 
Certificate"  before  the  one-year  ma- 
turity, you  lose  the  tax  advantage 
and  get  penalized  on  the  interest. 

These  certificates  are  designed  to 
attract  deposits  to  the  savings  insti- 
tutions, largely  at  the  expense  of  the 


Treasury,  which  loses  tax  revenue 
They  are  not  suitable  for  investol 
whose  top  tax  bracket  is  30%  I 
less.  Those  in  higher  tax  bracke 
have  a  multitude  of  choices  amoi 
tax-exempt  securities,  with  le 
onerous  restrictions.  I  feel  mo 
kindly  toward  the  $l,500-a-year  (pi 
couple)  tax  exemption  of  reinvests 
dividends  on  utility  stock  (discusse 
by  Ben  Weberman  in  the  Aug 
issue  and  in  this  issue  by  Richai 
Hoey  on  p.  242).  Just  make  sure  th 
the  utility  of  your  choice  has  a  div, 
dend  reinvestment  plan. 

The  ignorance  of  some  investo 
is  often  appalling.  For  example,  b 
cause  one  division  of  the  old  Enge 
hard  Minerals  &  Chemicals  Cor 
refines  but  does  not  produce  ra: 
metals,  and  its  selling  price  of  go! 
is  quoted  regularly  in  the  press,  th 
was  perceived  to  be  a  gold  stocl 
This  was  obviously  absurd. 

Now  Engelhard  Minerals 
Chemicals  Corp.  has  been  split  inl 
its  two  major  but  unrelated  compi 
nents.  The  worldwide  operations  < 
Phillip  Brothers  have  become  PMw 
Corp.,  which  my  fellow-columni 
John  Train  discussed  in  the  Aug. 
issue  of  Forbes.  Phibro  subsequent] 
became  well-known  when  it  ai 
nounced  its  intentions  to  acquii 
Salomon  Brothers,  one  of  Wai 
Street's  major  investment  bankir 
firms.  Yet,  would  you  believe  it, 
well-known  investment  advisoi 
firm  still  carries  Phibro,  of  all  thing 
in  the  "rare  metals"  category.  Ho 
is  that  for  sophistication? 

Meanwhile,  the  new  Engelhar 
Corp.  is  treated  in  the  market  lit 
poor  Orphan  Annie— virtually  ui 
known  and  neglected.  This  is 
widely  diversified,  multibillion-do 
lar  (sales)  corporation,  soundly  caj 
italized  and  in  excellent  financi, 
health.  There  is  not  enough  space  l 
cover  adequately  its  various  activ 
ties  in  detail.  They  range  from  refii 
ing  precious  metals  and  the  mani 
facturing  of  precious  metal  produc 
to  a  variety  of  catalysts  and  the  pro 
duction  of  Kaolin.  This  year's  eari 
ings  are  likely  to  exceed  $2.50 
share,  after  allowing  for  substantia 
but  nonrecurring,  divorce  expense 
The  stock  seemed  overpriced  whe 
it  first  traded  in  the  low  30s  on 
when-issued  basis.   But  when 
plunged  below  20,  apparently  agai 
being  treated  like  a  gold  stock, 
became  distinctly  attractive.  ■ 
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Why  digital 
communications 

will  affect  not 
only  our  earnings 
but  yours. 


In  the  next  20  years,  customers 
around  the  world  will  invest  over  $200 
billion  in  digital  switching  and  transmis- 
sion products. 

And  if  you're  only  hazy  about  what 
"digital"  means,  here's  a  simple  explana 
tion: 

Instead  of  transmitting  information 
in  electrical  waves  (which  is  what  most 
phone  systems  do),  digital  systems 
transmit  by  blinking  on  and  off  at  mcred 
lble  speeds— in  the 
language  of  computers, 

To  telephone 
authorities,  this  offers 
many  advantages, 
including  new  and 
better  services  for  their 
customers.  And 
enormous  savings. 

To  us  at  ITT,  the 
new  digital  technology 
(v/hich  we've  pio- 
neered) offers  some- 
thing else. 

It  offers  a  huge 
market.  The  kind  of 
new,  high  technology 


1980  Highlights 

Sales  and 

revenues 

$23,818,715 

Net  income 

$894,326 

Current  Annual 

Dividend 

Rate  $2 

60  per  share 

Stockholders 

214,000 

1980  R&D 

expenditures 

$1,116,000 

*Note:  Dollars  in  thousands 

except  dividend. 

market  that  we're  committing  more  and 
more  of  our  corporate  resources  to. 

(Our  investments  in  research, 
development  and  engineering  are  in  the 
neighborhood  of  $1  billion  a  year,  almost 
half  of  which  is  funded  by  ITT. ) 

At  the  same  time,  we've  recently 
streamlined  our  organization  —  to 
make  our  individual  companies  more 
responsive  to  the  rapidly-changing 
businesses  they're  in. 

Where  do  we  see 
this  all  taking  ITT?  Into 
exciting,  even  more 
profitable  markets  in 
the  decades  ahead. 

For  a  closer  look  at 
what  we're  doing,  send 
for  our  annual  report, 
and  other  helpful  infor- 
mation about  us. 

Write:  Department 
of  Investor  Relations, 
International  Telephone 
and  Telegraph  Corpo- 
ration, 320  Park 
Avenue,  New  York, 
New  York  10022. 


©  1981  International  Telephone  and  Telegraph  Corporation,  320  Park  Avenue,  New  York,  N  Y  10022 


Explore 

our  objectives. 


Penn  Square  Mutual  Fund  has  an 
impressive  24-year  track  record  of 
finding  realistic  values  among  a 
diversity  of  leading  undervalued 
stocks.  The  future's  never  guaran- 
teed, but  if  you're  interested  in 
long-term  capital  growth,  you 
should  be  interested  in  the  details 
of  our  philosophy. 


For  more  information,  including  management 
charges  and  expenses,  writ 


including 

-ite  or  call  us  for  our  free 
prospectus  Read  it  carefully  before  you  invest  or 
send  money. 


call  800/523-8440 

In  PA,  call  collect  215/376-677 1 


I 


I Penn  Square  Mutual  Fund 

5tn  &  Washington  Sts  .  PO  Box  1419.  Reading,  PA  19603  I 

£       Name   £ 

■       Address   ■ 

City  State  Zip   I 


L Investment  experience  since  1957.  I 
Over  SI 50,000,000.  In  assets.  I 


149th 
CONSECUTIVE 
QUARTERLY 
CASH  DIVIDEND 


The  Board  of  Directors  of 
ENSERCH  Corporation  on 
July  30,  1981,  declared 
a  regular  quarterly  dividend 
of  34  cents  per  share  of  com- 
mon stock,  payable  Septem- 
ber 8, 1 981 ,  to  shareholders 
of  record  August  21,  1981. 

For  additional  information, 
please  write  to  Benjamin  A. 
Brown,  Vice  President,  Fi- 
nance, Dept.  C,  ENSERCH 
Center,  Box  999,  Dallas, 
Texas  75221. 


CORPORATION 


Financial  Strategy 


L 


If  you  feel  the  urge  to  jump  into  the  fray 
of  the  art  market,  relax,  enjoy  the  view 
from  your  hilltop  and  wait. 

THE  CHARGE  OF 
THE  LIGHT  BRIGADE 


of  th 


'pi  «P 
m. 


TennvM 


By  John  Train 


I  was  talking  recently  to  an  art  deal- 
er used  by  several  of  my  client  fam- 
ilies. "What  are  the  current  trends 
in  the  art  market?"  I  asked  him. 

He  assumed  a  grave  air.  "Well,  it's 
a  good  market  for  the  top  stuff,"  he 
replied  earnestly.  "The  really  first- 
class  pieces  move  easily.  As  for  the 
rest,  well,  it  depends." 

I  pressed  him,  and  it  emerged  that 
auction  prices  are  eroding  across  the 
board,  masked  by  strength  in  a  few 
leaders.  The  "cowboy  and  Indians" 
genre  is  bouncing  right  along,  fueled 
by  the  new  class  of  deregulation 
millionaires  in  Oklahoma  and  Wyo- 
ming, but  many  highflyers  of  a  few 
years  ago  aren't  making  their  re- 
serve prices.  A  recent  major  New 
York  sale  of  paintings  belonging  to 
Saul  Steinberg  (the  manipulator,  not 
the  cartoonist)  only  made  half  its 
presale  estimates. 

Modarco,  an  art  fund  sponsored 
by  Banque  de  Paris  et  des  Pays  Bas 
(Paribas)  has  gone  belly-up;  Arte- 
mis, sponsored  by  Baron  Leon  Lam- 
bert, although  making  money  as  a 
gallery — no  longer  as  a  fund — is  nev- 
ertheless only  selling  at  its  1974  is- 
sue price;  the  (Paris)  Banque  Roth- 
schild's art  portfolio  scheme  went 
under;  and  Poliarco,  the  (London) 
Rothschild-Banco  della  Svizzera  Ita- 

Jobn  Traiii  is  president  of  Train,  Smith,  In- 
vestment Counsel,  New  York,  and  the  author 
of  The  Money  Masters  and  Dance  of  the 
Money  Bees. 
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liano  vehicle,  is  said  to  be  fadinP11^"-. 
fast.  Another  Swiss-based  art  fun 
was  scuttled  some  time  back.  So  th  *  m 
least  you  can  say  is  that  art  is  nc 
the  one-way  street  that  some  enthi. 
siasts  like  to  call  it. 

The  fatal  error  is  to  be  last  o 
board  a  speculative  bandwagon,  jus 
before  it  breaks  down.  Perhap 
that's  where  we  are  now.  Art  ha 
had  a  very  long  run  of  steady  up 
valuation,  and  it  can't  go  on  improv 
ing  forever. 

What  are  the  prospects  for  a  gen 
eral  rising  prosperity  in  the  Westen 
World  that  would  fuel  a  continue 
general  boom  in  our  art?  Not  to 
good,  I  would  think.  Times  are  like 
ly  to  be  hard  for  a  while.  We  wii 
have  to  disintoxicate  the  econom 
from  some  of  the  excesses  of  recen 
years.  We  also  have  to  catch  up  wit 
the  Russians  in  defense.  Since  tha 
won't  come  cheap,  it's  likely 
mean  less  free  cash  in  the  consum 
er's  pocket  for  nonessentials,  sue 
as  art. 

So:  What  about  the  dealer's  an 
swer  that  the  top  or  first-class  item 
are  still  moving,  even  though  th 
others  aren't?  There  are  usually  higl 
rollers  in  the  art  world,  who  will  bu 
whatever  is  making  new  highs  jus 
because  it's  the  "in"  thing  to  hav 
on  the  wall.  But  the  general  level  a 
prices  can  start  to  melt,  masked  b 
strength  in  the  few  conspicuou 
items  the  high  rollers  remain  inter 
ested  in. 

This  phenomenon  resembles  th 
loss  of  breadth  in  the  stock  marke 
as  one  approaches  a  major  peak:  Fo 
a  couple  of  years,  from  1971  righ 
into  1973,  the  breadth  of  the  stocl 
market  was  falling,  as  measured  b] 
the  ratio  of  advances  to  declines 
even  though  the  Dow  was  stil 
struggling  upward.  Then  came  1 974 

This  effect,  a  few  new  high: 
masking  general  erosion,  can  per 
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Is  be  explained  by  an  analogy:  the 
[rge  of  the  Light  Brigade, 
general  Cardigan  tucks  his  hel- 
|:-strap  under  his  chin,  glances 
|r  to  see  that  his  color-bearer  is 
jping  up,  kicks  his  horse  into  a 
,  muttering,  "Here  goes  the  last 
i  le  Brudenells. "  His  bugler  sounds 
charge.    The    whole  brigade 
peps  forward  and  is  soon  envel- 
II  jd  in  dust  and  the  roar  of  artillery 
J  :  'stormed  at  by  shot  and  shell," 
[Tennyson  says.  From  the  hill 
irlooking  the  valley  of  death  the 
x  simander  of  the  army  can  see  the 
;  )rs    advancing    through  the 
::  |)ke,  marking  where  General  Car- 

0  jin  has  reached  in  his  charge. 

1  iut  fewer  and  fewer  of  his  troops 

with  him.  Whole  ranks  fall  to 
ground.  Finally,  almost  alone, 
lis  General  reaches  the  far  end  of 
ii  valley,  passes  right  through  the 
;  s  and  out  the  other  side,  accom- 
ii|  ped  by  his  current  color-bearer, 

pral  earlier  ones  having  been 

ed.  The  commander,  on  his  hill 
:;■  rlooking  the  scene,  has  known 
p  isome  time  that  the  charge  has 
ii,  ;d.  The  General  was  still  moving 

vard,  but  nearly  alone.  In  the  end 
ii  i objective  is  obtained,  but  there 
v  t  any  more  Light  Brigade, 
i  i  just  the  same  way,  when  the 
t:  lers  tell  us  that  the  "top  stuff"  is 
:  .  moving,  although  other  items 
5]  l't,  we  can  reasonably  conclude 
\ :  the  whole  charge  is  running  out 
in  -team.  After  all,  what  does  the 
k  p  top  stuff  mean?  Just  what's 

lest  priced  at  the  moment — the 
•jst  favorite.  If  the  works  of  some 
t)  st  stop  selling  well,  then  he's 
[jkoted.  The  auction-room  favor- 
of  1881  and  1931  are  not  those 
J  ,981,  and  today's  will  not  be  to- 
il tow's.  Thirty  years  ago  Bernard 
^  :et  was  on  top,  and  the  Hudson 

^r  School  extinct.  Now  the  posi- 
jus  are  reversed. 

J  he  safest  bet  in  art  is  what  no- 
,ly  has  been  interested  in  for  a 
!  ;  time,  or  art  in  general  when 
'ody  takes  it  seriously  as  an  in- 
Jtment.  That  will  only  come  a 
4  years  from  now. 
jo,  reader,  if  at  this  late  date  you 
J  the  urge  (and  have  the  money) 
'limp  into  the  fray  of  the  art  mar- 
I  relax,  enjoy  the  view  from  your 
itop,  and  see  if  you  don't  get  a 
ier  deal  when  the  charge  has 
|>ed  and  night  descends  over  the 
i  lefield.  ■ 


This  advertisement  is  neither  an  offer  to  sell  nor  a  solicitation  of  offers  to  buy  any  of  these  securities. 
The  offering  is  made  only  by  the  Prospectus. 

NEW  ISSUE  August  12  1981 

1,100,000  Shares 

Pitney  Bowes  Inc. 

Common  Stock 

($2.00  Par  Value) 

Price  $27.50  per  share 


Copies  of  the  Prospectus  may  be  obtained  from  any  of  the  several  underwriters, 
including  the  undersigned,  only  in  States  in  which  such  underwriters  are  qualified 
to  act  as  dealers  in  securities  and  in  which  the  Prospectus  may  legally  be  distributed. 
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Fifty,  Fifty. 

These  are  odds  that  no  one  would  care  to  bet  on  But  the  thousands  of 
sons  and  daughters  of  Huntington's  Disease  patients  have  no  choice. 
They  were  born  with  a  50/50  chance  of  inheriting  this  terrifying,  fatal  illness. 
For  potential  H.D.  victims,  everyday  is  a  gamble.  And  if  they  lose,  it's  for  keeps 

Give  generously  to  the  National  Huntington's  Disease  Association. 
Help  make  this  generation  its  last. 

H)  National  Huntington's  Disease  Association  128A  East  74  Street,  New  York 
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Market  Trends 


\1(  XNEY&  INVESTMENTS 


Because  of  the  new  tax  treatment  of 
reinvested  dividends,  I  just  bought  a  util- 
ity stock  for  the  first  time  in  my  life. 

NOWS  THE  TIME 


i 


By  Richard  B.  Hoey 


Now  that  President  Reagan's  tax- 
cut  and  budget-cut  bills  have  been 
signed  into  law,  the  real  battle  to 
stabilize  the  financial  system  be- 
gins. The  key  is  the  budget  deficit, 
which  is  still  too  high  for  his  pro- 
gram to  work  smoothly.  To  ensure 
political  victory  over  the  Demo- 
crats, the  Administration  was 
forced  to  abandon  its  spare  and  sim- 
ple tax  proposal.  The  final  bill  in- 
cluded many  additional  provisions 
that  will  make  it  much  more  diffi- 
cult to  balance  the  budget. 

Previously,  it  was  possible  to 
hope  that  if  the  Administration 
missed  its  goal  of  eliminating  the 
budget  deficit  by  1984,  it  would  suc- 
ceed in  reducing  the  budget  deficit 
to  $20  billion  to  $25  billion  by  that 
time.  Then  the  automatic  revenue 
increases  from  the  effect  of  inflation 
on  tax  brackets  would  narrow  the 
deficit  so  that  balance  would  be  pos- 
sible in  1985  or  1986.  Under  the  tax 
bill  finally  adopted,  however,  tax 
cuts  arc  automatic  and  perpetual. 
Thus,  budget  balance  now  requires 
year  after  year  of  congressional 
spending  restraint.  Given  the  past 
track  record  of  the  U.S.  Congress, 
it's  little  wonder  that  the  bond  mar- 
ket has  been  somewhat  skeptical. 

The  monetarists  in  the  Adminis- 
tration argue  that  large  budget  defi- 

Kicharci  B.  Hoey  is  a  rice  president,  econo- 
mist and  investment  strategist  at  Bache 
Halsey  Stuart  Shields. 


cits  don't  necessarily  cause  high  in- 
flation if  the  Fed  refuses  to  mone- 
tize them  by  accelerating  monetary 
growth.  They're  absolutely  correct. 
But  a  combination  of  excessive  defi- 
cits and  nonaccommodating  mone- 
tary policy  can  result  in  excessively 
high  real  interest  rates  (interest 
rates  after  adjustment  for  inflation). 

Some  people  argue  that  interest 
rates  have  remained  high  because 
inflation  expectations  remain  high. 
They  assume  that  real  interest  rates 
are  nearly  constant.  Our  research 
shows  that  this  is  false.  We  directly 
survey  decision-making  portfolio 
managers  in  this  country  for  their 
long-term  inflation  expectations. 
For  the  next  decade,  their  forecast 
for  inflation  rose  from  about  6%  in 
1978  to  slightly  less  than  9%  before 
the  1980  election,  and  have  since 
dropped  to  about  8% .  We  have  con- 
cluded  that  current  high  interest 
rates  are  due  to  high  real  interest 
rates  rather  than  to  fear  of  double- 
digit  inflation. 

There  are  two  key  reasons  why 
real  yields  on  long-term  bonds  have 
stayed  high.  First,  monetary  policy, 
fiscal  policy  and  interest  rates  have 
all  been  so  volatile  in  the  last  sever- 
al years  that  a  high-risk  premium 
has  been  built  into  real  yields.  Sec- 
ond, the  level  of  short-term  rates 
necessary  to  prevent  excessive 
monetary  growth  provides  excel- 
lent returns  on  short-term  money 
market  assets,  without  the  risk  of 
price  volatility. 

The  expectation  of  excessive  bud- 
get deficits  in  the  future  is  one  of 
the  primary  reasons  that  real  yields 
are  high  today.  Such  fears  under- 
mine confidence  that  the  Federal 
Reserve  will  be  able  to  sustain  an 
anti-inflationary  pace  of  monetary 
growth  over  the  next  several  years 
We're  hopeful  that  the  Reagan  Ad- 
ministration will  develop  a  strategy 


to  lower  current  and  budget  defici 
more  effectively  than  it  has  to  dal 
If  it  does,  then  we  can  expect  jku( 
major  decline  in  interest  rates. 

One  part  of  its  program  is  helpe 
ironically,  by  high  real  rates  of  intc 
est  due  to  fear  of  deficits.  The  sa 
ings  incentives  in  the  new  tax  b 
will  be  even  more  powerful  in 
environment  of  above-normal  re 
yields,  which  would  continue  to  ej 
ist  even  after  a  significant  drop 
rates.  The  savings  incentives  for  i 
dividuals,  most  of  which  becoii 
effective  on  Jan.  1,  1982,  shou 
contribute    to   declining  intere 
rates  in  early  1982.  The  cut  in  ma 
ginal  tax  rates  and  lowering  of  t] 
maximum  tax  rate  from  70% 
50%  should  increase  the  appeal 
saving,  and  decrease  the  tax  adva 
tage  of  heavy  borrowing. 

One  savings  provision  that  shorn 
be  successful  is  the  tax-sheltered  t 
investment  of  dividends  in  qualif 
ing  utility  companies.  As  a  risil 
proportion  of  stockholders  choo 
to  reinvest  their  dividends,  tj 
drain  of  dividends  on  the  utilitie 
cash  flow  will  be  reduced.  Cor 
bincd  with  the  declines  in  intere 
rates  we  expect  over  the  next  yea 
the  result  is  likely  to  be:  1)  lr 
proved  cash  flow  for  eligible  uti 
ties,  2)  a  narrowing  of  the  discou: 
between  utility  stock  prices  an 
book  value,  3)  a  shift  toward  larg, 
use  of  stock  financing  and  4)  a  poss 
ble  reversal  of  the  recent  trend  fi 
downgrading  of  utility  bonds 

Because  of  the  new  tax  treatmei 
of  reinvested  dividends  in  utilities 
just  bought  a  utility  stock  for  tl 
first  time  in  my  life.  I  expect  mar 
investors  to  do  the  same  once  tl 
new  provisions  become  effectiveH 
think  it's  better  to  buy  them  th 
year,  when  interest  rates  are  stj 
high  and  we're  still  in  the  ear 
stages  of  this  new  buying. 

Not  all  utility  stocks  will  qualif 
although  nearly  all  electric  utilitu 
will.  Be  sure  to  check  with  your  t2 
adviser  whether  the  stock  you're  n 
terested  in  will  qualify  and  what  tl 
precise  provisions  of  the  new  ta 
treatment  are.  Some  utilities  offer 
5%  discount  for  stock  purchases  ui 
der  their  dividend  reinvestmei 
programs,  and  we  expect  that  inve 
tors  will  tend  to  favor  those  comp. 
nies.  Don't  wait  until  the  U 
changes  become  effective  on  Jan. 
1982.  Buy  them  now.  ■ 
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Commodities 


MONEY  &  INVESTMENTS 


\ast  year's  copper  strike  was  a  blessing  in 
iisguise,  as  it  maintained  a  balance  be- 
ween  supply  and  demand  this  year. 

NO  PLACE  TO  GO 
BUT  UP 


By  Stanley  W.  Angrist 


or  the  past  several  months  copper 
roducers  have  been  selling  the 
ruits  of  their  labor  below  the  cost  of 
reduction,  now  estimated  at  be- 
tween 83  and  93  cents  per  pound 
A'ith  most  producers'  costs  be- 
eved  to  be  toward  the  upper  end  of 
hat  range).  What's  going  on? 
Copper  producers  have  always 
ad  to  distinguish  between  their 
ong-  and  short-term  interests.  To- 
lay,  they  lose  some  money  on  each 
ound  produced,  but  ultimately 
rices  will  turn  up  and  their  oper- 
tions  will  once  again  become  prof- 
:able.  (But  don't  fret  too  much  for 
iem;  they  are  certainly  covering 
aeir  variable  costs,  even  at  current 
epressed  prices.)  In  the  past,  the 
'ait  for  profitability  has  been  worth 
L  and  no  doubt  it  will  be  this  time 
fs  well. 

|  In  late  1979,  when  gold  and  silver 
parted  their  squeeze-induced 
Unup,  traders  figured  that  copper 
po  must  be  a  great  inflation  hedge, 
j'hey  miscalculated  badly.  Copper 
litures  reached  $1.48  per  pound  in 
iebruary  1980,  and  then,  as  gold  and 
l  iver  went  into  the  tank,  copper 
rent  with  them.  While  the  col- 
lipse — on  a  percentage  basis — has 
pt  been  as  bad  as  that  suffered  by 
bid  and  silver,  copper  prices  have 
sen  cut  almost  in  half. 


<xnley  W  Angrist  is  a  professor  at  Carriegie- 
?tton  University  and  the  author  of  Sensi- 
e  Speculating  in  Commodities. 


The  collapse  in  copper  prices  is 
not  hard  to  explain.  Housing  starts, 
retail  sales  and  other  economic  indi- 
cators are  all  on  the  decline  again 
after  exhibiting  some  strength  early 
in  the  year.  In  general,  economic 
growth  has  been  held  in  check, 
largely  in  response  to  an  extremely 
tight  Fed  monetary  policy.  There  is 
no  reason  to  believe  that  the  Fed 
will  greatly  relax  this  restrictive 
policy  soon. 

Had  the  U.S.  copper  industry  not 
experienced  a  five-month  strike  last 
summer  when  high  interest  rates 

The  red  metal 
looks  rosier 

Deflating  the  price  of  copper  by 
the  Producer  Price  Index  re- 
veals that  the  red  metal  is 
about  as  cheap  as  it  has  ever 
been  in  the  past  ten  years.  Cou- 
ple that  with  low  refined  stocks 
and  you  have  the  makings  of  at 
least  a  small  bull  market. 


Price  (t'lb.)         stocks  (thousands  of  short  tons) 


50 

Deflated  [~ 
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—      \  /  copper 
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1    1    1     1  1 

1     1    1  1 
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72      74  76 

78      '80  '81 

*As  of  Jan.  1.  Producer  prices  of  electrolytic 
(wirebarl  copper,  delivered  U.S.  destinations. 
Source:  American  Metal  Market 
tAs  of  )an.  1 .  Refined  copper  stocks  in  the  U.S. 
in  thousands  of  short  tons.  Source:  American 
Bureau  of  Metal  Statistics,  Inc. 


and  double-digit  inflation  slowed  in- 
dustrial demand,  refiners  would 
have  produced  far  more  copper  than 
was  needed,  creating  an  excess  sup- 
ply situation.  As  it  turned  out,  the 
strike  helped  maintain  a  balance  be- 
tween supply  and  demand  by  re- 
moving 440,000  tons  of  refined  cop- 
per from  the  market.  (Refined  cop- 
per production  in  1980  was  1.36 
million  tons,  23%  less  than  the 
amount  produced  in  1979,  and  the 
lowest  output  since  1974.) 

While  this  year's  output  is  likely 
to  exceed  1980's  production  by 
300,000  tons,  depressed  copper 
prices  will  act  to  restrict  output. 
And  make  no  mistake  about  it,  cop- 
per is  cheap.  As  the  chart  below 
shows,  in  terms  of  real  dollars,  cop- 
per is  cheaper  now  than  at  almost 
anytime  in  the  past  ten  years. 

As  the  summer — a  traditionally 
low  demand  period  for  copper — 
ends,  the  probability  of  a  strong  ral- 
ly in  copper  prices  increases.  The 
close  balance  between  supply  and 
demand  is  certainly  one  of  the  fac- 
tors that  copper  producers,  users 
and  traders  have  been  watching. 
Any  improvement  at  all  in  the  auto 
and  housing  industries  would  add 
fuel  to  the  copper  rally. 

As  I  indicated  in  my  column  of 
July  20, 1  believe  that  lower  interest 
rates  are  on  the  way.  While  the  Fed 
won't  let  rates  fall  as  they  did  last 
year,  some  easing  can  be  expected. 
And  even  a  slight  drop  in  rates  would 
have  a  positive  effect  on  the  auto  and 
housing  industries,  resulting  in  a 
sharp  increase  in  copper  demand. 

On  the  bearish  side,  keep  in  mind 
that  the  supply  of  copper  is  price- 
inelastic.  Because  it  is  mined  in  de- 
veloping countries,  copper  is  often 
the  major  source  of  foreign  ex- 
change for  such  countries,  and  thus 
it  must  be  sold  regardless  of  price. 

Notwithstanding  its  inelastic  sup- 
ply characteristics,  copper  seems  to 
me  to  be  a  commodity  that  could 
experience  a  strong  runup  with  only 
a  little  encouragement  from  the  rest 
of  the  economy.  I  would  be  a  buyer 
of  the  December  copper  futures  con- 
tract under  85  cents  per  pound.  I 
would  be  willing  to  risk  5  cents  per 
pound  ($1,250  per  contract)  from 
my  entry  position.  I  would  look  for  a 
profit  of  at  least  12  cents  per  pound 
($3,000).  The  margin  on  a  copper 
contract  is  $700  with  a  round-turn 
commission  of  about  $80.  ■ 
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Observations 


UNICEF 
does 
BIG 
things 

for 

small 

children 


Something  good  is  happening  in 
the  world  today.  UNICEF,  the  United 
Nations  Children's  Fund,  is 
improving  the  lives  of  children  in 
more  than  100  developing  countries. 

And  you  can  become  a  part  of  this 
life-giving  effort  through  UNICEF's 
new  Holiday  Collection  of  greeting 
cards,  stationer)',  gifts,  and  calendars. 

Over  80  designs  to  meet  every  cor- 
respondence need.  Multicultural  gifts 
that  educate  and  entertain.  Full-color 
calendars  perfect  for  home  and  office . 
Together  they  add  up  to  healthier  and 
happier  lives  for  the  world's  neediest 
children. 

This  year,  make  your  holiday 
greetings  count.  Send  the  gift  of  life 
with  UNICEF  cards  and  gifts. 


Write  for  a  free  color  brochure: 

U.S.  Committee  for  UNICEF 

331  East  38th  Street,  New  York,  NY  10016 

Or  call  toll  free:  1-800-228-1666 


UNICEF 

Cards 
Stationery*  Gifts 


*** 

n  N.Y  Times 


RISTORANTE 
ITALIANO 
LUNCH  &  DINNER 
Amer.  Express  & 
Diners  Club 
251  E.  53rd  Street 
(Bet.  2nd  &  3rd  Aves.) 
N  YC  753-8450-1 


The  private  sector's  ability  to  financ 
house  inflation  has  come  to  an  end. 

LAST  WARNING 
ABOUT  HOUSES 


By  Ashby  Bladen 


For  years  I  have  been  arguing  that 
inflation  could  be  broken  only  by  a 
financial  crisis  that  scares  people 
back  into  lasting  prudence  with  re- 
spect to  borrowing,  lending  and 
spending,  and  that  a  crisis  severe 
enough  to  do  the  job  would  be 
precipitated  sooner  or  later  by  a 
crash  in  house  prices.  Now  that 
house  prices  have  started  to  slump, 
it  is  time  to  review  the  reasons  for 
expecting  the  slump  to  turn  into  a 
crash,  and  to  take  a  quick  look  at 
the  probable  consequences. 

We  have  already  had  some  dress 
rehearsals  for  the  developing  deba- 
cle in  houses.  Inflation  has  always 
started  in  the  political  arena  when 
governments  borrowed  to  finance 
wars  or,  more  recently,  incomes  for 
people  who  politicians  believe  de- 
serve to  consume  more  than  they 
produce.  Then  the  inflation  gets  a 
powerful  boost  from  people  who  try 
to  protect  themselves  by  borrowing 
heavily  in  order  to  buy  real  things 
whose  prices  they  expect  will  at 
least  keep  up  with  the  inflation.  Un- 
fortunately, fads  in  inflation  hedges 
develop,  and  get  pushed  too  far  on 
too  much  borrowed  money.  Then 
one  or  both  of  two  things  happen. 
Either  we  have  a  "crunch,"  in 
which  a  sufficient  flow  of  new  cred- 


Ashby  Bladen  is  senior  vice  president  for 
investments  of  the  Phoenix  Mutual  Life  In- 
surance Co  and  author  of  How  to  Cope 
with  the  Developing  Financial  Crisis. 


it  to  support  the  inflated  prices 
comes  unavailable,  or  someth 
specific  happens  that  destroys 
credibility  of  that  particular  in 
tion  hedge.  For  example,  the  be 
in  house  prices  around  Chicago  e 
ed  in  1979  when  an  especially  bi 
winter  caused  everybody  who  cc 
to  sell  out  and  move  to  Florida. 

Historical  examples  of  locality 
crashes  that  I  reviewed  in  my  b 
include  convertible  bonds  in  1<| 
common  stocks  in  1969-70  and 
estate  investment  trusts  in  1974 
Since  1975  the  most  popular  in 
tion   hedge   obviously  has 
houses,    and    the  overborrow 
against  residential  real  estate  si 
then  has  dwarfed  all  the  previ 
financial  excesses. 

This  debt-inflated  bubble  in  he 
prices  has  not  received  the  theoi 
cal  attention  it  deserves  becaus 
does  not  fit  in  with  today's  popi 
monetarist  preconceptions, 
textbook  descriptions  of  the  fir 
cial  system  are  based  on  the 
sumption  that  only  money  matt  m 
and  so  they  focus  on  the  inst  tj  ,,< 
tions  that  deal  in  the  kinds  of  fir 
cial  claims  that  are  convention 
called  money.  Those  institutii 
are  the  commercial  banks  and 
Federal  Reserve  System.  The  t 
books  pay  relatively  little  attenl 
to  the  financial  institutions  thai 
rectly  or  indirectly  use  the  credi 
the  U.S.  government  to  prorr 
housing.  In  fact,  Fannie  Mae,  C 
nie  Mae  and  little  brother  Free 
Mac  are  splendid  examples  of 
basic  point  that  as  long  as  the  fir 
cial  markets  are  liquid  any  loan 
create  purchasing  power  and,  th 
fore,  inflation. 

As  long  as  people  vividly  rem  $ 
bered  the  Depression  tbis  re 
availability  of  credit  did  comp 
tively  little  damage,  because  rr 
of  us  were  too  cautious  to  bor 
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( 1  spend  recklessly.  But  since  the 
J- 1960s,  when  fear  of  inflation 
laced  fear  of  depression,  the  fi- 
lcial  system  has  gone  berserk, 
I  the  broomstick  of  the  sorcer- 
apprentice. 
erious     inflation  eventually 
ds  to  produce  financial  crises 
iause  it  makes  people  want  to 
borrowers  and  spenders,  but  it 
inclines  them  to  be  savers  and 
estors  at  long  term.  So  the  fi- 
icial  institutions  that  accept  de- 
its  from  savers  and  make  loans 
Dorrowers  find  that  their  liabili- 
are    becoming  progressively 
re  liquid  and  volatile  at  the 
fie  time  that  the  high  interest 
is  caused  by .  the  inflation  are 
ucing  the  market  value  of  their 
;ts.  This  squeeze  already  has 
ted  a  crisis  for  the  thrift  insti- 
ions,  and  the  Federal  National 
atgage  Association  is  in  a  simi- 
Ibind.  Fannie  Mae  really  is  not  a 
lernment  agency  anymore.  Es- 
ftially  she  belongs  to  the  banks 
It  have  sold  her  mortgages  over 
!|  years. 

ijmce  inflation  reaches  the  crisis 
||;e,  the  federal  government  in- 
jksingly  has  to  bear  the  risks  in- 
jwed  in  borrowing  short  and  lend- 
jj  long  because  it  is  the  one  bor- 
der that  can  declare  its  notes  to 
jlegal  tender  and  force  people  to 
ept  them.  Since  a  crash  in  house 
t  ies  would  hurt  a  great  many 
i  erican  families,  and  scare  practi- 
Ity  all  of  them,  it  would  be  suffi- 
jit  to  bring  the  inflation  to  an 
jj.pt  end.  But  the  political  popu- 
ity  of  such  a  crash  would  rank 
iiewhere  between  the  Mediterra- 
|n  fruit  fly  and  the  bubonic 
feue. 

J  he  Administration  will  soon 
ffe  to  decide  whether  to  let  a 
l(ih  in  house  prices  do  its  salutory 
rtk,  or  borrow  heavily  on  the  na- 
jial  credit  to  finance  a  desperate 
impt  to  shore  up  house  prices.  If 
l|  Administration  does  the  latter, 
Mil  wreck  the  President's  eco- 
j  lie  program  by  convincing  ev- 
oody  that  the  political  will  to  end 
J  inflation  this  side  of  hyperinfla- 
1  and  disaster  does  not  exist, 
irefore,  I  believe  that  a  bailout  of 
jse  prices  is  unlikely,  but  it  is 
possible  to  be  sure  because  we 
fe  no  reason  to  believe  that  the 
nmistration  really  understands 
lit  it  is  up  against.  ■ 
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Value  Line 
for  $33 

This  trial  subscription  is  open  to  you  only  if  no 
member  of  your  household  has  subscribed  to 
Value  Line  in  the  past  two  years.  We  make  this 
special  offer  because  we've  found  that  a  high 
percentage  of  new  subscribers  who  try  Value 
Line  stay  with  us  on  a  long-term  basis.  The 
increased  circulation  enables  us  to  keep  our 
subscription  fees  to  long-term  subscribers  lower 
than  would  otherwise  be  possible. 

Under  the  special  trial  offer  you  will  receive  the  2000-page  Investors 
Reference  Service  (illustrated  above)  at  no  extra  cost.  You'll  receive  all  the 
new  full-page  reports  to  be  issued  in  the  next  10  weeks  on  the  more  than  1700 
stocks  and  92  industries  regularly  monitored  by  The  Value  Line  Investment 
Survey.  Filing  takes  less  than  a  minute  a  week.  All  this  material  is  so 
organized  in  your  binder  that  you  can  quickly  turn  to  a  continually  updated 
report  on  almost  any  leading  stock. 

Thus  you'll  find  it  convenient  to  have  The  Investors  Reference  Service  at 
your  fingertips  whenever  you  need  facts  and  figures,  as  well  as  Value  Line's 
projected  performance  ratings  on  more  than  1700  widely  held  stocks  in  92  in- 
dustries. 

In  the  Selection  &  Opinion  section,  which  accompanies  your  weekly 
reports,  you'll  also  get  analyses  and  forecasts  of  the  national  economy  and 
the  stock  market  .  .  .  guidance  on  current  investment  policy  explaining  Value 
Line's  bullish  long-term  position  on  the  securities  markets  .  .  .  plus  Value 
Line's  specific  stock  selections. 

Take  advantage  of  this  special  introductory  offer— and  receive,  as  bonuses 
without  extra  charge,  the  2000-page  Investors  Reference  Service  and  the 
"Evaluating  Common  Stocks"  booklet,  which  explains  how  even  inex- 
perienced investors  can  apply  thousands  of  hours  of  professional  research  to 
their  own  portfolios  by  focusing  on  only  two  unequivocal  ratings,  one  for 
Timeliness  (Performance  in  next  12  months),  the  other  for  Safety. 

CALL  TOLL-FREE: 
If  you  have  Master  Card,  American  Express  or  Visa, 
phone  1-800-331-1750  (operator  13)  24  hrs.  7  days  a  week. 

jfhe  ValueTGne^lnvestment  Survey 

Arnold  Bernhard  &  Co.,  Inc.,  711  Third  Ave.,  N.Y.,  N.Y.  10017 


inc. 

INTRODUCTORY  OFFER 

□  Begin  my  10-week  trial  subscription  tor  $33  to 
The  Value  Line  Survey  (limited  once  to  any 
household  every  two  years)  and  send  me  the  two 
bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1-Year  (52  issues)  subscription  tor 
$330  and  send  me  the  two  bonuses  listed  above. 
There  are  no  restrictions  with  this  annual 
subscription. 

This  subscription  is  tax-deductible  and  non- 
assignable. 


Department  . 
916E14  I 


SPECIAL  EXTRA  BONUS 

A  pocket-size  CREDIT  CARD 
LCD  CALCULATOR  given  to 
you  when  you  order  The  Value 
Line  Investment  Survey  for  one 
year. 

□  My  payment  is  enclosed.  □  Please  charge  to: 

□  American  Exp.  □  Master  Card  □  Visa 

Expiration  Date  

Account  #  

(N.Y.  residents  add  sales  tax.) 


Signature 


Name 


Address 


Apt.  No. 


City 


State 


Zip 


J 
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By  Srully  Blotnxck 
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Psychology  &  Investing 


Many  investors  buying  energy  stocks  will 
be  disappointed  if  no  one  buys  the  com- 
pany at  twice  the  price  they  paid. 

IF  IT  FLOATS, 
IT  MUST  BE  OIL 


The  rationalization  offered  repeated- 
ly by  the  investors  I  interviewed 
went  essentially  as  follows: 

"The  big  guys  can't  be  wrong.  I've 
got  thousands  [or  in  other  cases, 
millions]  of  dollars  at  stake,  they've 
got  billions.  With  that  kind  of  mon- 
ey at  risk,  they  must  have  done 
their  homework  carefully.  So  I've 
got  nothing  to  fear.  All  I'm  doing  is 
benefiting  from  their  calculations 
by  riding  on  their  coattails." 

Many  Americans  and  an  even  larg- 
er number  of  Canadian  investors 
were  more  impressed  by  Seagram's 
actions  than  those  of  Du  Pont.  What 
struck  a  large  proportion  of  Canadi- 
an investors  we  surveyed — 328  of 
712 — was  that  Seagram  had  pre- 
viously been  a  substantial  owner  of 
oil  and  gas  properties,  and  had  sold 
them.  Du  Pont  had  not. 

Canadians  found  that  fascinating, 
for  it  meant  in  their  minds  that  a 
cash-rich  company — and  therefore 
by  implication,  the  individual  in- 
vestor with  money  to  spend — would 
be  hard-pressed  to  come  up  with  a 
better  investment  just  now  than  a 
successful,  broad-based  energy  firm. 

As  a  millionaire  land-developer  in 
Toronto  put  it:  "I  kept  wondering 
what  [Seagram]  would  do  with  its 
huge  hoard  of  cash.  The  word  was 
out  that  they  were  looking,  but  the 
last  thing  I  thought  they'd  do  is  re- 
turn to  [a  business  area]  they'd  just 
exited."  He  considered  that  ex- 
tremely instructive  and  decided  to 
follow  the  company's  lead,  commit- 
ting over  $300,000  (U.S.)  to  a  vari- 
ety of  energy  issues.  One  of  those, 
Delhi  Oil,  abruptly  yielded  a  whop- 
ping loss  on  Aug.  18  when  the  stock 
plummeted  almost  $40. 

U.S.  investors  in  the  mid- Atlantic 
states  found  their  interest  in  the 
group  heightened  once  again  by  the 
major  developments  they  saw  tak- 
ing place  in  their  own  backyards. 


MONEY  &  INVESTMENTS 

REAL 


"The  oil  stocks  are  going  to  be  the 
big  winners  in  the  next  year  or  so," 
said  Alan,  a  56-year-old  executive  at 
a  major  sporting  goods  company. 

"I'm  glad  [the  group  is]  rebound- 
ing," said  Ed,  a  51 -year-old  attorney 
in  California.  "I  want  to  cash  my 
chips  in.  I  think  these  stocks  are  on 
the  verge  of  running  out  of  steam." 

Rarely  have  I  seen  investor  senti- 
ment as  divided  as  it  is  now  about  the 
prospects  for  the  energy  issues.  Al- 
though the  companies  in  this  group 
are  quite  diverse,  their  differences 
being  every  bit  as  important  as  their 
similarities,  the  stocks  tend  to  move 
as  a  unit  to  a  remarkable  extent. 

That  has  served  to  confuse  inves- 
tors in  recent  months,  rather  than 
help  them  plot  a  decisive  course  of 
action.  Gaining  a  clear  picture  of 
the  underlying  long-term  dynamics 
has  been  made  more  difficult  by  the 
furious  flurry  of  merger  activity  in 
the  past  few  months.  The  three-way 
battle  between  Seagram,  Mobil  and 
Du  Pont  for  majority  ownership  of 
Conoco's  86  million  shares  brought 
new  life  to  the  whole  range  of  indus- 
try participants. 

The  spillover  effect  of  Conoco's 
price  spurt  caused  market  action  to 
be  substituted  for  fundamental 
analysis  regarding  the  entire  group. 

Dr.  Srully  Blotnick  is  a  practicing  psycholo- 
gist and  author  of  Getting  Rich  Your  Own 
Way  and  Winning:  The  Psychology-  of  Suc- 
cessful Investing. 
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Those  who  reside  in  the  Philad 
phia,  Baltimore  and  Hampt 
Roads,  Va.  areas  had  been  readin; 
string  of  stories  in  their  local  pap> 
about  capital  investment  progra: 
totaling  hundreds  of  millions  of  d 
lars,  aimed  at  expanding  coal-h« 
dling  facilities  at  East  Coast  poi 
As  a  Philadelphia  store  owner  put  K 
in  words  that  could  have  be 
voiced  by  the  fellow  from  Toron 
"These  people  know  there's  mor 


AM 

P.O. 

hots,  i 


bt)"i 

in  46 


to  be  made  [by  doing  this]  a 
[therefore]  so  do  I." 

What  is  particularly  significant 
that  investors  who  had  been 
pressing  reservations  about  the  <§*  i 
ergy  sector  before  the  renewed  be 
of  upside  market  action,  suddei 
abandoned  those  doubts.  For 
stance,  most  of  the  people  who  w 
worried  about  declining  gasoli 
consumption  (demand  peaked 
1978)  as  a  result  of  higher  per-gall 
costs  (the  price  at  the  pump  1 
doubled  since  1976),  stopped  talki 
about  the  problem. 

Similarly,  the  rapid  rise  in  drilli 
activity  was  both  a  positive  a 
negative  in  their  minds.  The  nu 
ber  of  wells  completed  annually  I 
more  than  doubled  in  the  last  eiji 
years,  from  about  3,000  in  1973 
almost  7,000  in  1980  (according 
the  Hughes  Tool  Co.). 

Investors,  well  aware  that  seal 
ty  makes  any  commodity  mo 
valuable,  were  concerned  that  1 
dramatic  increase  in  drilling  act 
ity,  coupled  with  new  finds  be 
here  and  especially  abroad  in  nc 
OPEC  countries,  might  produce 
glut  of  oil  that  would  persist 

Enough.  We  could  provide  doze 
of  interesting  instances  that  ini 
cate  a  selective  amnesia  develop 
among  both  serious  and  indiffere 
investors  in  both  the  U.S.  and  Cs 
ada  as  a  result  of  the  outbreak 
takeover  attempts  in  the  oil  indi 
try.  What  needs  saying  is  this:  It 
hard  to  imagine  a  more  fragile  ba 
for  buying  stocks  in  this  or  any  o 
er  group. 

It's  not  even  appropriate  to  call 
investing.  What  it  is  at  best  is  a  b 
a  gamble  that  you  can  guess  whi 
energy  company  will  be  the  ne 
takeover  target.  With  many  stoc 
increasingly  attractive  as  the  m 
ket  sags,  there  has  to  be  a  mc 
intelligent  way  of  selecting  the  or 
you  want  to  own  for  the  next  12 
24  months.  ■ 
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REAL  ESTATE 

TANA  IRRIGATED 
IYLAND FARM 

cres  deeded  with  over  6,000 
Itivation  ready  for  immediate 
■n.  Located  just  50  miles  from 
with  lots  of  irrigation  devel- 
>otential,  but  priced  based  on 
nt  production.  This  unit  will 
500  pairs  in  addition  to  the 
:ration.  We  estimate  annual 
ome  in  excess  of  $1,000,000. 
|t  $5,250,000  with  good  owner 

I  AND  HALL  INC. 

[     P.O.  Box  1924 
llings,  Montana  59103 
(406)  252-2155 

i  FREE  CATALOG 
.  Free  FALL  1981  Catalog 
and  pictures  more  than  2.800 
nches,  acreages,  recreational 
s,  businesses,  town  and  coun- 
s  in  46  states  coast  to  coast! 
ecify  type  and  location  pre- 

ITED  FARM  AGENCY 
512-Y  W.  47th  Street 
insas  City,  MO.  64112 


00  ACRES  IN  TEXAS 
NEAR  MEXICO 

1  eage  is  contiguous  and  50% 
je  land  contains  minerals, 
or  oil  companies  nearby. 
LPrice— $11,500,000. 

lib  from  T.S.  CHRISTO 
j.aw  &  Finance  Bldg., 
Pittsburgh,  PA  15219 


k)N  HOLE,  WYOMING 
rt  of  Big-Game  Country 

[i-acre  ranch.  Excellent  im- 
its.  Hunting,  Fishing,  Skiing, 
rest   surrounds  this  unique 

Ted  Benson 
HAN  AND  ASSOCIATES 

3729  Jackson,  WY  83001 
307-733-3436 


•TRIAL  REAL  ESTATE 
— — ™— . 

I  TRIAL/COMMERCIAL 
Ac.  Investment  Property 

•.  location  for  research  com- 
borate  site,  resort  complex; 

of  Rapid  City,  S.D.  15  min- 
jt  Port.  Owner: 

|»RRIS  COMPANY 

ioxl088    Ocala,  FL  32678 
904/622-7151 


IS  CARING 


^    Elegance  on  the  Ocean  ^ 
OLD  SAVANNAH 


Oceanfront 
RESIDENCES 
$65,900 

90%  Financing,  $6,600  down 
All  Furniture  Included 


Savannah  Beach,  GA 
Call  Collect  912-786-5949 


«C  ptyano  ol  $791  47  APR  16.38* 
(fubtm  to  change)  Not  valid  in  iutcs 
where  prohibited  by  li 


r 


We  Specialize  In 
COLORADO  RANCHES 

ELBERT  COUNTY:  4,700-acre  ranch,  approximately  1,500  acres  timber- 
land,  located  11  miles  northeast  of  Kiowa,  Colorado,  just  1  hour  and  15 
mins.  from  Denver.  Great  development  potential. 

LITTLE  HO:  1,829-acre  mountain  ranch  near  Granby,  Colorado.  Hunting, 
fishing,  and  controls  national  forest  access.  One  of  the  most  picturesque 
mountain  ranches  in  Colorado.  For  recreation,  privacy  and  scenery,  this 
one  has  it  all!  Close  to  ski  area. 

WOLF  MOUNTAIN:  1,934-acre  mountain  ranch  17  miles  west  and  8 
miles  north  of  Steamboat  Springs,  Colorado.  Modern  log  improvements, 
excellent  deer  and  elk  hunting.  Very  scenic  mountain  ranch.  Close  to 
ski  area. 

LINGER:  4,250-acre  ranch  14  miles  west  of  Loveland,  Colorado,  60  miles 
to  Denver.  Joins  national  forest,  abundant  deer  and  elk.  Suitable  for 
recreation  type  secondary  homes  or  primary  home  sites  because  of  prox- 
imity to  front  range  activity. 

OTHER  MOUNTAIN  PROPERTY  for  sale  with  hunting  and  fishing, 
40  acres  on  up. 

For  further  information  on  these  and  other  ranches,  contact: 
ORR  LAND  COMPANY 

420  East  58th  Avenue,  Denver,  CO  80216 
(303)  424-5010 


In  these  times  if  you  find 
an  OCEANFRONT  condominium 
for  only  $72,900  —  with 
90%  financing, 
you  had  better  buy  it! 

□  Oceanfront  Condominiums 
□  $7,300  DownpaymentD Fully  Furnished 

□  All  accessories  and  appliances^]  Enclosed  Pool 

□  Surrounded  by  44  acres  of  heavily  wooded  forest 
□  7  minutes  south  of  downtown  Myrtle  Beach 

Call  toll  free  1-800-845-0871 
In  S.C.  call  toll  free  1-800-922-0841 
The  Myrtle  Beach  Resort 

360  payments  of  $875.55.  APR  15.38%  (subect  to  change.) 
Offer  not  valid  in  states  where  prohibited  by  law. 


Hcts 

FORBES 
IIBERS: 


i  paid  circula- 
11,000 


*  184,000  serve  on 
their  companies' 
board  of  directors 

*  331,000  are  in  top 
management 
positions 


*  233,000  serve  on 
boards  of  one  or 
more  companies 

if  Average  household 
income:  $93,000 


*  675,000  own 
securities.  Average 
value:  $473,000 

if  Average  net  worth: 
$724,000 


The 
Number 

One 
Executive 

Perk 

That's  a  resort  condo- 
minium at  Indian  River 
Plantation  on  Florida's 
tropical  Hutchinson  Island. 
Your  corporate  retreat  with 
ocean,  river  or  golf  course 
views  is  complete  —  golf, 
tennis,  swimming,  dining, 
conference  facilities  and 
more.  Call  or  write  for  full 
information. 

INDIAN  RIVER 
*tPPLANTATION 

385  N.E  Ocean  Boulevard 
Hutchinson  Island 
Stuart,  FL  33494 
Telephone  (305)  225-01 10 

Dutcher-Higginbotham 
&  Bass,  Inc., 
Realtors/Exclusive  Agents 
This  offer  is  void  in  states 
where  prohibited  by  law. 


r    WHITE  BIRCHES 

Scarsdale,  New  York 

In  prestigious  Scarsdale,  this 
splendid  three-acre  estate  with 
spacious  pool  and  tennis  court, 
boasts  a  magnificent  15-room  Eng- 
lish country-style  residence,  im- 
bued with  pristine  early  century 
appointments  throughout. 
$1,500,000      Brochure  #FB  1-111 

CASE  FARM 
Bristol,  Rhode  Island 

Embracing  100  acres  with  shore- 
line on  both  sides  of  Popasquash 
Point,  this  extensive  farming  op- 
eration provides  a  grand,  Bermuda 
Colonial  manor,  expansive  pool 
complex  and  full  complement  of 
farm  buildings.  One-acre  zoning. 
$1,950,000      Brochure  #FB  13-06 

Sotheby  Parke  Bernet 
International  Realty 

980  Madison  Avenue 
New  York  10021 
Tel.  212/472-3465 


127  Newbury  Street 
Boston,  MA  02116 
Tel.  617/536-6632 
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BUSINESS  OPPORTUNITIES 

BUSINESS  OPPORTUNITIES               CAPITAL  TO  INVEST 

COMPUTERS 

1-800-327-6970 

Facts  About  U.S. 
Oil/Gas  Lease  Program: 

•  Over  $4,800,000  worth  of 
leases  awarded  to  FRC  clients 
in  past  180  days. 

•  Never  before  has  FRC  put 
such  a  premium  on  valuable 
federal  lease  rights 

•  100%  Tax  Deductible 
Updated  Complimentary  Brochure 


FRC,  131  State  Street,  "930 
Boston,  MA  02109 


SECURITY  PRODUCTS  MFR 
SEEKS  ■  •  •  Agents  &  distributors  for 
Voice  Stress  Analyzers,  Bullet-Proof 
Apparei  &  Vehicles,  30-mile  Range 
Pocket  Telephones,  Security  Record- 
ing Systems  in  Briefcase  or  Handbag, 
Micro-Mini  Bug  Detectors,  Pocket- 
Sized  Nite  Vision,  etc. 

CCS  Communication  Control  Inc. 
In  New  York  call  Mr.  Nelson 

212-697-8140.  In  Washington,  DC 
call  Mr.  Brown  202-659-3432 


MINING  LANDS  HOLDING 
COMPANY  FOR  SALE 

460  patented  mines  (deeded  proper- 
ties), 1150  unpatented  claims.  50  proj- 
ects —  about  half  are  leased.  One  of 
nation's  largest  mineral  properties 
groups.  This  company  has  earned  a 
profit  annually  for  20  years.  Price  to 
be  negotiated. 

F.  W.  LEWIS  CO. 
Phone:  702/826-2404 


WIN  BIG  OIL  MONEY 


The  U  S  Govfrnme.n  sponsors  I  Hltle- 
known  oil  and  gat  lease  drawing.  !t  you 
are  a  U  S.  citizen,  you  can  compete  tor 
a  fortune  In  oil-  A  S30  (tax  deduc<- 
Ible)  Ming  lee  could  bring,  you  $100,000 
immediately,  plus  possible  payments 
For  tree  information  Call  Toil-Free  l  -800- 
525-  2541. Eit  8,  In  Colorado  Call  Collect 
447-1399.  E*t  8,      Or  Write.... 

F.  Milligen,  Inc. 

1942  20lh  St.,  Orawer  340SFB 
Boulder,  CO.  80307 


BANKS  FOR  SALE 

Fla.,  Denver,  Ga.,  Ala.,  Ky. 
All  profitable,  separately  owned 
Contact:  J. A.  Adrey  Pres. 
UNITED  BROKERS 
200  Beacon  Pky  West 
Birmingham,  Ala.  35209 
205-322-2222 


CALIFORNIA 
RADIO  STATION 

Profitable  fulltimer.  Excellent  real 
estate.  College  city  in  growth  area. 
$1,475,000  with  $500,000  down  and 
good  terms.  Hardesty  &  Associates, 

115  Retiro  Way,  San  Francisco,  CA 
94123.  415-563-4411. 


BUSINESS  OPPORTUNITIES 

Established  businesses  for  sale 
by  owner  west  of  the  Mississippi. 
Many  owner  financed. 

Trucking  Firms  (3) 

$340,000  —  $1,900,000 
Motorcycle  Dealerships  (2) 
$40,000  —  $325,000 
Auto  Body  &  Repair  Shops  (18) 
$35,000  —  $500,000 
Automotive  Dealers,  New  &  Used  (10) 
$49,500  —  $325,000 
Oil  &  Gas  Jobbers  (11) 
$96,000  —  $2,400,000 
.Service  Stations  &  Truck  Stops  (13) 
$17,500  —  $420,000 

AFFILIATED 
BUSINESS  CONSULTANTS 

Box  6358,  Co.  Spgs.,  Co.  80934 
1-800-227-1617  x405 
In  Ca:  1-800-772-3545  x405 
No  fee  to  buyer  involved 


Petrogram  Services  offers  a  new  Con- 
cept in  filing  for  oil  &  gas  leases. $15 
per  filing  period  brings  you  instruc- 
tions, materials  &  geological  recom- 
mendations. For  free  brochure  contact: 
Petrogram  Services,  2300  Candelaria 
Albuquerque,  NM  87107 
(505)  884-2844 


START  YOUR  OWN 
MAIL  ORDER  BUSINESS 

Start  with  GIFTIME'S  fabulous  col- 
or catalog  of  giftware  &  novelty  items 
all  dropshipped  for  you.  No  packing 
or  shipping.  Unique  Bonus  Plan  stim- 
ulates orders.  Free  catalog  &  details 
from  GIFTIME,  Inc. 
Dept.  FB,  4700  Wissahickon  Ave. 
Philadelphia,  PA  19144 
(215)  842-1400 


CONSULTING 
BUSINESS: 

How  to  Start .  .  .  Operate 
. .  .  Promote  Your  Own. 

FREE  Details. 
HARMAN,  Dept.  103 
6425  Colebrook  Drive 
Indianapolis,  IN  46220 


MANUFACTURERS' 
REPRESENTATIVES 


BECOME  A  SUCCESSFUL 
MANUFACTURERS' 
REPRESENTATIVE 

Manufacturers'  Agents'  Newsletter 
tells  you  which  firms  are  looking  for 
representatives,  the  firm's  product  line 
and  territories  available. 

For  information  write: 
Manufacturers'  Agents'  Newsletter 
Dept.  178A,  23573  Prospect  Avenue 
Farmington,  Michigan  48024 


REPS  &  MANUFACTURERS 

Thousands  of  Reps  read  our  Bi- 
weekly Bulletin  of  lines  offered  for 
representation  in  all  fields.  Many 
other  services  for  Reps  and  Manu- 
facturers including  Newsletter,  Pro- 
file Service,  Group  Discount  Programs 
etc.  (Our  25th  Year)  Details:  Keith 
Kittrell,  United  Association  Manu- 
facturers' Reps,  Dept.  12,  808  Broad- 
way, Kansas  City,  MO  64105 


FINANCIAL  GUARANTEES 
FROM  PRIME  BANKS 

Letters  of  Credit,  Promissory  Notes 
covering  Principal  &  Interest 
Cash  to  open  Escrows 
Cash  placed  in  bank  accounts 
to  increase  liquidity 
R.E.  Stand-Bys  &  Take-Outs 
Venture  Capital  &  Real  Estate 
BROKERS  PROTECTED 
Bancor  Financial  Limited 
567  San  Nicolas  Drive,  Suite  206 
Newport  Beach,  CA  92660 
Phone  (714)  640-1633 


BUSINESS  CONNECTIONS 


ARAB  BUSINESSMEN 
HAVE  MONEY 
TO  BUY  &  INVEST 

Top  Finders  Fees  Paid 
Finders  Inquiry  Invited 
Write  Box  A226  Forbes 

60  Fifth  Avenue 
New  York,  NY  10011 


MARYMAC  INDUSTRIES 
10% -15%  DISCOl 
OR  MORE 


ON  All  NEW 


TRS-80 


BV  RA 


Brand  New  in  Cartons  Deliver! 
State  Sales  Tax.  Texas  Residents 
5%  Sales  Tax.  Open  Mon.-Sat. 
pay  freight  and  insurance.  No  ext) 
for  Mastercard  or  Visa.  Call  us  t 
erence:  Farmers  State  Bank.  Bi 
Texas. 

Orders:  1  8C0  231  36B0 
21969  Katy  Fwy. 
Katy  (Houston),  Texas  7745 
Questions  &  Inq.?  1  -71 3-392-0 
<§>  19<0,  Marymac  Industries 
Ed  or  Joe  McManus 


JE 

K  *hc 
itslact 

Jiarte 
HOUS 

No. 
HIUE 
EESE 


HOW  TO  ADVERTISE  IN 

FORBES  CLASSIFIED 


REGULAR  CLASSIFIED  LISTINGS:  All  listings  are 
cepted  at  the  discretion  of  the  Publisher.  Line  rata 
$24.65.  Minimum  size  ad  is  one  inch  (14  agate  lint 
costing  $345.10.  FORBES  will  typeset  without  char) 


DISPLAY  CLASSIFIED  ADVERTISING:  Line  rate 
$24.20.  Minimum  size  for  display  of  two  inches 
agate  lines)  costing  $677.60.  Must  be  submitted  as  f 
negative  or  camera-ready  mechanical  to  size.  For  s| 
cific  requirements  send  for  order  form. 

Box  numbers  provided  on  request.  There  is 
charge  for  mailing  service  on  blind  ads. 


FORBES  CLASSIFIED  is  published  in  the  first  issue 
each  month.  Advertising  closing  date  is  one  moi 
preceding  date  of  issue. 

Frequency  discounts  available.  Payment  must  i 
company  order  unless  from  accredited  agency. 


FOR  ADDITIONAL  INFORMATION  WRITE  OR  CALL 

LINDA  LOREN 
FORBES  CLASSIFIED 

60  FIFTH  AVENUE  /  NEW  YORK,  NY  10011 
(212)  620-2440 


Forbes: 
Capitalist 
Tool" 


One  out  of  every 
FORBES  subscri 
is  a  millionaire 


m 


Forbes 


September  14,  1981 


CONSULTING  AND 
i  RKETING  SERVICES 

[I  rnative  for  buyers  and  seller* 

rnent  cars,  airplanes,  yachts, 
operty,  gold,  art  and  much 
I'e  market  to  the  entertain- 
Uustry  daily,  IBM  computer 
ft  and  promoting  product  un- 
I  sold.  No  charge  to  buyers. 
™e  to  sellers. 

estment  Matchmaker,  Inc. 
Sunset  Blvd.,  Suite  1700 
Los  Angeles,  CA  90046 
tn  CA:  (213)  654-9071 
"it  of  state:  800-421-3388 


ILLANEOUS  FOR  SALE 

JINE  GEMSTONES  AND 
JEWELRY 

ee  wholesale  catalog, 
'itisfaction  guaranteed! 
ir  Jewelers  Board  of  Trade, 
hamber  of  Commerce 
HOUSE  OF  ONYX 
No.  1  MAIN  ST. 
NVILLE,  KENTUCKY  42345 
iEE  SERVICE  1-800-626-8352 

OMPLETE  LINE  OF 
/ESTMENT  QUALITY 
LILIAN  GEMSTONES 

rect  from  the  Mines  of 

)  MINING  CORPORATION 

u.s.  office: 
235  6th  Street 
ine  City,  Minn.  55063 

612-629-2537 
ria  De  Joias  Padua  LTDA. 
;lelo  Horizonte,  Brazil 


URSES/SEMINARS 
AINING  PROGRAMS 


ENERGY  SAVINGS 


EXECUTIVE  GIFTS 


V  STUDY  THROUGH 
3RRESPONDENCE 

Registered  Law  School 
y  for  California  Bar  Exam, 
he  Toll  Free  800-423-4530 
sidents  phone  213-795-5558 
FHLAND  UNIVERSITY 
t.  21 B       69  N.  Catalina 
Pasadena,  CA  91106 


ATA  PROCESSING 


TRS-80 
COMPUTERS 

^eatable  Discount  Prices 
ite  for  Catalog  &  Prices 
)STOWN  ELECTRONICS 

Route  40E 
Voodstown,  NJ  08098 
Phone  609-769-0551 


LET  YOUR  EMPLOYEES  SAVE 
YOUR  MONEY!  To  achieve  real 
$-savings  through  energy  conservation 
requires  employee  involvement.  Our 
program  motivates  everybody  in  your 
organization  to  act  ENERGY-CON- 
SCIOUS. Training  material,  promo- 
tional package,  energy-suggestion  pro- 
gram and  energy-accounting  system 
for  reporting  purposes  are  ready  to 
be  implemented  anytime  in  your  com- 
pany. Startup  supervisory  services  by 
our  experts  available.  For  informa- 
tion and  prices  call  or  write: 
Applied  Energy  Standards  Inc. 
303  Monmouth,  Durham,  NC  27701 
(919)  688-8440 


EXECUTIVE  SERVICES 


NECKTIE  NARROWING 


NECKTIES  RECUT  &  RESHAPED 
to  the  new  narrower  width — 
$5.25  per  tie  4  tie  minimum 
Send  for  free  tie  mailer  or  mail 
direct.  Satisfaction  guaranteed 
ROBLIN  TIEMASTER 
190E  Glen  Cove  Avenue 
Glen  Cove,  NY  11542 


EXECUTIVE  GIFTS 


FINE  ART 


ALEXANDER  CALDER 
LITHOGRAPHS 

from  the  Braniff  Airlines 
FLYING  COLORS 
COLLECTION 
write 

Flying  Colors  Collection 

221  Park  Avenue  South 
New  York,  NY  10003 
(212)  777-6170 


FORBES  BINDERS 


SLIP  CASES 
OR  BINDERS 


In  red  and  gold 
leatherette. 

Slipcase:  $5.95; 
three  for  $17 

Binders:  $7.50; 
three  for  $21.75 

Send  check  with  your  name  and 
address  to: 
JESSE  JONES  BOX  CORP. 
Dept.  FB,  P.O.  Box  5120 
Philadelphia,  PA  19141 


SEND  LIQUOR 
ANYWHERE 
BY  PHONE 

FREE  CATALOG 
800-528-6148 


NATIONWIDE 
GIFT-LIQIOR 

2201  E.  Thomas  Rd.,  Phoenix,  AZ  85016 


America's 
LOWEST 
PRICES! 


WE  WILL  BEAT  ANY  PRICE  AT  ANY  TIME 

Apple  Computer  48K  Plus  1,099  95 

Apple  Three  128K  3  295  00 

Hewlett  Packard  41C  189.95 
Hewlett  Packard  41CV  259  95 

Hewlett  Packard  85  2,595.00 
Teias  Instruments  59  179.95 
Texas  Instruments  99/4  Computer  379.95 
Atari  400T6K  Computer  IBasic  Lang  can  apt)  339.95 
Mattel  Intelliviston  239.95 
Mattel  Race  Horse  Anaytser  59.95 
Sony  TV's  Walkman  all  Sony  Products  Call  us 

Olymptc  Sales  Company  •  216  So  Orlotd  Ave 
tos  Angeles.  CA  90004  •  Telei  6  7  34  7  7 
TOLL  FREE  (BOO)  4214045  'outside  Calif, 
or  in  Colli.  2137391130 
Incl  800  252  2153  Request  in  writing  our  next  Oct  catalog 


ANCESTRY  TRACING 


V    Dcbrclt's  Peerage  Ltd  will  happily 
place  its  200  years  experience  at 
your  disposal  and  trace  your  ancestors 

EVERYONE  HAS  ANCESTORS 

Please  write  for  our  free  booklet  on 
our  world-wide  services 
Ask  too  about  our  Special  Irish  Service 


Bebrett 

DEBRETT  ANCESTRY  RESEARCH 
Dept  FR,  Suite  303E, 
200  Park  Ave,  NY  10017 
Dept  FR,  Cordon  Road, 
Winchester.  Great  Britain 


The  new  school 
of  thought  in 
old  school  ties. 

The  new  school  prefers  its  corporate 
pride  to  be  stated  with  taste  and  sub- 
tlety. That  is  why  Hampton  Hall  de- 
velops a  fashionable,  versatile  dignity 
into  every  custom  design.  Ask  for  our 
free  brochure  showing  such  exclusive 
creations  in  ties  and  scarves. 

Minimum  order  150. 

(a 

Matnpten  Mail,  £td. 

corporate  fashion 
51  East  42nd  Street  •  Department  FB-9 
New  York,  N.Y.  10017  •  (212)  MU  7-6810 


MERCHANDISE  FOR  SALE 


The  Hanover  Shoe.  Inc 
Dept  9136.  Box  340. 
Hanover,  PA  17331 

Please  mail  tree  catalog  to 


REACH  THE  AFFLUENT 
IN  FORBES  CLASSIFIED 


ing  for  Your  Life 

American  Heart  Association  (J? 
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Flashbacks 


'The  more  things  change.  .  .  ." 
terns  from  past  issues  of  Forbes 

ty  years  ago  in  Forbes 

ieral  Judge  James  E.  Boyd,  at 

vboro,  N.C.,  in  a  decision  has  de- 
ed the  new  Federal  child  labor  law 
onstitutional.  Regulation  of  labor, 
lolds,  is  one  of  the  powers  retained 
he  States  and  not  delegated  to  the 
;ral  Government.  The  Owen- 
ting  child  labor  law  was  held  un- 
stitutional  by  Judge  Boyd  two 
[S  ago,  and  that  ruling  was  upheld 
he  Supreme  Court.  The  Executive 
mcil  of  the  American  Federation 
!>abor  in  a  vigorous  protest  de- 
lds  that  the  decision  be  appealed 
)nce  and,  if  not  overruled,  that 
igress  devise  some  other  method 
reventing  child  labor." 


y  Ford 


|nry  Ford  has  again  cut  the  prices 
lis  cars,  the  second  time  within 
e  months,  to  the  lowest  prices  in 
history  of  the  company: 

Old  New 

pe.  Price.  Price. 

Lsis,  regular    $345  $295 

about    370  325 

ing   415  375 

be  :   595  495 

w  York  tractions  [rapid  transit 
panies]  have  been  the  worst  stif- 
fs in  the  whole  country  from  the 
p  rise  in  operation  costs  which 
irred  during  the  war.  Nowhere 
m  the  world,  perhaps,  can  one 
so  far  for  a  nickel;  the  B.R.T. 
oklyn  Rapid  Transit]  now  carries 
engers  from  59th  Street,  Manhat- 


tan, to  Coney  Island — about  20 
miles — for  5  cents.  Carrying  millions 
of  passengers  at  a  fare  that  did  not 
cover  the  cost  of  operation  has  just 
about  wrecked  the  New  York  trac- 
tions during  the  past  few  years;  but 
there  is  still  hope,  not  so  much  that 
fares  will  be  raised,  but  that  costs  will 
be  amenable  to  such  reduction  as  will 
leave  a  slim  margin  of  profit." 


Fifty  years  ago 


"The  major  crude  oil  purchasing  com- 
panies have  not  yet  put  up  bids  of  a 
dollar  a  barrel  for  Oklahoma  oil,  but 
the  flush  wells  in  Oklahoma  and  the 
East  Texas  areas  remain  closed,  and 
production  figures  under  the  military 
strictures  are  bound  to  show  record- 
breaking  declines.  So  that  eventually 
higher  prices  seem  likely  to  be  estab- 
lished. Here  and  there  gasoline  prices 
have  been  advanced,  and  the  price 
war  in  the  Middle  West  has  come  to 
an  end." 

"Governor  Roosevelt  of  New  York 
State,  in  a  special  message  to  the  Leg- 
islature, has  recommended  a  $20  mil- 
lion unemployment  relief  program  for 
the  winter.  It  is  proposed  to  raise  the 
necessary  revenue  by  an  additional 
personal  income  tax  of  50%  of  the 
amount  of  tax  payable  under  the  pres- 
ent statute.  The  money  will  be  expend- 
ed on  State  public  works  wherever 
possible,  and  the  balance  will  be  appor- 
tioned between  the  various  counties 
and  cities  in  providing  work  useful  to 
the  public  or  in  providing  the  necessi- 
ties of  life  for  the  unemployed." 

"The     Farm     Board's     trade  of 

25,000,000  bushels  of  wheat  for  Brazil- 
ian coffee  fairly  well  exemplifies  the 
status  of  commodity  exchange 
throughout  the  world.  The  agricultural 
world  is,  indeed,  very  nearly  reduced  to 
a  basis  of  barter.  Not  only  is  this  true 
between  countries,  it  is  true  of  thou- 
sands of  individual  farmers  in  this 
country.  So  demoralized  is  the  whole 
structure  of  prices  that  many  farmers 
are  at  a  loss  to  know  where  the  cash  is 
coming  from  this  fall  to  meet  taxes  and 
debt  service.  Machinery  companies, 
merchants,  and  even  hired  help  in 
some  sections  of  the  country  are  tak- 
ing payment  this  fall  in  farm  products 
but,  unfortunately,  taxes  and  interest 
cannot  be  paid  in  kind." 

The  Federal  Farm  Board's  wheat- 
for-coffee  swap  was  symbolic:  More 
than  anything  else,  it  was  govern- 
ment entry  into  the  market  for  farm 


products  that  brought  those  markets 
nearly  to  a  standstill.  The  people  of 
the  U.S.,  as  one  perceptive  economist 
put  it,  "indulged  the  belief  that  they 
could  keep  out  foreign  industrial  prod- 
ucts, sell  their  agricultural  surplus 
overseas  and  collect  debts,  old  and 
new,  from  countries  drained  of  gold 
and  whose  goods  they  would  not  let 
in."  What  happened  instead  was  for- 
eign retaliation:  For  example,  Fascist 
Italy  wiped  out  its  wheat  imports, 
which  in  1925  had  supplied  a  fifth  of 
its  needs,  by  increasing  domestic  out- 
put and  cutting  consumption  through 
higher  wheat  prices;  while  Germany 
within  a  few  years  raised  its  tariff  on 
wheat  fivefold  to  over  $2  a  bushel,  and 
entirely  barred  the  import  of  U.S.  lard. 

But  more  than  official  meddling 
was  involved.  When  a  factory  product 
falls  in  price  until  it  loses  money,  pro- 
duction is  either  cut  or  halted.  Not  so 
the  farmer,  who  traditionally  tries  to 
offset  lower  prices  by  producing  still 
more.  Thus  U.S.  farm  output  actually 
rose  as  the  Depression  deepened. 

The  last  words  of  the  above  item 
are  prophetic:  They  foreshadowed  the 
farm  riots  that  spread  over  the  Middle 
West  later  in  the  Depression,  when 
mortgage  holders  sought  to  foreclose 
farms  whose  owners  had  no  cash  to 
pay  interest  or  principal. 

Twenty  five  years  ago 

"In   their  unquenchable  thirst  for 

sales,  appliance  manufacturers  fre- 
quently outdo  even  quiz  shows  in 
their  openhandedness.  As  incentives 
to  super  retail  salesmen,  they  award 
rich  merchandise  prizes  or  such  'spree 
for  free'  junkets  as  all-expense  trips  to 
Hawaii  or  Bermuda.  But  this  month 
Amana  Refrigeration,  the  world's  No. 
1  maker  of  food  freezers,  has  come  up 
with  an  incentive  program  for  retail- 
ers that  it  thinks  'makes  a  lot  more 
sense.  .  .  .'  To  every  one  of  its  13,000 
retail  dealers  who  rings  up  an  upright 
freezer,  freezer-refrigerator  or  central 
system  air  conditioner  sale  over  an 
11 -week  period,  Amana  will  award  a 
full  or  part  share  in  a  mutual  fund." 

"Wall  Street  was  rife  with  rumors  last 
week  that  New  York  Central's  Robert 
R.  Young  and  his  Texas  oilman  cohort 
Clint  Murchison  had  purchased  at 
least  150,000  shares  of  Pan  American 
Airways'  6  million  outstanding 
shares.  Young  won  control  of  the  New 
York  Central  with  only  800,000  of  the 
6  million  shares  outstanding." 
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Trifles  make  perfection,  but 
perfection  itself  is  no  trifle. 
Michelangelo 


To  be  a  great  man  it  is 
necessary  to  turn  to 
account  all  opportunities. 
La  Rochefoucauld 


Beware  of  the  man  who  won't 
be  bothered  with  details. 
William  Feather 


Doing  little  things  well 
is  a  step  toward  doing 
big  things  better. 
Harry  F.  Banks 


Don't  try  to  master 
too  many  things. 
William  McKinley 


If  you  choose  to  work, 
you  will  succeed;  if  you 
don't,  you  will  fail. 
Sidney  Smith 


You  can't  build  a  reputation 
on  what  you're  going  to  do. 
Henry  Ford 


There  is  no  merit  in 
equality  unless  it  be 
equality  with  the  best. 
John  Lancaster  Spalding 


Criticism  comes  easier 
than  craftsmanship. 
Zeuxis 


Analyzing  what  you  haven't 
got  as  well  as  what  you 
have  is  a  necessary 
ingredient  of  a  career. 
Grace  Moore 


Labor  is  the  capital 
of  our  workingmen. 
Grover  Cleveland 


Thoughts 

on  the  Business  of  I  Jfe 


//  is  as  true  today  as  it  was 
yesterday  and  trill  be  tomorrow 
ami  many  tomorrows  thereafter 
thai  a  good  workman  mast  ever 
and  always  pass  a  poor  workman 
The  world  still  heats  a 
track  /<>  the  door  of  the  man 
who  is  most  able  in  his  line, 
even  if  that  line  he  only 
the  making  of  mousetraps 
B.C.  Forbes 


Act  well  your  part; 
there  all  the  honor  lies. 
Alexander  Pope 


Better  be  proficient  in 
one  art  than  a  smatterer 
in  a  hundred. 
Japanese  Proverb 


People  don't  want  to 
just  hire  people.  They 
want  people  who  can 
prove  they  can  do  the  job. 
Robert  Half 


To  do  a  common  thing 
uncommonly  well  brings 
success. 
Henry  J.  Heinz 


The  American  worker  enjoys 
an  economic,  political  and 
social  status.  Labor  has 
become  a  full  partner 
in  our  economy. 
Harry  S  Truman 


More  than  3,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a 
574-page  book  at  SI  1.95.  Send  check  and 
order  to:  Forbes  Inc..  60  Fifth  Ave..  New 
York.  NY.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


The  general  tendency  of 
things  throughout  the 
world  is  to  render 
mediocrity  the  ascendant 
power  among  mankind. 
John  Stuart  Mill 


The  passion  for  equality 
produces  uniformity 
which  produces  mediocrity. 
Alexis  de  Tocqueville 


Professionalism  is 
knowing  how  to  do 
it,  when  to  do  it 
and  doing  it. 
Frank  Tyger 


If  you  would  be  remembered, 
do  one  thing  superbly  well. 
Saunders  Norvell 


Only  mediocrities  rise  to 
the  top  in  a  system  that 
won't  tolerate  wavemaking. 
Laurence  J.  Peter 


A  Text . . . 

A  mans  gift  maketh 

room  for  him,  and  bringeth 

him  before  great  men. 

Proverbs  18:1 


Sent  in  by  John  C.  Albu,  Cincinnati,  Oh| 
What's  your  favorite  text?  The  Forn 
Scrapbook  of  Thoughts  on  the  Business 
Life  is  presented  to  senders  of  texts  usei 


What  a  man  knows  should 
find  expression  in  what 
he  does.  The  chief  value 
of  superior  knowledge 
is  that  it  leads  to  a 
performing  manhood. 
Christian  Bovee 


All  wealth  is  the 
product  of  labor. 
John  Locke 
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New  Braniff  Express  -  all  one  class,  all  seats  at  a  discount. 


Face  it  flyers,  you're  in  the 
midst  of  air  wars.  All  the  airlines 
want  your  business.  Yet  they  all 
Dffer  you  the  same  old  thing. 

But  now  Braniff  strikes  back. 
With  choices  in  fares  and  services 
you've  never  had  before. 

WE'RE  STRIKING  RACK 
WITH  RRANIFF  EXPRESS. 

It's  a  cinch  you  think  airline 
fares  are  too  high.  And  we  agree. 

•That's  why  we're  striking  back 
with  one-class  flights  where 


absolutely  every  seat  is 
discounted  at  least  20%  with 
absolutely  no  restrictions.  The 
fares  are  even  lower  on  some 
routes  and  during  certain  days 
and  times. 

WE'RE  STRIKING  RACK 
WITH  RRANIFF  PREMIER. 

You  can  still  get  the  best  of 
Braniff  on  our  Premier  First 
Class/Coach  flights. 

We  offer  Braniff  Premier 
Service  at  preferred  times  almost 


everywhere  we  fly.  And  whether 
you  choose  Coach  or  our 
expanded  First  Class,  you  get  the 
full  range  of  comforts  and  in-flight 
services  Braniff  is  known  for. 

WE'RE  STRIKING  RACK 
ON  THE  GROUND,  TOO. 

We're  striking  back  with 
improved  services  in  the  airport. 
From  10-Second 
Check-In  to  Short 
Form  Ticketing 
and  more.  % 

We're 
striking  back 
with  a  whole 
new  Braniff. 

Come  fly 
the  new 

Braniff.  For  reservations  or 
information,  call  your  travel 
agent,  corporate  travel  office  or 
Braniff  toll-free  at  (800) 
527-4000.  In  Texas  call  toll-free 
(800)  492-4300. 


AND HOW 
HEEEEEEEERE5 
JOHAHH. 


ZBS  Cable  introduces  television  for 
oeople  who  aren't  out  there  in  TV  land. 

Its  dance,  theater,  opera,  ballet 
ind  comedy. 

Entertainment  that  fills  theaters, 
:oncerts  halls  and  ticket  brokers' 
sockets. 

And  now  it's  going  to  be  filling 
iving  rooms,  family  rooms  and  TV 
•ooms. 

We're  talking  about  TwylaTharp 
ripping  the  light  fantastically  from 
Bach  to  rock  and  Aretha  Franklin  do- 
ing Frankie  and  Johnny. 

We're  talking  about  Bernstein 
:onducting  Beethoven  and  Norman 
^ear  conducting  The  Quiz  Kids. 

And  about  the  poetry  of  Ogden 
slash  and  the  prose  of  Bill  Moyers. 

The  notes  of  Pinchas  Zukerman 
md  the  letters  of  Calamity  Jane. 

And  about  Balanchine  and 
Springsteen,  Jane  Alexander  and  Jack 
jilford,  Igor  Stravinsky  and  Count 
^asie,  William  Shakespeare  and 
^arly  Simon. 

It's  everything  from  the  palace 


arts  to  the  popular  arts. 

And  instead  of  being  just  trans- 
ferred from  the  stage,  it's  translated 
for  the  medium  of  TV. 

So  in  our  dance  presentations 
even  the  cameras  are  choreographed. 
And  our  music  is  done  with  an  eye  as 
well  as  an  ear. 

What's  more,  it's  all  underlined  by 
a  host  who'll  prod,  push,  excite,  accent 
and  generally  act  like  the  alter  ego  of 
the  viewer. 

And  now  for  a  commercial  break. 

If  you'd  like  to  watch  this  kind  of 
programming  you'll  have  to  wait  till  it 
starts  on  October  12th. 

And  if  you'd  like  to  advertise  to 
the  upscale,  intelligent  audience  that'll 
be  watching  it,  don't  wait.  Call  Charlie 
Walsh  tonight. 

He-e-e-e-e-e-e-e-re's  the  phone 
number:  (212)  9754160. 
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105  Cover  Story:  Chese- 
brough- Pond's  Ralph  Ward 
bos  quietly  performed  one 
of  tlx  most  creditable  man- 
agement jobs  in  all  of  U.S. 
industry. 


32  CFTC  Chief  Philip  John- 
son It  may  take  more  than 
an  appeal  to  the  states. 


37  Africa.  Heart  of  dark- 
ness, heart  of  confusion. 


31  Natural  Gas: 

A  $390  Billion  Disagreement 

A  bitter  internecine  industry  fight  may  pre- 
sent Ronald  Reagan  with  his  first  no-win 
confrontation  with  Congress. 

32  Commodities  Futures: 

Full  Blast  In  The  Boiler  Room 

A  costly  squabble  over  jurisdiction. 

33  Companies: 
NCR  Corp. 

Why  has  it  picked  this  moment  to  invade  the 
ferocious  world  of  the  merchant  semiconduc- 
tor makers? 

34  Greece: 

Another  Left  Turn  Ahead? 

A  leftist  tide  rolls  on  in  Europe.  First  France. 
Now  Greece? 

37  Africa: 

The  Heart  Of  The  Matter 

People  starve.  Politicians  are  corrupt.  Econo- 
mies decay.  Yet  to  read  the  headlines  an 
American  would  think  the  crucial  issue  was 
an  empty  land  even  most  Africans  couldn't 
find  on  a  map. 

42  Companies: 
Renault 

Here  comes  the  Franglaismobile.  Will  it  look 
as  good  on  American  highways  as  it  does  on 
Renault's  drawing  board? 

53  Taxing  Matters: 

A  Nice  Little  Loophole 

The  IRS  will  probably  try  to  close  it  up;  but  in 
the  meantime  some  alert  companies — and 
investors — will  be  trying  to  take  advantage  of 
it.  Also:  Why  are  they  making  all  those  mov- 
ies in  Canada? 

62  The  Numbers  Game: 

A  Blueprint  For  The  Contractors 

Bringing  some  order  out  of  the  chaos  of  con- 
struction-company accounting. 

67  Companies: 
Ametek,  Inc. 

Boring  can  be  beautiful. 

72  Companies: 
S.E.  Rykoff  &  Co. 

"Our  greatest  marketing  tool  is  the  can  open- 
er," says  Roger  Coleman.  Here's  why. 


84  The  Up-And-Comers: 
Monarch  Wine 

Better  known  for  its  most  famous  product, 
Manischewitz  wine,  profitable  little  Mon- 
arch is  hopping  from  one  ethnic  niche  to 
another  while  the  big  conglomerates  are  still 
struggling  to  master  the  business. 

92  The  Up-And-Comers: 
Dairy  Queen 

"We  could  have  had  it  all  back  then,"  says 
Harris  Cooper  with  a  sigh.  But  after  43  years, 
Dairy  Queen  may  finally  have  its  act 
together. 

96  The  Streetwalker: 
Ronson 

The  flame  flickers.  Will  it  ever  flare  again? 


105  Cover  Story: 

Chesebrough-Pond's  Unsung  Miracle 

Ralph  Ward's  takeovers  generate  few  head- 
lines, and  the  man  behind  them  is  surprising- 
ly obscure.  Yet  his  record  proves  he's  one  of 
the  shrewdest  managers  around. 


112  Companies: 

California  Federal  Savings  &  Loan 

Better  alive  and  in  the  fray  than  dying  a 
lingering  death. 

114  Companies: 
Todd  Shipyards 

"After  what's  happened  around  here,"  says 
John  Gilbride,  "we'll  never  be  complacent." 

115  Companies: 
Insilco 

In  its  infatuation  with  one  glamorous  divi- 
sion, Times  Fiber,  Wall  Street  may  be  over- 
looking the  parent,  an  impressive  conglomer- 
ate built  out  of  the  old  International  Silver  Co. 

137  Companies: 
Kaman  Corp. 

Defense  is  no  longer  the  be-all  and  end-all;  it's 
the  icing  on  the  cake. 

142  The  Language: 
Dirty  Money 

But  how  did  it  get  that  way? 

148  Companies: 

Chromalloy  American 

Frank  Nykiel  straightened  it  out,  so  now  Sun 
Chemical  is  stalking  it. 
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'4  Monarch  Wine.  "We're 
urvivors.  We  have  to  be 
ncky.find  a  niche  " 


14  Todd  Shipyards:  All  the 
ictims  of  Vietnam  were 
lot  on  the  battlefield. 


42  Dirty  Money,  Dirty 
Vords:  Which  Simon  in- 
ented  simony'-'  Who  had 
he  first  si  i  ishj  und? 


55  idle  Wild.  The  next 
Dim  Beef? 


153  Companies: 

Prudential  Insurance  Co.  Of  America 

Pension  funds  will  probably  pour  more  than 
$3  billion  into  real  estate  this  year,-  the  Pru 
alone  accounts  for  about  half  of  that. 

155  Companies: 
Idle  Wild  Foods 

"We're  just  a  little  country  slaughterhouse," 
says  fohn  Jacobson.  Not  exactly.  If  Jacobson 
isn't  quite  in  a  class  by  himself,  he's  so  close 
it  hardly  matters. 

Faces  Behind  The  Figures 

160  Nat  Owen, 

General  Signal  Corp. 
160  John  Casey, 
Braniff  International 

160  Jon  Canas, 
Dunfey  Hotels  Corp. 

161  Morris  Of  fit, 
Baer  Holding  Co. 

161  Gordon  Moore, 
Intel 

164  Paul  C.  Sheeline, 

Intercontinental  Hotels 

164  Willi  Sieberger, 

The  Parker  Pen  Co. 

164  Kay  Koplovitz, 

USA  Network 

166  George  W.  Lehr, 

Teamsters  Central  States  Pension  Fund 

166  Arnold  Altman, 
Avanti  Motor  Corp. 

167  Personal  Affairs 

Buying  stocks  on  your  credit  card;  the  new 
breed  of  two-seater  sports  cars;  and  good 
news  from  the  Tax  Court  for  the  owners  of 
vacation  homes. 


194  The  Money  Men: 

Gray,  Seifert  &  Co.,  Inc. 

In  casino  parlance,  Miles  Seifert  is  on  a  roll. 
In  just  20  months,  he  and  his  partner,  Ed- 
ward Gray,  have  attracted  a  whopping  $200 
million  in  assets  to  their  brand-new  invest- 
ment firm.  What's  their  secret? 

196  Statistical  Spotlight: 
Eliminate  The  Negative 

Can  you  use  a  computer  to  screen  out  losers? 
Here's  how  44  stocks  stack  up  in  Nourse 
Associates'  new  "SOS"  program. 
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Ralph  Ward 


Preppies  and  pasta 

It's  refreshing  to  read  about  Ralph  Ward,  the  subject 
of  the  cover  story  in  this  issue.  Most  media  atten- 
tion these  days  is  focused  on  giant  takeovers,  sky- 
high  interest  rates,  impending  bankruptcies.  You 
almost  wonder  who  is  minding  the  store.  Well,  at 
Chesebrough-Pond's  Ralph  Ward  is  minding  the 
store.  With  a  combination  of  bargain-priced  mergers 
and  a  lot  of  shrewd  internal  growth,  he  has  built  a 
tiny  company  into  a  large  profitable  one.  He  got  into 
spaghetti  sauce  before  pasta  got  really  big.  He 
bought  the  maker  of  Bass  Weejuns  well  before  the 
preppie  look  became  "in."  Was  he  just  lucky?  Depends  on  how  you 
define  the  term.  Ward's  career  brings  to  mind  the  old  saw:  "The 
harder  I  work,  the  luckier  I  get."  The  story,  by  Senior  Editor  Howard 
Rudnitsky  with  Reporter-Researcher  Jay  Gissen,  begins  on  page  105. 

Confused  continent 

The  U.S.  has  a  real  problem  in  southern  Africa:  How  do  we  distance 
ourselves  from  the  South  African  government's  distasteful  practice 
of  apartheid  while  at  the  same  time  supporting  its  right  to  protect 
itself  against  Soviet  expansionism?  Two  separate  issues  but  most  of 
the  world  either  cannot  or  will  not  make  the  distinction.  And  that 
isn't  the  only  dilemma  we  face  in  Africa.  Forbes'  Jerry  Flint,  a 
veteran  of  a  quarter-century  of  hard-nosed  reporting,  gives  us  impres- 
sions from  his  first  trip  there  in  "Africa:  the  heart  of  the  matter," 
which  starts  on  page  37.  In  southern  Angola,  Flint  ran  into  three 
Soviets:  one  political  type  there  to  train  the  local  youth  movement 
and  two  doctors.  The  doctors  told  Flint  they  recently  treated  a  batch 
of  casualties  after  an  ambush  by  UNITA,  the  right-wing  antigovern- 
ment  guerrilla  outfit.  When  Flint  queried  Angolan  officials,  they 
insisted  the  casualties  were  caused  by  white  South  Africans,  but  the 
Russian  doctors  stuck  to  their  story.  Why  did  the  Angolans  lie? 
Because  in  African  politics  truth  is  whatever  you  want  it  to  be. 

U.S.A.  2,  Libya  0 

After  the  shoot-out  in  the  Gulf  of  Sidra  the  London  Economist 
commented  succinctly:  "The  message  President  Reagan  has  con- 
veyed to  Colonel  Qaddafi  is  the  kind  he  [Qaddafi]  understands."  The 
same  sentiment  was  put  somewhat  more  colorfully  a  day  or  so  after; 
the  incident  on  T-shirts  peddled  by  enterprising  merchants  around 
the  U.S.  Marine  base  at  Quantico,  Va.  Emblazoned  on  the  shirts: 
U.S.A.  2,  Libya  0.  Apparently  the  shirts  sold  very  fast.  A  more  far- 
reaching  and  lasting  consequence  of  Qaddafi's  stupid  arrogance — andl 
the  U.S.'  tough  response — is  discussed  by  Columnist  Srully  Blotnick 
on  page  186. 

Vive  the  culture  gap 

When  he  was  reporting  our  Renault  story  for  this  issue,  Associate 
Editor  Allan  Sloan  was  shown  the  company's  sparkling,  experimen 
tal,  high-mileage  car  called  Eve.  How  did  he  like  it?  his  French  host 
asked.  Sloan  said  he  thought  it  was  a  beautiful  little  car  but  he'd 
personally  never  buy  it.  Taken  aback,  the  Frenchman  asked:  "But! 
why?"  Sloan  explained  that  there  wasn't  much  room  in  the  backseat 
Still  perplexed,  the  Frenchman  protested:  "But  the  backseat  is  for 
children."  Sloan,  who  has  three  lively  kids  himself,  gave  up  trying  to 
bridge  that  particular  culture  gap. 


Ly Editor 
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Sony  introduces  the  small  Advantage. 


To  make  it  big  in  business  you  need  ail  the 
advantages  you  can  get. 

And  our  new  portable  dictator,  the  Sony 
Advantage  (Model  BM-510),  gives  them  to  you. 

It's  sleek,  stylish.  The  perfect  symbol  of 
your  success. 

It's  no  bigger  than  three  good  cigars,  so 
you  can  have  the  Advantage  wherever  you  go. 

And  because  you  have  more  pressing 
things  to  worry  about  than  pressing  the  right 
button,  the  Advantage  has  just  one  switch  for 
most  functions. 

Other  Sony  Advantage  advantages  include 
two  tape  speeds,  and  a  battery-saving  automatic 
power  off. 

So  if  you're  looking  for  a  portable  dictator 
that  will  make  you  look  good,  come  to  Sony 

After  all,  people  who  have  made  it  big  take 
advantage  of  us  all  the  time. 

©  1981  Sony  Corporation  of  America  Office  Products  Div  Sony  is  a  trademark  of  Sony  Corp 


J  For  more  information  on  che  new  Sony  Advantage^ 
I  (Model  BM-510)  call  1-800-821-7700,  ext.516^ 

I  or  send  this  coupon  to  Sony  Office  Products, 
P.O.  Box  1624,  Trenton,  New  Jersey  08650. 

I  "In  Missouri  call  l-800-892-7655.ext  516 
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Trends 


Kdited  By  John  A. Conway 


The  state  of  the  unions 

Union  rosters  arc  still  shrinking, 
dropping  from  22,880,000  in  1978  to 
22,228,000  last  year,  while  the  labor 
force  climbed  from  102.5  million  to 
f06.8  million  during  the  same 
stretch.  The  big  losers  were  the  Ma- 
chinists (down  176,000)  and  the  Auto 
Workers  (down  142,000),  with  small- 
er losses  recorded  at  other  industrial 
unions  (paper,  rubber,  steel,  textile, 
Teamsters).  The  gainers,  according  to 
the  Labor  Department,  included  the 
carpenters  union,  food  and  commer- 
cial workers  (which  includes  retail 
clerks,  communications  workers  and 
service  employees).  The  trouble?  The 
conventional  wisdom  among  labor 
men  puts  the  blame  for  the  down- 
swing on  the  switch  from  blue-collar 
work  (which  was  the  best  area  for 
union  recruiting)  to  white-collar  jobs; 
the  moves  from  the  pro-union  North 
to  the  anti-union  Sunbelt  climate; 
the  decline  in  the  old,  unionized  in- 
dustries and  smarter  anti-union  cam- 
paigning by  employers. 


Side  effect 

President  Reagan  certainly  didn't  plan 
it  that  way,  but  did  firing  12,000 
striking  air  traffic  controllers  save  any 
money?  There  are,  of  course,  extra 
costs — training  new  controllers,  over- 
time, bonuses  to  keep  military  control- 
lers in  the  services.  Dropping  12,000 
strikers,  costing  $40,000  apiece,  how- 
ever, works  out  to  an  annual  savings 
rate  of  half  a  billion  dollars. 


The  thrifty  Italians 

Who  are  the  champion  savers  of  the 
world?  Japanese?  Wrong.  Germans? 
Wrong.  According  to  New  York  Stock 
Exchange  researchers,  during  the 
years  1975-79  Italians  tucked  away 
23.1%  of  their  disposable  personal  in- 
come. The  Japanese  stood  second 
with  21.5%,  followed  by  the  French 
(17.2%),  West  Germans  (14.5%),  Brit- 
ish (12.2%),  Canadians  (10.3%), 
Swedes  (9.1%)  and,  in  last  place 
among  the  eight  countries  measured, 
the  U.S.  with  6.3%.  The  explanation 
is  more  vague  than  the  numbers.  The 
Stock  Exchange  says  Italy  levies  the 
lowest  taxes  on  investment  income — 
about  6%,  compared  with  34%  in  the 
U.S. — but  stocks  and  bonds  aren't  the 
average  Italian's  dish  (and  bank  inter- 
est is  taxed).  Another  suggestion  is 
the  two  extra  paychecks  Italians  get, 
Christmas  and  spring  bonuses  that 


could  be  laid  away— if  they  weren't 
spent  on  presents  and  vacations.  A 
Banca  Nazionale  del  Lavoro.  official 
thinks  Italy's  place  at  the  head  of  the 
teller's  line  stems  from  two  factors. 
The  saving  habit  has  long  been  strong 
in  Italy,  he  says,  and  with  a  wide  net 
of  savings  banks  and  savings  windows 
in  every  post  office,  that  habit  is  easy 
to  indulge. 


The  borrower's  new  look 

Inflation  is  changing  the  look  of  the 
lines  at  loan  company  offices,  accord- 
ing to  the  National  Consumer  Finance 
Association.  Borrowers  in  1980,  the 
group  says,  tended  to  be  higher  paid, 
older  and  in  different  lines  of  work 
than  in  1979.  Proprietors,  managers 
and  office  workers,  6.2%  of  the  total 
in  1979,  accounted  for  12.2%  last 
year.  Nearly  a  fifth  of  last  year's  bor- 
rowers earned  $24,000  a  year  or  more, 
a  sharp  increase  from  1979V  8%. 
Conversely,  borrowers  with  incomes 
of  $12,000  or  less  fell  to  27.4%  from 
47.7%  in  1979.  About  half  of  1980's 
hat-in-handers,  the  association  says, 
were  over  35;  39%  were  in  that  age 
bracket  in  1979.  The  more  affluent 
borrowers  also  needed  more  money. 
The  average  personal  loan  in  1980  was 
$2,102;  the  year  before  it  was  $1,810. 


The  wide-open  road 

The  great  American  driver  is  back  in 
stride  and  the  Federal  Highway  Trust 
Fund  is  rolling  along  behind  him.  In 
the  first  six  months  of  1981,  the  Fed- 
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A  road-load  of  California  tra  ffic 


Gas  is  back,  and  so  are  the  cars. 


eral  Highway  Administration  esti 
mates,  Americans  logged  750  billion 
miles,  up  2.4%  from  1980,  and  thq 
department  expects  the  trend  to  sta> 
upward.  ("Gas  is  plentiful,"  one  offi' 
cial  says.)  The  Treasury  projects  in 
creased  receipts  from  the  4-cents-a< 
gallon  federal  gas  tax  will  push  thd 
trust  fund  to  $7.75  billion  for  fisca 
1981  (which  ends  this  month),  close 
to  fiscal  1979's  record  $8,047  billion. 
State  tax  receipts  are  up  too,  helped  by 
the  additional  traffic  and  by  rate 
boosts.  Last  year,  fears  arose  that  the 
fall-off  in  the  trust  fund's  income 
might  stall  the  final  touches  on  the 
42,500-mile  interstate  system  and 
bring  sharp  cuts  in  state  work  on  pri- 
mary, secondary  and  urban  roadways. 
Now,  Highway  Administrator  Ray 
Barnhart  expects  to  hold  fiscal  1981 
spending  to  $8.75  billion,  almost  a 
match  for  the  trust  fund.  (In  fiscal: 
1980,  President  Carter's  last  year, 
highway  spending  hit  $9,212  billion. 
The  1978  highway  act  expires  in  Sep- 
tember 1982  and  the  White  House  hasl 
proposed  a  new  five-year  bill.  That 
bill,  sent  to  Capitol  Hill  last  March, 
would  phase  out  federal  money  for 
secondary  and  urban  highways  in 
1 983,  but  Barnhart  thinks  he  can  han- 
dle them,  at  least  for  two  more  years. 


Saving  Davis-Bacon 

The  construction  unions  are  fighting 
moves  by  the  Reagan  Administration 
to  change  the  rules  of  the  Davis-Ba- 
con Act,  a  Depression-born  law  that 
forces  builders  of  federally  funded 
projects  to  pay  the  highest  union 
wage  rates.  The  Labor  Department 
wants  to  end  the  so-called  "rule  of 
30,"  which  in  effect  requires  paying 
workers  the  rates  of  the  top  30%  in  a 
locality.  Instead,  Labor  would  set  the 
prevailing  wage  rate  on  the  basis  of 
what  50%  of  the  locals  were  earning, 
or  the  average  pay,  which  could  lower 
it.  "A  return  to  exploitive,  cutthroat 
competition  that  forces  workers  to 
work  for  substandard  wages  "  charges 
Robert  Georgine,  head  of  the  AFL- 
OO  Building  &  Construction  Trades 
Department.  Another  betrayal,  Geor- 
gine says,  is  the  idea  of  allowing  low- 
er-paid "helpers"  to  share  the  work. 
This  proposal  would  allow  one  helper 
for  every  five  journeymen.  The  busi- 
nessmen who  have  long  fought  Davis- 
Bacon  think  the  changes  are  weak- 
kneed.  The  5-to-l  plan  for  helpers,  for 
instance,  "guts  any  savings,"  accord- 
ing to  the  U.S.  Chamber  of  Com- 
merce, which  expected  a  1-to-l  ratio 
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or  helpers  and  wants  to  see  the  whole 
tct  repealed.  That  hardly  seems  likely 
with  the  Democrats  still  in  control  of 
the  House  (and  President  Reagan  on 
record  as  supporting  Davis-Bacon),  but 
if  the  Administration's  changes  are 
lpproved,  they  will  represent  the  first 
crack  in  the  50-year-old  law. 

Selling  to  the  Soviets 

Washington  should  go  slow  putting 
roadblocks  before  American  compa- 
nies that  want  to  sell  their  technology 
Oto  the  Soviet  Union,  concludes  a  new 
report  prepared  for  the  Pentagon  by 
Kremlin-watcher  Thane  Gustafson  of 
The  Rand  Corp.  Lengthening  the  list 
of  prohibited  exports,  he  warns,  could 
be  self-defeating.  "There  is  little 
hope,"  he  says,  "that  European  coun- 
tries, which  together  export  10  times 
more  technology  to  the  Soviet  bloc 
than  we  do,  can  be  expected  to  accept 
la  broader  list."  (Some  of  them,  like 
Austria,  Sweden  and  Switzerland,  he 
points  out,  do  not  take  part  in  the 
formal  export-control  system.)  "No 
one  questions  the  need  to  control  ex- 
ports of  direct  military  importance," 
the  report  from  the  Santa  Monica, 
Calif,  think  tank  concedes.  But  it  adds 
that  most  of  the  technology  exported 
is  used  for  nonmilitary  ends  and  the 
Russians  so  far  have  shown  scant  abil- 
ity to  convert  it  into  breakthroughs. 

Fun  at  home 

After  suffering  through  lean  times  in 
the  Seventies,  leisure  spending  is 
poised  for  recovery,  predicts  Sandra 
Shaber  of  Chase  Econometrics,  the 
Philadelphia-based  subsidiary  of  the 
New  York  bank.  The  trend  toward 
spending  more  money  for  fun  at 
home,  however,  will  continue,  she 
says.  Twenty  years  ago,  70%  of  the 
leisure  dollar  went  for  travel  and  other 
away-from-home  activity.  That  figure 
has  now  dropped  to  60%  and  the 
Chase  economist  expects  it  to  keep 
declining  during  the  Eighties.  One  re- 
sult will  be  more  money  for  hand 
tools,  TV  and  stereo  sets,  toys,  plants 
and  gardens  and  sports  gear,  the 
Chase  report  says.  And  why  has  home 
become  the  favorite  playground? 
"The  major  reason  for  the  recovery  in 
leisure  spending  is  the  massive  demo- 
graphic shift  taking  place  in  Ameri- 
can households,"  Shaber  thinks. 
"They  are  becoming  smaller,  older 
and  richer."  The  growth  in  two-in- 
come families,  she  says,  means  more 
spendable  income,  and  the  trend 
toward  fewer  children  means  more 
time  for  grown-ups  to  spend  it. 


Put  Burns  between 
you  and  trouble. 


Burns  Guards  were  at  the 
wedding,  controlling 
traffic  and  parking, 
directing  guests,  and 
protecting  the  newlyweds' 
valuable  gifts.  Our  guards 
perform  a  wide  variety  of 
essential  protective  services 
in  shopping  malls,  banks, 
high-  rise  office  buildings, 
industrial  facilities,  airports, 
sports  arenas,  convention 
^   centers  and  nuclear 
power  plants. 


Accident  or  arson? 
LBurns  professional 
agents  perform  many 
investigations  services 
including  confirmation  of 
insurance  claims,  pre- 
employment  screening 
and  credit  checks,  as  well 
as  undercover  operations 
against  theft,  industrial 
espionage  and  m-plant 
narcotics  use  or  sale. 


B 


urns  Integrated 
Systems  designs, 


installs  and  maintains 
electronic  security 
systems.  Call  on  us  for 
custom-designed  access 
control,  intrusion,  fire, 
alarm,  audio-visual  or 
energy  management 
systems. 


I 


ndustnal  pilferage  alone  now  costs  business  over 
$12  billion  annually.  Burns  will  analyze  your  needs 
and  provide  a  custom  designed  combination 
of  investigations  services,  electronic  equip- 
ment and  uniformed 
guards  to  protect 
your  organization 
and  its  assets. 


We  protect 
your  people, 
your  property, 
your  profits. 


©1981,  Burns  International  Security  Services. 


Wfjpp,  Don't  wait 
Jk  JKubafor  trouble 
to  strike.  Send  for  our 
helpful  booklet, 
"Protecting  people, 
property  and  profits." 
Burns  International 
Security  Services,  Inc. 
P.O.  Box  10934,Chicago, 
Illinois  60610 
Mail  this  coupon  today. 


Name 


Title 


Company 


Address 


City 


State 


Zip 


Telephone  Area  Code  (  ) 


'  For  faster  action  call  toll  free-free  800-621-1776  Illinois  312-951-7692  1009B-3 
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SNUGGLE 
DOWN 

FOR 
A  GOOD 
NIGHT'S 
SLEEP 
IN 

NEW  YORK. 

AND 
WAKE  UP  IN 
LONDON. 


Air-  India's  throwing  a  slumber 
party.  Every  time  we  lift  off  for 
London.  Or  India. 

Because  now  every  Air- India 
First  Class  seat  is  a  Slumberette. 
Once  on  board  you  can  tilt  your 
Slumberette  back  (in  fact,  way 
back). 

A  hostess  will  fluff  your  pillow. 
Tuck  a  downy  blanket  around  you. 
And  in  40  winks  you're  in  London. 
(It  takes  80  to  get  to  India.) 

Of  course,  when  you  aren't  sleep- 
ing, we'll  lavish  you  with  service. 

Excellent  food,  chilled  cham- 
pagne, caviar,  music  and  movies. 

You  can  RSVP  with  your  travel 
agent.  But  do  it  soon. 

Because  space  at  every  slumber 
party  is  limited  to  16  people.  (That's 
all  the  seats  we  have  in  our  First 
Class  cabin  which  means  you  have 
plenty  of  room.  Twice  as  much 
room  as  some  other  First  Classes, 
in  fact.) 

You  probably  never  dreamt 
flying  could  be  so  comfortable. 


THE  AIRLINE  THAT'S  DIFFERENT. 
AND  BETTER. 

400  Park  Ave..  New  York.  N.Y.  10022. 
Toll-free  numbers:  Continental  U.S.  800-223-777K: 
N.Y.  State:  800-442-8115:  in  N.Y.  City:  (212)  751-6200 

AIR-INDIA  SALUTES 
"MANIFESTATIONS  OF  INDIA" 
A  nationwide  presentation  of  Indian  culture 

Manifestations  of  Shiva 
2.000  years  of  Hindu  artistic  expression  at 
Seattle  Art  Museum.  Seattle 
Nov.  25  to  Jan.  31 


Follow^Through 


Billions  for  sale 

John  D.  MacArthur  built  Bankers  Life 
&  Casualty  from  a  $2,500  Depression- 
year  investment  into  a  billion-dollar 
giant  and  in  1978  died  and  left  it  all  to 
a  new  foundation  (Forbes,  June  11, 
1979)-  After  some  initial  infighting, 
the  MacArthur  Foundation  got  its  act 
together,  and  John's  only  son,  Rod,  a 
board  member,  realized  his  Medici- 
style  dream  this  year  when  he  handed 
out  no-strings,  five-year  grants  of 
$24,000  to  $60,000  annually  to  21  as- 
sorted poets  and  pundits  (Follow- 
Through,  July  20).  Now  MacArthur  and 
the  foundation's  board  have  taken 
their  most  momentous  step,  putting 
up  for  sale  all  the  assets  willed  to  it  by 
the  founding  father. 

There  was  no  choice.  In  1969  Con- 
gress decreed  that  no  tax-free  founda- 
tion could  own  more  than  20%  of  an 
"active  business  enterprise"  and  gave 
until  December  1983  to  comply.  Most 
of  the  giveaway  giants  won  exten- 
sions (some  up  to  25  years),  but  the 
MacArthur  Foundation,  because  it 
was  formed  after  the  act  took  effect, 
gets  no  leeway.  So  planning  began  two 
years  ago,  when  Warburg  Paribus 
Becker,  the  investment  bankers,  were 
called  in.  (Later,  Lazard  Freres  was 
added.)  By  the  end  of  1980  the  course 
was  set,  and  by  this  July,  Gaylord 
Freeman,  the  former  chairman  of  the 
First  National  Bank  of  Chicago  who 
heads  the  foundation's  finance  com- 
mittee, was  ready.  David  Murdoch,  a 
12-year  Warburg  veteran,  has  become 
the  day-to-day  executive  for  the  dives- 


titure. In  mid-August  the  bankers  an 
nounced  in  newspaper  ads  that  Bank 
ers  Life  was  on  the  block,  preferabH 
to  a  single  buyer. 

Why  the  package  deal?  "If  we  finq 
one  buyer,"  Murdoch  explains,  "ij 
simplifies  the  process."  Potential  buyi 
ers  will  get  a  brochure  cataloging  sucrj 
riches  as  85,000  acres  of  choice  Florida 
real  estate,  an  address  book  of  officii 
buildings  in  New  York  and  Chicagtj 
and,  of  course,  the  Bankers  Life  insur- 
ance business. 

The  sale  will  be  no  handshake. 
"Even  if  we  had  a  buyer  tomorrow," 
Murdoch  says,  "it  will  take  12  to  8 
months."  And  if  the  buyer  doesn't 
appear?  The  foundation  will  then  con- 
sider selling  off  the  assets  piecemeal 
and,  perhaps,  keeping  the  20%  the 
law  allows.  Divestiture,  in  either 
form,  should  bring  $1  billion  to  $2 
billion  that,  Gaylord  Freeman  says, 
"will  enable  us  to  substantially  in- 
crease our  grant  programs."  And  who 
can  deny  that? 

Horse  fever 

With  untried  Thoroughbred  yearlings 
commanding  prices  of  more  than  $1 
million,  the  horse-breeding  business 
was  "racing  toward  a  fall,"  Forbes 
decided  early  this  year  (Mar.  30).  The 
tax-shelter  fever  that  was  overheating 
prices  in  the  auction  rooms  reminded 
Forbes  of  the  tulip-bulb  frenzy  that 
bankrupted  17th-century  Europe. 
Even  as  astute  and  optimistic  a  horse- 
man as  John  Finney,  whose  firm  has 
made  millions  running  horse  aUc- 


A  sou  of  Northern  Dancer  clicks  off  a  new  seven-ftgure  record 
Will  the  balloon  come  down?  Will  the  tulips  come  up? 
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MVESTINACO 
HTH  GROWTH  POTENTIAL 


IThe  Toshiba  BD-7501  dry  plam- 
•  paper  copier  starts  out  as  a  perfect 
medium-sized  copier. 

It  turns  out  high-quality 
copies  on  virtually  any  kind  of 
paper,  at  a  rate  of  25  per  minute. 

Copies  that  are  monitored  by 
microprocessor  control.  And 
reproduced  on  a  seleneum  drum. 
Copies  that  can  be  made  any  size,  from  statement  to  legal,  thanks 
to  our  600-sheet-capacity  dual  cassettes. 

2 And  then  your  investment  can 
•  grow  right  before  your  eyes. 
When  you  add  our  op- 
tional document  feeder,  you  can 
make  copies  even  faster.  Because  it 
eliminates  the  bother  of  lifting 
the  cover  every  time  you  want  a  copy. 

And  the  less  time  you  spend 
copying,  the  more  time  you  can  invest 
in  your  business. 

3 Now,  to  achieve  maximum  growth,  just  add  our  optional  10-bm  sorter. 
•  For  fast,  automatic  sorting  and  collating,  we  stack  up  against  anyone. 
And  to  help  you  grow  by  making  copies  smaller,  there's  our  BD-7511.  It 
includes  all  the  features  of  our  BD-7501,  plus  reduction  capability 

But  no  matter  which  Toshiba  copier  you  choose,  there's  one  thing 

you  can  be  sure  of.  Your  business  won't 
outgrow  your  copier. 


I  want  to  make  a  smart  investment 
'lease  send  me  more  information  on  the 
Toshiba  RD-7500  series  copiers 

FOR-9/28 


COMPANY  NAME  . 


AREA  CODE  PHONE. 


TOSHIBA 

Toshiba  America.  Inc ,  Business  Equipment  Division, 
2441  Michelle  Drive, Tustin.  CA  92680,  Phone  714/730-5000 


TCHAIKOVSKY'S  TIMEPIECE 
WASAPATEK  PHILIPPE. 

It  can  be  seen  in  the  Patek  Philippe  historic  antique  collection 
The  Golden  Ellipse  and  other  classic  styles  from  the  current  / — 
collection  can  be  seen  in  our  latest  brochure,  on  request:  pEfiJKL 
Suite  629FB,  10  Rockefeller  Piaza,  New  York,  New  York  10020  \  -  


Indian  Scout  on  Horse 

by  Charles  H.  Humphriss 

Chief  Wolfrobe 

by  Carl  Kauba 


17"  inches  high  including  base 

Cast  full  size  to  our  rigid  specifications. 
Limited  editions  of  1,000  each. 
Offering  price  $1,000  and  $2,000  respectively. 
For  further  information  on  these  and  other 
fine  bronzes  —  Remington,  Russel,  Kauba, 
Humphriss  and  Baldxvin  contact: 

Americana 


house  of  fine  oris.  ltd. 

One  Bunker  Hill 

607  West  Fifth  Street 

Los  Angeles.  California  90017 

Telephone:  SD0-421-8033  213-623-1083 


-1  I  inches  high  including  base 


Follow-Through 

turns,  admitted  to  a  nagging  worry.  "D 
have  a  recurring  dream,"  he  said.  "I'm 
up  on  the  hlock,  and  what  I'm  selling 
isn't  horses,  it's  tulips." 

Finney  has  another  metaphor,  how- 
ever. "If  you  ask  me  when  the  balloon 
will  burst,"  he  says,  "I  say  that  if  it  is 
a  balloon,  it's  a  cast-iron  one  and  I 
wouldn't  want  to  kick  it."  The  bal- 
loon has  kept  soaring.  At  Kentucky's 
Keeneland  sales  this  July,  the  prices 
paid  for  yearlings  eclipsed  those  of  the 
January  auctions.  One  son  of  North- 
ern Dancer,  the  hottest  sire  in  racing, 
drew  a  top  bid  of  $3.5  million  and 
another  of  the  Dancer's  get  brought 
$3.2  million. 

The  heat  subsided  a  little  at  the 
Saratoga  yearling  sales  last  month,  but 
not  by  much.  The  top  price  there  was 
what  now  seems  a  modest  $1.2  mil- 
lion. The  same  heavy  hitters  who  had 
produced  the  astronomical  prices  of 
last  July  in  Keeneland  were  out  in 
strength  at  Saratoga,  but  Northern 
Dancer's  progeny  were  not.  Only  one 
Dancer  colt  was  on  the  block  and  he 
failed  to  make  his  million-dollar  re- 
serve price.  Nonetheless,  the  trend 
was  unmistakable.  The  average  price 
at  Saratoga  was  44%  above  last  year's, 
and  the  form  was  the  same  around  the 
circuit — up  51%  in  Delmar,  Calif.,  5% 
in  New  Orleans,  90%  in  Vancouver, 
B.C.  and  45%  in  Calgary. 

Where  will  it  end:  Obviously,  Dun 
&  Bradstreet  has  replaced  the  stud 
book  in  the  sport  of  kings.  John  Fin- 
ney may  still  have  his  recurring  dream 
("I've  been  dreaming  about  tulips  a 
long  time,"  he  says)  but,  switching  to 
his  other  metaphor,  he  still  sees  the 
balloon  on  the  rise.  The  main  point, 
perhaps,  is  that  the  high  rollers  throw- 
ing their  megabucks  into  the  manger 
are  foreigners,  who  couldn't  care  less 
about  tax  shelters.  (Finney  says 
American  liorse  breeders  have  be- 
come "balance  of  payments  heroes.") 
Bunker  Hunt  stressed  the  same  factor. 
British  betting-pool  operator  Robert 
Sangster,  who  bid  that  $3.5  million 
for  a  colt  at  Keeneland,  Hunt  pointed 
out  to  77ie  Blood-Horse ,  the  breeder's 
bible,  "doesn't  pay  any  taxes  on  the 
Isle  of  Man"  and  Stavros  Niarchos, 
the  Greek  tanker  king  and  horse  fan- 
cier, "doesn't  have  to  worry  much 
about  taxes  in  the  Mediterranean."  As 
for  the  Arabs  (who  have  built  their 
own  horse  farm  at  Keeneland),  Hunt 
says  they  "think  taxes  are  something 
someone  else  is  supposed  to  pay." 

Significantly,  Bunker  Hunt  bought 
nothing  at  this  year's  yearling  sales. 
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NW  IDOKS  AT  THE  LDNG  HAUL. 


Why  We're  Able  TO  Approach 
Rjture  At  Full  throttle 


■ 


About  ten  years  ago,  NW  man- 
agement took  time  out  to  train  a 
hard,  practical  look  at  the  years 
ahead. To  plan  lor  the  long  haul. 

We  made  a  long-term  commit- 
ment to  our  employees,  our  cus- 
tomers and  our  stockholders.  We 
were  determined  to  stay  on  track 
in  pursuit  of  our  objectives,  and 
not  let  quarter-by-quarter  results 
influence  us. 

What  has  happened  since  we 
came  to  that  decision? 

In  a  period  when  traffic  was  on 
the  decline,  our  working  capital 
spiraled  upwards— by  300%. 

We've  chopped  our  long-term 
debt  in  half -by  49%,  to  be  exact. 
We've  generated  a  gratifying  cash 
flow  which  enabled  us  to  modern- 
ize our  plant  and  equipment. 


As  for  traffic,  coal  has  always 
been  our  bellwether.  Last  year  we 
handled  more  than  86  million 
tons— with  revenues  rising  22.5%. 
And  we've  surpassed  ourselves  in 
meeting  the  growing  overseas 
demands  for  coal. The  years  ahead 
will  find  us  superbly  equipped  to 
handle  domestic  and  foreign  coal 
requirements. 

As  a  company  we've  never 
been  stronger.  And  to  add  to  our 
strength,  our  plan  to  consolidate 
with  Southern  Railway  will  pro- 
duce a  rail  network  partnership  of 
18,000  miles,  a  boon  to  all  shippers 
who  demand  reliability  and 
responsibility  from  the  railroads 
they  put  their  trust  in. 

Norfolk  and  Western  employ- 
ees share  the  enthusiasm  of  man- 
agement for  the  future.  And  they 


have  shown  it  in  ways  that  would 
make  any  corporation  proud. 

At  NW,  employee  productivity 
has  risen  by  59%.  Kailyard  pro- 
ductivity more  than  matched  it 
with  a  rise  of  60%.  And  hopper- 
car  productivity  gained  28%.  Last 
year  we  brought  almost  15%  of  our 
revenues  down  to  the  bottom  line 
—the  best  record  of  any  major 
railroad. 

Increased  profits,  increased 
productivity,  improved  plant  and 
rolling  stock,  opport unities  for 
growth.  Small  wonder  we're  con- 
fidently highballing  into  the 
future. 

For  more  information,  contact 
John  P.  Fishwick,  Chairman  and  CEO, 
NW,  Roanoke, 
VA  24042 
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Readers  Say 


Forbes 

Classified 

appears  in 
the  first  issue 
of  every  month 

Look  for  it  in 
the  upcoming 
issue. 

For  rates  and  other 
information  on 
FORBES  CLASSIFIED 
call 

Linda  Loren 
(212)  620-2440 

Forbes: 
Capitalist 
Tool 


CHANGE  OF  ADDRESS 

If  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming. 
Enter  your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on 
this  form  and  check  the  subscription 
you  prefer.  □  1  year  $30  □  3  years  $60 
(the  equivalent  of  one  year  free).  Canadi- 
an orders,  add  $5  a  year.  Orders  for  other 
countries  add  $18  a  year. 

Subscription  Service  Manager 
Forbes,  60  Firth  Avenue 
New  York,  N.Y.  10011 


ATTACH  MAGAZINE  MAILING  LABEL 
OR  WRITE  SUBSCRIBER  NUMBER  HERE 
(see  above  name  on  label) 


Name  (please  print ) 


New  Addre^ 


City 


Zip 


Dj.tL-  of  Address  Change 


F3820 


Some  assumption 

Sir:  Re  Ben  Weberman's  portrayal  of 
the  risks  of  investing  in  money  funds 
(Aug.  17).  There  has  never  been  a  de- 
fault by  the  issuer  of  negotiable  time 
certificates  of  deposit  (which  consti- 
tute the  bulk  of  money  fund  assets). 
Even  all  of  Franklin  National  Bank's 
CD  holders  were  repaid.  The  practical 
effect  on  our  system  of  federal  deposit 
insurance  has  been — and  will  contin- 
ue to  be — the  protection  of  all  deposi- 
tors, not  only  small  depositors. 
—Hilary  B.  Miller 
A  fat  icigit  ig  Director, 
William  D.  Witter,  Inc. 
New  York,  NY 

Each  deposit  is  insured  uj)  to 
$100,000,  period.  Js  it  wise  to  assume  the 
FDIC  and  the  FSLIC  will  always  bail  out 
larger  deposits.'' —  Ed . 


Did  the  directors  know? 

Sir:  Re  your  Follow-Through  article 
on  Exxon's  black  box  and  its  energy- 
saving  claims  ("Exxon's  electricity," 
Aug.  31  )■  Anyone  with  rudimentary 
electrical  knowledge  or  experience 
would  (and  probably  did)  recognize 
the  whole  thing  as  a  sham.  Your  arti- 
cle even  states  "the  .  .  .  trustbusters 
laughed  at  the  claim."  Surely,  some  of 
the  Exxon  directors  must  have  recog- 
nized the  reality  of  the  situation.  This 
premise  leads  to  the  attribution  of 
motives  other  than  saving  energy. 
— Paul  E.  Atkinson 
Philadelphia,  Penna. 


Greenlining  inner  cities 

Sir:  While  I  appreciated  the  reference 
to  Control  Data  and  City  Venture 
(Fact  and  Comment,  Aug  31),  it  was 
also  good  that  you  gave  the  Kemp- 
Garcia  bill  [a  package  of  incentives  to 
attract  new  small  businesses  and  to 
expand  old  zones  in  decaying  inner 
cities]  a  boost. 
—William  C.  Norris 
Chairman  and  CEO. 
Control  Data  Corp. 
Mint  leapolis.  Minn. 


Voters  will  teach  Congress 

Sir:  I  recently  came  across  a  reprint  of 
"Memo  to  President  Carter:  Inflation 
Is  Now  Too  Serious  A  Matter  To 
Leave  To  The  Economists"  (Nov.  15. 


1976)  and  now  have  a  much  bette| 
understanding  and  appreciation  o] 
what  the  Reagan  Administration  i 
trying  to  accomplish. 

Obviously,  President  Carter  did  no 
understand  why  the  price  of  bean 
went  up  (taxes)  and  therefore  he  is  n< 
longer  in  office.  You  should  title  thi 
reprint  "Memo  to  Congress."  It  l 
hoped  that  our  congressmen  will  ge 
the  message,  or  they  too  will  be  vote< 
out  of  office. 
— Gil  C.  Mucher 
Atlanta,  Ga. 


Depends  where  you're  at 

Sir:  Alan  Lerner  ("The  pain  of  les! 
inflation,"  Aug  31)  says  that,  "I; 
you're  in  a  [money  market]  fund  get 
ting  a  16%  return,  while  inflation  i; 
10%  or  less,  you're  in  a  hell  of  a  gooc 
shape."  It  depends  on  your  tax  brack 
et.  A  single  taxpayer  who  reports  a  nel 
annual  income  of  only  $28,800  a  yeai 
is  in  the  44%  incremental  tax  brackei 
and  nets  only  8.96%  on  the  16%  rej 
turn  to  offset  10%  inflation. 
— C.H.  Glover  Jr. 
Bryan,  Tex. 


She  means  what  she  says 

Sir:  You  have  an  eagle  eye.  That  com4 
ment  ("Any  job  is  meaningful  if  you! 
need  money.  ..."  Other  Comments,. 
Aug.  31)  was  buried  in  a  long,  long 
article,  but  I  mean  every  word  of  it.  1 
take  it  you  approve,  and  I'm  happy. 
—Millicent  Fen  wick  (R-NJ.) 
House  of  Representatii  'es 
Washington,  D  C 


Freedom  of  choice 

Sir:  Tuition  tax  credits  (Taxing  Mat- 
ters, Aug.  3)  make  it  possible  for  morel 
parents  to  exercise  freedom  of  choice 
in  education  without  going  into  hock. 
Or  have  freedom  of  religion  and  free- 
dom of  choice  in  education  become 
mutually  exclusive  freedoms? 
— Brother  Donnan  Berry,  S.C. 
Development  Director, 
Catholic  High  School 
Baton  Rouge,  La. 


First  photo 

Sir:  The  author  of  one  of  the  photo- 
graph books  you  reviewed  (Fact  at  id 
Comment,  Aug  3D  was  quoted  as  say- 
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E.E  Hutton  on  investing 


If  you're  asking  yourself 
these  questions,  maybe 
you  should  be  asking  us. 


How  do  I  get  the  money 
for  my  kid's  college? 

Do  I  have  the  nerves 
to  trade  commodities? 

What  stocks  and  bonds  will 
keep  me  ahead  of  inflation? 

Am  I  too  old 
for  annuities? 


How  do  I  make  sure  my 
income  doesn't  stop  when 
I  stop  working? 


)day,  the  questions  are  get- 
ng  tougher  and  the  answers 
iore  urgent. 

Yesterday's  simple  solutions 
)  longer  seem  to  fit  today's 
>mplex  problems. 

But  E.F.  Hutton  may  be 
)le  to  help.  In  fact,  we've  been 
iccessfully  helping  investors 
ith  their  questions  since  1904. 

For  starters  we  recom- 
end  you  send  for  our  free  and 
formative  "Investment  Objec- 
ts" booklet. 

Better  yet,  let  us  give  you 
e  answers  in  person.  In  a  face- 
-face  financial  consultation. 

Use  the  coupon  or  simply 
ill,  toll-free,  day  or  night,  7 
tys  a  week: 

800-228-2626 

(In  Nebraska,  call  800-642-8777) 


What  is  the  best  way 
to  save  on  taxes? 
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Talk  to  E.E  Hutton. 
Face  to  face. 


MFBS9281 RE33 

□  Yes,  I'd  like  the  answers. 
Please  send  me  your 
informative  "Investment 
Objectives"  booklet. 

□  Please  arrange  for  a  face- 
to-face  meeting  with  an 
E.F.  Hutton  Account 
Executive. 


Name 

Address 

City 

State 

Zip 

Business  Phone 

Home  Phone 

My  E.  F.  Hutton  Account  Number  is: 
□  I  do  not  have  an  E.F.  Hutton  Account. 


Lr 


Hutton 


F.  Hutton  &  Company  Inc. 
E.F.  Hutton  Information  Center 
P.O.Box  10318 
Des  Moines,  Iowa  50306 
When  E.  F  Hutton  talks,  people  listen. 


HOW  10  MOVE  YOUR 
COMPANY  TO  WASHINGTON 
WITHOUT  MAKING  A 
FEDERAL  CASE  OUT  Of  IT. 

Whether  your  company  deals  directly 
with  the  federal  government  or  not,  there 
are  enormous  benefits  to  locating  near 
Washington. 

Mail  us  this  coupon,  and  we'll  tell 
you  what  they  are  and  how  you  can 
take  advantage  of  them  by  moving 
to  Fairfax  County,  Virginia. 


Name. 
Title. 


Company, 
Address  _ 


. Phone . 


City. 


_  State. 


_Zip_ 


Inquire  in  confidence  to:  Mr.  David  Edwards.  Executive  Director,  Fairfax  County  Economic  Development 
Authority,  8330  Old  Courthouse  Rd.,  Suite  800,  Tysons  Comer, Vienna, Virginia  22180  Phone  (703)  790-0600. 


FAIRFAX  COUNTY,  VIRGINIA 


F-107 
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You  can  operate  the  world's  thinnest 
Microcassette  recorder  with  one  hand. 
But  you'll  need  two  to  count  all  its  features. 

The  Panasonic  Microcassette  tape 
recorder  RN-007  has  handfuls  of 
features.  And  yet  it's  less  than  %"  thin. 
Sleight  of  hand?  No,  just  Panasonic 
staying  just  slightly  ahead  of  our  time. 

Singlehandedly,  this  slim  tape 
recorder  lets  you  record.  Play  back. 
Edit.  Cue  and  review.  Lock  the  pause 
button.  All  with  just  one  hand. 

There's  also  two  hours  of  record- 
ing on  a  single  Microcassette  (up  to 
three  hours  on  Panasonic  Angrom  ™ 
tape).  Capstan  drive  for  precise  tape 
speed.  Digital  tape  counter.  A  mike 
with  a  sensitivity  switch  to  eliminate 
background  noise.  Full  Auto-Stop.  An 
AC  adapter  and  optional  car  battery 
adapter.  All  in  the  world's  slimmest 
tape  recorder. 

The  Panasonic  RN-007.  Wait  till  you 
get  your  hand  on  one! 

Microcassette  tape  and  batteries  not  included. 


Panasonic 

just  slightly  ahead  of  our  time. 


Readers  Say 


ing:  "It  did  not  surprise  me  to  learn 
that  [the  famous  pieture  of  the  Iwc( 
Jima  flag-raising)  was  posed." 

That  photo  was  not  the  original 
taken  of  that  historie  event. 

The  first  photo  was  taken  by  Louis 
R.  Lowery,  a  Marine  Corps  photogra- 
pher. A  Marine  lieutenant  had 
brought  a  small  American  flag.  When 
the  2nd  Battalion  commander  saw 
that  the  flag  was  too  small  to  be  seen 
by  the  troops  fighting  below,  he  ob- 
tained a  larger  one.  It  was  the  photo  oj 
the  raising  of  this  second  flag  that  was 
so  widely  published  in  every  maga- 
zine and  newspaper. 
—John  C.  Stewart 
It.  Col.  LEAF  (Ret.), 
Sonoma,  Calif 


Lowery  with  original  picture. 


We'll  host  it  again 

Sir:  We  at  Bretton  Woods  read  with 
much  interest  MSF  Jr.'s  commentary 
on  the  demise  of  the  monetary  sys- 
tem originally  established  at  our  re- 
sort in  1944  (Aug.  31). 

In  our  restoration  program  we  were) 
very  careful  to  keep  intact  the  Gold 
Room,  where  the  treaty  was  signed. 

We  would  again  be  delighted  toj 
make  our  facilities  available,  should 
you  convince  the  current  cast  of  world 
leaders  that  such  a  conference  would 
be  worthwhile. 
— L  Robert  Lieb 
Chairman. 

Bretton  Woods  Resort 
Bretton  Woods,  N.H. 


FORBES,  SEPTEMBER  28,  19811 


m 


Our  growth 

has  made  us  number  1, 

#1  in  Total  Return  to  Investors,  1970-1980, 
1981  FORTUNE  500 

#7  in  Annual  Sales  Growth,  1975-1980, 
1981  FORBES  Annual  Report  on 
American  Industry 

#7  in  Earnings  Per  Share  Growth,  1970-1980, 
for  Companies  Over  $500  Million  in  Sales 
1981  FINANCIAL  WORLD  Growth  Company  Survey 

And  we  intend 
to  continue  that  growth. 

Our  strategy  for  future  growth  is  based  on  substantially 
increasing  our  exploration  programs  to  find  and  develop  new 
reserves  of ... 

CRUDE  OIL 
NATURAL  GAS 
NATURAL  GAS  LIQUIDS 
COAL  AND  MINERALS 


Dorchester  Gas  Corporation 

P.O.  BOX  31049    DALLAS,  TEXAS  75231 


of  years  from  now, 
ey'U  know  this  was  a  society  of  good  taste. 


'With  all  thy  getting  get  understanding' 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


GIVING  KIDS  ALL  THE  SWEETS  THET  CAN  EAT 

sure  as  shooting  makes  'em  sick. 
Apparently,  so  too  the  stock  market. 

THE  CONSUMER  PRICE  INDEX  IS  AN  ERRATIC  INFLATION 

leasure  everyone  agrees,  but  on  the  corrective  no  two  new  house  by  compiling  asking  prices,  when  no  one's 

:em  to.  buying  at  currently  impossible  mortgage  rates,  would  be 

To  have  26%  of  the  CPI  tied  to  home  ownership  is  the  acme  of  whimsy  if  it  didn't  deal  such  a  whammy  to  the 

)surdly  distorting,  since  about  95%  of  the  population  official  rate  of  inflation.  That,  in  turn,  triggers  all  kinds  of 

)n't  buy  a  house  annually.  And  to  determine  the  cost  of  a  disastrous  impacts  on  the  economy. 

THAT  DEFENSE  SPENDING  WILL  HAVE  TO  GROW  BT  LESS 


i  a  result  of  tax  cuts  that  grew  by  more  is  by  no  means 
id. 

In  his  previous  incarnations,  Defense  Secretary  Wein- 
:rger's  reputation  as  Budget  Director  and  as  Secretary  of 
EW  was  that  of  a  very  tough  budget  cutter.  He  was 
fectionately  and/or  unaffectionately  tabbed  "Cap  the 
life." 

As  Defense  Secretary,  he  seems  an  indecisive  wielder  of 
s  old  blade;  his  budget-cutting  knife  has  grown  rusty, 
died. 

Now  Mr.  Weinberger  has  to  hone  his  knife  as  never  before. 


Redirected  and  additional  defense  spending  by  the  Sbillions 
is  a  must.  But  so  is  the  making  of  tough  choices,  the  picking 
of  prime  targets.  Essential  too  are  the  retention  of  skilled 
manpower  and  a  draft  on  a  par  with  advanced  hardware;  an 
affordable,  guardable  MX  delivery  system;  cruise  missiles. 
Excising  innumerable  other  exotics  along  with  obsolescent 
bases,  concepts,  personnel  and  hardware  will  be  as  vital  to 
funding  new  directions  as  the  additional  funds  themselves. 

That  Cap  the  Knife  has  to  cut  the  shopping  list  will  be 
good. 

If  he  is. 


STUDENTS  AND  COLLEGES  ARE  GUILTY  OF  RAPING 


e  federally  financed  college  loan  program,  so  they  have 
:tle  grounds  for  complaint  at  its  projected  curtailment. 
Imagine,  $1.4  billion  in  repayment  of  these  student 
ans  is  overdue.  Apparently  many  (if  not  a  majority)  of  the 
udent  borrowers  reflect  an  attitude  of  indifference  to  the 
ucational  loan,  as  if  it  were  something  due  them  from 
e  government,  not  due  the  government  from  them. 
Colleges  and  universities  are  mighty  on  the  ball  about 


collecting  the  monies  due  them  before  they  parchment 
their  graduates,  but  apparently  they've  been  quite  indiffer- 
ent about  aid  in  collecting  the  repayment  on  their  under- 
graduates' loans  that  are  due  Uncle  Sam. 

Maybe  the  number  and  amount  of  any  such  future  stu- 
dent loans — to  be  made  only  to  the  genuinely  necessi- 
tous— should  be  tied  to  an  institution's  record  of  loan 
repayment  by  its  graduated  recipients. 


IRBES,  SEPTEMBER  28,  1981 


19 


A  HOLE  IN  THE  GROUND  A  SIGN  OF  THE  TIMES 


Three  years  before  Ronald  Rea- 
gan's election  sweep,  deep  in  the 
heart  of  Oklahoma  a  handful  of  be- 
lievers at  Oklahoma  Christian  Col- 
lege decided  that  Walt  Disney  had 
shown  the  way  to  spread  the  Mes- 
sage about  free  enterprise. 

So  they  dreamed  up  Enterprise- 
Square  U.S.A.   and  drummed  up 
most  of  the  estimated  $15  million 
cost.  They've  begun  filling  up  the  hole  (shown  here)  with  a 
complex  that  will  convey — with  exciting,  participatory 


enterprise"  and  "capitalism,"  real 
mean. 

Using  all  the  audio-visual  gizm< 
known  to  the  devotees  of  every  gan 
ing  arcade  from  Las  Vegas  to  Pice 
dilly  Circus  to  Tokyo's  pachink 
parlors,  visitors  will  be  able  to  I 
everything  from  going  into  busine 
for  themselves  to  experiencing  tr| 
Great  Depression  itself. 
The  opening  of  Enterprise  Square  U.S.A.  next  yej 
should  result  in  the  opening  of  minds  and  eyes  of  countle 


clarity — what  those  murky,  oft-murdered  phrases,  "free    thousands  of  Americans. 

LAWYERS,  FEES,  AWARDS  — TOTAL  MADNESS 


There  are  575,000  lawyers  running  wild  in  the  U.S.  (By 
way  of  comparison,  Japan  has  12,000.)  This  year,  for  salary 
starters,  newly  minted  law  school  graduates  in  the  top 
brackets  of  their  class  got  $43,000  from  major  law  firms — 
up  from  last  year's  measly  $38,000. 

To  fill  the  voracious  maws  of  our  legal  eagles — and 
plentiful  sparrows  as  well — the  cost  to  corporations  makes 
spending  for  raw  materials,  factories  and  payrolls  seem 
positively  paltry. 

To  cover  lawyers'  overhead,  which  is  so  frequently  as  big 
as  the  sky  itself,  the  fees  have  to  be  adequate  .  .  .  like 
$10.6  million  for  three  D.C.ers  who  represented  some 
Sioux  Indian  tribes;  and  the  $160,000  for  representing 
Labor  Department  employees  in  winning  a  $30,000  award. 

You'd  think  there  were  few  new  furrows  left  to  plow  for 
suing.  But  never  underestimate  our  575,000.  Recently 


there  was  the  24-year-old  Coloradan  suing  his  parents  f<| 
$350,000  for  "malpractice  of  parenting."  And  the  clas 
action  complaint  seeking  $6  trillion  from  General  Moto: 
for  allegedly  polluting  "all  persons  everywhere  now  ali\i 
and  all  unborn  future  generations." 

When  Massachusetts  Superior  Court's  Chief  Justic 
Walter  McLaughlin  retired  to  join  his  sons'  law  firm,  n 
was  startled  at  the  fees.  "They  are  outrageous.  With  tfc 
cost  of  litigation  these  days,  I  think  clients  would  often  tj 
better  off  if  they  just  met  in  the  halls  and  threw  dio 
Certainly  it  would  be  cheaper." 

Last  year's  legal  fees  totaled  $23.4  billion.  By  compar 
son,  NASA  spent  only  $9  billion  in  1980  on  our  entil 
space  program;  the  U.S.  Postal  Service  had  total  revenue 
of  $19  billion  last  year. 

Berserk. 
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Social  Studies — by  Fran  Lebowitz 
(Random  House,  $9.95).  There's  been 
no  one  in  the  league  with  Fran 
Lebowitz  since  H.L.  Mencken  fire- 
breathed  his  last.  If  surgeons  could 
wield  their  scalpels  with  half  her  skill, 
malpractice  insurance  would  be  un- 
necessary. On  her  polished  spit,  none 
of  the  stoned  or  any  of  the  rest  of  us  are  left  unturned. 

Excerpt:  I  asked  the  real  estate  broker  why  the  refrigerator 
was  in  the  living  room.  The  owner  looked  me  straight  in  the 
eye  and  said,  "Because  it  doesn't  fit  in  the  kitchen.  " 

"True,"  I  conceded,  "hut  that  kitchen  does  fit  in  the 
refrigerator.  Why  don't  you  try  it!" 

Excerpt:  If  you  are  truly  serious  about  preparing  your 
child  for  the  future,  don't  teach  him  to  subtract — teach 
him  to  deduct. 


Sailing:  A  Sailor's  Dictionary — 

by  Henry  Beard  &  Roy  McKie 
(Workman  Publishing  Co., 
$4.95).  This  guffawful  "dictio- 
nary" was  a  wee  giftee  from  Bill 
Buckley  with  a  note  describing  it 
as  "quite  priceless."  As  so  oft  is 
the  case,  Salty  Old  Bill  (abbrevi- 
ated to  S.O.B.  by  some  of  his  critics)  is  right. 


sail'ing(saiing),Ln. 

the  fine  art  of  getting  wet 
and  becoming  ill  while 
slowly  going  nowhere  at 
great  expense. 


A  DICTIONARY  FOR  LAN  DLL  RBEF  3 
^  ARMCHAIR  OUFTHSI 
•  BY  HENRY  BEAF  I  -  ■ 


Excerpts:  Abandon.  I.  Wild  state  in  which  a  sailor  ac 
quires  a  boat.  2.  Wild  state  in  which  a  sailor  relinquishe 
a  boat.  .  .  .  Flashlight.  Tubular  metal  container  used  o. 
shipboard  for  storing  dead  batteries  prior  to  their  dispo. 
al.  .  .  .  Flotsam.  Anything  floating  in  the  water  fror. 
which  there  is  no  response  when  an  offer  of  a  cocktail  l 
made.  .  .  .  Seabag.  1.  Canvas  sack  in  which  a  sailor's  gea 
is  carried.  2.  Aging  mermaid. 
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WIFEOUT 

After  Anthony  Grosso,  a  prominent  operator  of  an  illegal    court  said  that  while  she  was  aware  her  husband  was  a 
numbers  lottery,  was  caught  and  convicted,  the  IRS    gambler,  she  signed  their  joint  tax  return  in  good  faith, 
demanded  that  his  wife,  Angela,  pony  up  the  unpaid    believing  it  reported  the  Grosso  income. 
Lncome  tax  on  Anthony's  huge  illegal  income.  Though       I  think  anyone  familiar  with  Italian  family  traditions 


they  had  filed  a  joint  income  regular  return,  her  husband 
maintained  Angela  knew  nothing  of  the  unreported  sums: 
'Well,  you  see,  under  the  Italian  custom,  we  have  a  way  of 
lot  telling  our  wives  anything,"  Grosso  explained.  "We 
ion't  want  to  hurt  them,  we  don't  want  to  cheapen  them." 

The- Tax  Court  rejected  the  IRS  argument  that  Angela 
<new  about  her  husband's  numbers  racket  "take."  The 


would  agree  with  the  Tax  Court  that  no  matter  what  the 
husband's  occupation  or  income  (illegal  or  not),  no  matter 
the  volume  or  vehemence  of  disagreement  that  may  go  on 
sometimes  within  the  home,  Italians  certainly  do  put 
wives  and  mothers  on  a  pedestal  outside  and  to  outsiders, 
as  well  as  in  heart  and  by  custom.  Mr.  Grosso  put  it 
succinctly — and  the  court  agreed. 


SO  SICK  IT  SANK 


Taste  is  many  different  things  to  many 
iifferent  people.  It's  most  rare  when  virtual- 
y  all  agree  on  what's  good  or  what's  bad. 
3ne  era's  In-taste  is  the  stuff  of  attics  for 
:he  next — and  often  emerges  as  "camp"  to  a 
ater  era. 

If  anyone  had  the  space  and  patience  to 
nit  away  rather  than  throw  away  outmoded 

GOOD  INTENTIONS 

are  no  substitute  for  good  results. 


things,  his  progeny  at  some  point  could  be 
certain  of  at  least  a  successful  flea-market 
future. 

Here,  however,  is  the  epitome  of  taste- 
lessness,  something  with  no  saving  grace 
even  in  a  time  when  sick  humor  has  some 
audience.  Understandable  indignation  put 
this  item  on  ice. 

CHARGING 

beats  retreating. 


By  M.S.  Forbes  Jr. 


Whacking  another  $10  billion  or 
$20  billion  off  next  year's  budget 
isn't  going  to  cure  what  ails  this 
market — at  least  not  for  very  long. 

The  problem  is  not  merely  the 
deficit,  which  in  relation  to  the  size 
of  the  economy  is  relatively  small. 
Japan,  for  instance,  routinely  runs 
government  deficits  four  times  our 
own.  So  do  the  Germans.  Our  short- 
fall comes  to  about  2%  of  gross  na- 
tional product,  hardly  enough  to 
cause  the  turmoil  that  afflicts  Wall 
Street. 

A  far  bigger  villain  is  the  numer- 
ous "off-budget"  programs  and 
agencies  that  Reagan  and  Congress, 
for  the  most  part,  have  barely  laid  a 
hand  on.  It  is  these  that  make  Uncle 
Sam's  presence  in  our  capital  mar- 
kets so  awesome. 

This  year,  for  example,  in  addi- 
tion to  financing  the  deficit  of  $55 
billion,  the  Treasury  is  also  raising 
another  $24  billion  for  the  likes  of 
the  Rural  Electrification  Adminis- 
tration, the  Tennessee  Valley  Au- 
thority, the  Farmers  Home  Admin- 
istration and  various  other  agencies. 


THE  REAL  D.C.  VILLAIN 

The  borrowings  of  these  entities 
don't  show  up  in  the  budget,  but 
they  sure  as  heck  have  an  impact  on 
the  bond  markets. 

And  that's  just  for  starters. 

Several  years  ago  Congress  per- 
ceived the  growing  sensitivity  of 
the  electorate  to  spiraling  spending. 
So  these  representatives  did  what 
you  would  expect  them  to  do — they 
shuffled  more  and  more  of  their  lar- 
gess off  the  official  books  through 
gimmicks  like  loan  guarantees. 

Chrysler  is  a  well-publicized  ex- 
ample. Of  this  billion-dollar-plus 
bailout,  not  a  penny  showed  up  in 
the  budget. 

In  1978  the  federal  government 
added  $14  billion  to  its  array  of  loan 
guarantees  for  mortgages,  "rural  im- 
provements," student  loans  and  the 
like.  This  year  it  will  add  $50  billion 
and  next  year  the  number  is  slated 
to  go  even  higher. 

As  if  all  this  were  not  enough, 
there  are  many  other  independent 
or  quasi-govemment  agencies,  such 
as  the  Federal  Home  Loan  Mortgage 
Corp.  and  the  Farm  Credit  Admin- 
istration. Together,  such  organiza- 
tions borrowed  $18  billion  this  fis- 


cal year  and  are  expected  to  soak  up 
at  least  $25  billion  in  fiscal  1982. 

One  way  or  another,  the  govern- 
ment will  hit  the  capital  markets 
this  year  for  $150  billion.  That's  al- 
most 40%  of  total  credit  market 
demand,  twice  the  proportion  of 
three  years  ago.  Of  that  $150  billion, 
only  about  one-third  goes  for  financ- 
ing the  budget  deficit. 

Earlier  this  year  the  Administra- 
tion did  propose  hefty  cutbacks  on 
what  is  called  "the  credit  budget," 
which  includes  all  direct  and  guar- 
anteed loans.  But  Congress  would 
have  little  of  it;  the  bulk  of  the  re- 
ductions were  restored. 

Under  current  law,  the  credit  bud- 
get doesn't  come  under  the  Con- 
gressional Budget  Act,  which  makes 
it  possible  to  set  firm  spending  ceil- 
ings that  Congress  must  then  live 
under.  It  was  the  forceful  use  of  this 
act  that  enabled  Reagan  to  achieve 
his  spending  victories. 

As  a  result,  Washington's  pres- 
ence in  the  bond  market  remains 
heavy.  The  Administration  prom- 
ises it  will  try  harder  next  year  to 
curb  this  off-budget  borrowing. 

It  had  better. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editor  s  mind. -MSI- 


More  Reliable  Index 

The  most  reliable  measure  of  infla- 
tion is  not  the  Consumer  Price  Index, 
where  housing  costs  flaw  the  entire 
calculation.  It  is  the  gross  domestic 
product  deflator,  which  measures  the 
price  of  everything  produced.  In  the 
April-June  quarter  this  rose  by  only  an 
annual  6%,  and  that  has  been  the  rate 
for  most  of  this  year. 

— New  York  Post 


Lucid  Self-Interest 

The  intervention  of  intellectuals  in 
[French]  political  life  is  legitimised  by 
the  assumption  that  their  quota  of 
lucidity  is  greater  than  the  average 
man's;  but  surely  experience  has 
shown  that  intellectuals  are  distin- 
guished mainly  by  the  argumentative 
power  they  can  bring  to  bear  in  fa- 
vour of  their  personal  preferences, 
rather  than  by  the  correctness  of 
those  preferences. 

— Jean-Franqois  Revel,  Encounter 

Q&A 

Q:  Aren't  the  billions  of  dollars 
banks  such  as  yours  put  up  to  finance 
mergers  nonproductive? 

A:  I  want  to  question  that.  What 
happens  when  a  company  gets 
bought  out?  1)  You  may  accelerate 
tax  revenue  because  you  often  have 
realized  a  capital  gain  and  some- 
body's got  to  pay  the  tax.  2)  What 
do  you  do  with  the  money  after  you 
get  paid  out?  Most  people  reinvest 
it.  A  lot  of  that  money  gets  taken 
out  of  the  less  productive  and  put 
into  the  more  productive.  A  lot  of 
new  companies  benefit.  You  create 
capital,  if  you  will.  Nothing  says 
that  because  Conoco  gets  bought, 
partially  for  cash,  that  that  money 
gets  frittered  away.  In  fact,  it's  quite 
the  opposite. 

— Willard  C.  Butcher, 
CEO,  Chase  Manhattan, 
in  U.S.  News  eO  World  Report 

In  the  Press  He  Trusted 

Harry  Truman,  the  lovable  old  coot 
who  ran  the  Spirit  Lake  Lodge  on 
Mount  St.  Helens,  became  a  media 
star  during  the  preemption  festivities, 
telling  reporters  cantankerously  that 
the  mountain  wouldn't  blow  and  that 
he  wouldn't  leave  if  it  did.  Well,  the 


reporters  took  him  at  his  word,  and  of 
course  he  died.  Now  we  read  in  a  new 
book,  Truman  of  St.  Helens,  that  Har- 
ry expected  the  press  to  save  him. 
"Truman  could  just  see  a  helicopter 
swooping  in  to  rescue  him  at  the  first 
report  of  any  lava,"  writes  Shirley  Ro- 
sen, a  relative  of  Truman's. 

There  are  probably  some  lessons 
here,  only  one  of  which  is  to  never 
trust  a  reporter. 

— Outside 

Courage  Not  Gunproof 

In  Rommel's  War  in  Africa,  author 
Wolf  Heckmann  demonstrates  that 
neither  courage  nor  tactics  could 
make  up  for  tanks  that  were  too  slow, 
tanks  that  lacked  adequate  armor, 
tanks  with  small  guns,  and  the  ab- 
sence of  decent  antitank  weapons. 

— New  Yorker 

Three-Card  Monte,  Anyone? 

You  get  no  points  for  good  faith  in  a 
game  of  dirty  poker. 

— Gita  Mehta,  Karma  Cola 

Lawful  Exhaustion 

Of  all  the  gross  and  unjustified 
wastes  of  time  and  resources  in  this 
economy,  "discovery"  [in  law  suits] 
has  got  to  be  a  prizewinner.  Each  par- 
ty to  a  litigation  is  allowed  to  "discov- 
er" the  necessary  documents,  draw- 
ings and  witnesses  it  needs  to  make 
its  case  and  to  find  out  what  the  other 


party  intends  to  use  at  trial.  So  man 
questions  are  asked,  so  many  docij 
ments  demanded,  so  many  prospec 
tive  witnesses  interviewed  for  9; 
many  days  that  the  purpose  become 
not  to  "discover"  but  to  wear  dow 
the  other  side  and  to  create  heaV 
economic  costs. 

— John  H.  Lehner 
When  in  Doubt,  Su$ 


I've     played  everything- 

baseball,  football,  basket 

ball.  I  still  swim  a  mile  c 

day.    That's    why    I  can' 

walk. 

—Senator  Barry  Goldwate 


Making  Allowances 

Smoking  is,  as  far  as  I  am  con 
cerned,  the  entire  point  of  being  a| 
adult.  Many  people  find  smoking  ob 
jectionable.  I  myself  find  many — eve) 
most — things  objectionable.  I  do  no 
like  aftershave  lotion,  adults  who  roll 
er-skate,  children  who  speak  French 
or  anyone  who  is  unduly  tan.  I  do  not 
however,  go  around  enacting  legisla 
tion  and  putting  up  signs. 

— Fran  Lebowitz,  Social  Studie 

Aching  Back  Epidemic 

A  bus  carrying  five  passengers  wa 
hit  by  a  car  at  the  corner  of  Sara 
Street  and  Cook  Avenue  in  St.  Louis 
Mo.  By  the  time  police  arrived  at  th« 
scene  of  the  accident,  14  bystander 
had  boarded  the  bus  and  begun  com 
plaining  of  back  injuries.  All  were  tak 
en  to  a  nearby  hospital. 

—St.  Louis  Post-Dispatch 
quoted  in  National  Lampoor. 


I 


'However,  on  the  brighter  side,  gentlemen,  we  don't 
have  to  worry  about  an  excess  profits  tax." 
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Dictaphone 
challenges  IBM 
to  a  Dual. 


Which  word  processor  is  the  better  buy?  Which  is 
the  better  machine?  Dictaphone's  Dual  Display™? 
Or  the  IBM  Displaywriter  System? 
Here  are  the  facts.  You  be  the  judge. 
IBM  gives  you  a  25-line  video  screen  display. 
Dictaphone  —  and  only  Dictaphone  —  gives  you  two 
displays.  A  66-line  video  screen  (more  than  twice  the 
size  of  IBM's)  for  unimpeded  editing.  And  a  one-line 
Insight™  display  on  the  keyboard  for  prompts  and 
typing  ease. 

Dual  Display  has  an  automatic  Footnoter™ 
control.  Displaywriter  doesn't.  Operating  software 
is  standard  on  the  Dual  Display.  Displaywriter's 
must  be  leased.  Dual  Display  has  proportional 

spacing  on  the  screen,  exact  replica  printing 
and  a  Check/Proof"  feature  which  highlights 
revisions  so  you  needn't  re-proof  everything. 
Displaywriter  doesn't. 

In  fact,  you'll  find  Dictaphone  has  a 
lot  of  things  IBM  doesn't. 

Plus  this.  Dual  Display  comes 
with  factory  installation,  classroom  or 
on-site  free  operator  training  and 
in-person  follow-up  service.  Display- 
writer  comes  in  a  box.  With  instructions. 
Which  word  processor  is  better? 
What  do  you  think? 


Display 

=fi  Dictaphone 

A  Pitney  Bowes  Company 


jl  think  the  Dictaphone 
Dual  Display 
sounds  terrific. 
How  about  a  demo? . 


Name 
Title. 


Phone . 


Company 
Address  _ 


Or  call  toll  free:  1-800-431-1052 

(Except  Hawaii  and  Alaska)  In  New  York,  call  1  914  967  6067 

Mail  to:  Dictaphone  Corporation 

120  Old  Post  Road 
W  F-9     Rye,  New  York  1 0580 

Dictaphone.  Dual  Display.  Insight.  Footnoter.  and  Check/Proof  are 
trademarksof  Dictaphone  Corporation.  Rye.  NcwYork  j 


Why 

Williams 


Is  Worth  Watching  in  the'80j 


One  good  reason  is  because  we're  rich  in  resources 
During  the  '70s  we  set  out  to  position  ourselves  as 
a  resource-rich  growth  company  of  the  '80s 
We  have  been  successful  with  this  strategy  and  it's 
paying  off  for  us,  as  evidenced  by  record  1980  net 
income  of  $139  million,  double  that  of  the  previous 
year.  Although  we  don't  expect  to  be  able  to  report  ^ 
the  record  breaking  results  of  1980  this  year,  we  do 
expect  1981  will  still  be  one  of  our  better  years. 

Today,  we  are  strong  in  natural  resources,  with 
increasingly  valuable  reserves  of  phosphate  rock,  oil, 
natural  gas  and  coal.  These  resources  provide  us  consid- 
erable promise  for  continued  progress  in  the  '80s  and 
beyond.  So  extensive  are  these  reserves  that  each  of 
Williams' 29,700,000  outstanding  <^H&  shares  of  com- 
mon stock  equates  to  an  own- 
14  tons  of  recoverable  phos 
phate  rock  reserves; 


mi 


ership  of:  about 


oil  and  natural  gas  reserves  with  an  energ 
equivalent  of  nearly  a  barrel  of  oil;  ar 
some  75  tons  of  coal  reserves.  We  also  han 
many  other  valuable  assets  which  we  consider  majc 
resources  for  the  '80s.  We  own  and  operate  four  of 
the  nation's  largest,  most  cost  effective  chemical 
fertilizer  manufacturing 
complexes;  a  successful 
oil  and  gas  exploration 
and  production  com- 
pany; the  world's  largest  inde- 
pendently owned  petroleum 
products  pipeline  system;  and  ^. 
one  of  the  largest  networks 
of  metals  service  centers  in 
the  United  States.  Yes,  The  ^ 

Williams  Companies  is  indeed  a  resource- rich,  growl 
company  that  is  truly  "worth  watching  in  the  '80s."  Bi 
there  are  many  more  reasons  you  can  learn  about  k 
writing  L.R.  Francisco,  manager-investor  relations,  Tr 
Williams  Companies,  One  Williams  Center,  Tulsa,  O 
74172.  Ask  for  a  copy  of  our  1980  Annual  Repoi 


We  are  rich  in  resources. 


THE  FERTILIZER,  ENERGY  AND  METALS  COMPANY 


Agrico  Chemical  Company  •  Williams  Exploration  Company     lAfll  Jf  § £k  Jlif  C 
Williams  Pipe  Line  Company  •  Edgcomb  Metals  Company     WW  lL4rf/1fFf^ 


What's  Ahead  tor  Business 


A  SIGNIFICANT  DISPARITY 


If  interest  rates  are 
going  higher,  why  are 
Fed  funds  down? 


One  man's 
interest  burden  is 
another's  jackpot: 
Interest  gets 
spent 


When  everybody's 
bearish,  it's  time  to 
buy,  and  right  now 
just  about  everyone  is 
bearish 


Amid  the  roar  of  crashing  bond  prices,  the  key  Federal  funds  rate 
has  come  down  by  a  significant  amount.  At  20%  as  recently  as  late 
July,  the  rate  at  which  banks  lend  reserves  to  each  other  was  by 
mid-September.  There's  a  seeming  contradiction  here — bond  yields 
rising  but  the  Fed  funds  rate  falling.  Why  this  disparity?  "What's 
Ahead"  believes  the  bond  market  has  missed  a  major  cue;  it  is  so 
soaked  in  pessimism,  in  the  gospel  according  to  Henry  Kaufman,  that 
it  has  failed  to  recognize  the  turn.  The  Fed  is  as  tough  as  ever  but  the 
demand  for  credit  is  weakening,  especially  in  the  capital  goods  sector, 
and  the  Fed  funds  rate  reflects  this.  The  inflation  rate  is  way  down  and 
shows  every  sign  of  staying  down.  But  what  about  the  prospects  for  a 
yawning  federal  deficit?  "What's  Ahead"  thinks  Reagan  will  come  up 
with  cuts  in  both  social  spending  and  defense  spending  of  a  magnitude 
that  will  surprise  skeptics.  Don't  underestimate  the  political  astute- 
ness of  the  Reagan  Administration,  which  has  already  defied  the 
dopesters  by  winning  controversial  cuts  in  taxes  and  social  spending. 

There's  a  supply  as  well  as  a  demand  side  in  the  money  markets.  In  the 
prevailing  mood  of  pessimism  most  attention  has  been  focused  on 
demand  for  credit,  not  on  the  supply  of  credit.  This  is  shortsighted. 
"What's  Ahead"  agrees  with  Morgan  Guaranty  Trust,  whose  monthly 
Survey  predicts  that  the  savings  rate  in  the  U.S.  will  begin  to  rise  in  the 
months  ahead,  that  is,  supply  will  increase,  from  5.3%  of  personal 
disposable  income  to  5.9% .  Why?  Because  much  of  the  first  wave  of  tax 
cuts,  effective  Oct.  1,  will  drift  initially  to  savings.  That  six-tenths  of  1% 
adds  up  to  $  1 8  billion  a  year  in  our  $3  trillion  economy.  Combine  higher 
savings  with  a  somewhat  reduced  level  of  borrowing  due  to  a  sluggish 
economy  and  you  have  the  ingredients  for  a  substantial  improvement  in 
the  supply-demand  equation  for  credit.  It  is  inevitable. 

Some  economists  profess  to  be  puzzled  by  the  economy's  strength  in 
the  face  of  these  sky-high  interest  rates.  They  needn't  be  puzzled. 
There  is  a  simple  explanation.  It  is  that  while  high  interest  rates 
inhibit  some  spending,  for  cars  and  houses,  for  example,  they  stimulate 
other  spending.  A  lot  of  older  people  who  have  been  subsisting  on  the 
5^4%  pittance  from  savings  and  loan  deposits  have  discovered  the  joy 
of  17%  money  market  funds.  A  few  years  ago,  interest  income  ac- 
counted for  only  10%  of  personal  income.  Today  it  is  15%.  In  the  larger 
economy  this  means  interest  income  has  about  doubled.  Money  mar- 
ket funds  alone  are  paying  out  nearly  $25  billion  in  interest  annually. 

Yes,  the  demand  for  credit  will  remain  high  into  the  foreseeable 
future.  No,  we  will  not  see  6%  interest  rates  anytime  soon.  But 
remember,  in  any  market,  prices  are  set  at  the  margin.  With  more 
savings  coming  into  the  economy  and  with  the  demand  for  credit 
likely  to  decline  somewhat,  the  implications  are  for  a  sizable  drop  in 
interest  rates.  That's  what  the  drop  in  the  Fed  funds  rate  is  saying.  It's 
hard  not  to  panic  when  you  see  Bell  Telephone  bonds  at  17%  and  high- 
grade  municipals  at  14%,  but  when  the  bears  prowl  defiantly  in  Wall 
Street  and  in  the  media,  the  smart,  level-headed  money  starts  to  buy. 
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What  recession?  After  minor  revi- 
sions, the  Forbes  Index  is  up  more 
than  0.3%  in  July.  The  Index  would  be 
even  higher  were  it  not  for  a  3.4% 
decline  in  housing  starts.  Industrial 
production,  manufacturers'  new  or- 
ders, inventories  and  retail  sales  are 
all  up.  Personal  income  also  increased 
slightly.  Still,  high  interest  rates  and 
the  Administration's  desire  to  curb 
inflation  are  soon  likely  to  slow  the 
growth  of  the  Index. 

The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 

composed  of  eight  equally  weighted  elements: 

Total  industrial  production 

New  claims-  for  unemployment  compensation 

The  cost  of  services  relative  to  all  consumer  prices 

The  level  of  new  orders  for  durable  goods  compared  with 

manufacturers'  inventories 

Total  retail  sales 

New  housing  starts 

Personal  income 

The  change  in  the  amount  of  consumer  installment  debt 
outstanding 

To  measure  these  eight  elements,  Forbes  monitors  II 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  senes  is  presented  at  right. 


The  Forbes  Index  Components 
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Personal  income  (Sbillions)  wage  and  salary  dis- 
bursements, seasonally  adiusted  (Dept.  of  Commerce) 


Consumer  installment  credit  (Sbillions) 
total,  seasonally  adiusted  (Federal  Reservel 
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IS  THE  JAGUAR  SERIES  III 

DEMONSTRABLY,THE  BEST  JAGUAR  EVER  BUILT 


orld  of  Jaguar  is  a  world  of  un- 
'omising  excellence  to  which 
ry  motorcars  can  only  aspire, 
ewest  Jaguar,  the  Series  III  se- 
5  a  vivid  demonstration  of  our 
iigh  standards  of  handling,  re- 
5  and  luxury. 

ngine  is  an  elegant  refinement  of 
endary  Jaguar  double  overhead 
ix.  To  begin  with,  its  ignition  is 
mic.  The  engine  is  dramatically 
isive  yet  almost  silken  in  its 
mess.  It  features  a  Bosch  Lucas 
>nic  fuel  injection  system  and  a 
ite  cold  start  fuel  enrichment 
1  to  assure  quick  starts  even  on 
lliest  of  mornings, 
all  Jaguars,  the  Series  III  han- 
th  a  sureness  and  precision  that 
laps  best  compared  to  the  re- 
Df  a  sports  car.  The  Series  III  has 
ely  responsive  power  assisted 
id  pinion  steering.  Its  feel  for  the 


road  is  uncommonly  good  due  to  fully 
independent  suspension  on  all  four 
wheels.  Four  wheel  power  disc  brakes 
stop  the  car  smoothly  and  decisively. 

Inside  the  Jaguar  Series  III,  virtually 
every  amenity  has  been  thought  of  and 
provided.  The  materials  are  of  the  best 
quality:  rare  burled  walnut  veneers  on 
the  dashboard,  supple  topgrain  cow- 
hides covering  the  seats,  deep  carpet- 
ing and  a  silence  in  motion  that  is  all  but 
astonishing  in  a  car  of  Jaguar's  perfor- 
mance capabilities.  There  is  a  heating 
and  air  conditioning  system  which  reg- 
ulates itself,  automatically,  regardless 
of  the  weather.  A  power  sunroof  glides 
open  and  shut  at  your  whim.  Power 
door  locks,  windows  and  a  power  oper- 
ated antenna  that  lowers  automatically 

JAGUAR 

J  A  BLENDING  OF  ART  AND  MACHINE 


when  the  engine  is  turned  off  all  con- 
tribute to  the  ease  of  driving  this  superb 
machine.  The  AM/FM  stereo  radio  has 
a  signal  seeking  tuner  and  cassette 
player.  Cruise  control  is  there  to  assist 
you  in  maintaining  speed  on  long  trips. 
And  all  this  is  standard  equipment. 

Come,  demonstrate  to  yourself  the 
excellence  of  this  best  of  all  Jaguars. 
Driving  the  Series  III  is  an  experience 
you  will  not  soon  forget. 


THE  BEST  JAGUAR  WARRANTY  IN  HISTORY. 

So  great  is  Jaguar's  confidence  in  the 
Series  III  that  for  1981  models  the 
basic  12-month  limited  warranty  is  ex- 
tended to  cover  the  power  tram  for  a 
full  two  years  or  50,000  miles,  which- 
ever comes  first.  For  full  details  of  this 
remarkable  warranty,  see  your  Jaguar 
dealer  For  your  nearest  dealer  call  toll- 
free:  (800)  447-4700  or,  in  Illinois, 
(800)  322-4400 


E3  Jaguar  Rover  Triumph  Inc.  Leonia.  N  J  07605 


nee  angcli  cms  potcntcs 

Pitch*  Duration.  Sequence.  The  Benedictine  monks  invented 
a  musical  code  to  preserve  the  melodies  of  Gregorian  chants. 


I  L  RING  FACILITIES:  ANN  ARBOR.  MI  •  ATLANTA.  OA  •  CONCORD.  NH  •  CREEDMOOR.  NC  •  MiNNETONKA.  MS  •  MONTEVIDEO.  MX  •  MOORESTOWN  >  J 


W-ESS  THE  LORD,  fill  VOJ  HIS  ANGELS 


WHO  KWTH  STRENGTH  AMD  WRTUE 


□BEV  HJS  WDRD. 


tch.  Duration*  Sequence*  Merging  the  analog  and 

gital  codes  is  changing  the  way  the  world  communicates. 


i  simple  code  the  monks  invented  was  a  major 
ance  in  communications.  Their  scale  gave  music  a 
of  its  own,  allowed  it  to  travel  through  time  and 
pe.  Melodies  could  be  studied  and  improved.  They 
Id  evolve. 

'he  curved  analog  and  castellated  digital  lines  above 
"esent  another  major  breakthrough  in  communica- 
s:  digital  transmission,  one  of  the  most  important 
ances  in  decades. 

dialog  transmission  is  the  way  telephone  conversa- 
s  have  always  travelled.  Computers  communicate 
1  digital  signals. 

lorthern  Telecom  is  the  leader  in  the  digital  tele- 
imunications  technology  that  makes  the  future 
ultaneous  transmission  of  telephone  conversations 


and  computer  data  possible.  Transmission  is  faster,  more 
accurate,  and  less  expensive. 

As  the  world's  telephone  systems  follow  our  lead  and 
convert  to  digital  switching  and  transmission,  they  will 
form  a  global  network  of  simultaneous  voice  and  data 
communications.  Ideas  are  travelling  much  faster. 

In  the  long  evolution  of  man's  ability  to  communicate, 
we  made  a  vital  connection. 


rtt 


northern 
telecom 


Far  further  information,  write:  Not 
259  Cumberland  fiend.  Nashville. 


37228. 


m  Inc.,  Public  Relations  Department, 


TON  GROVE.  II."  NASH VII. I.E. TN  •  RALEIGH,  NC  •  KICIIARDSON.TX  •  SAN  DIEGO, C A  •  SANTA  CLARA,  CA  •  ST.  PAUL,  MN  •  W  VRWICK,  HI  •  WEST  PALM  BEACH,  EL 


There  used  to  be 
all  kinds  of  reasons 
for  picking 
an  investment  banker. 


Now  there's  only  one. 


The  productivity  of  capital  is  the  ratio 
of  net  output  to  capital  employed.  The 
more  you  improve  that  ratio,  the  more  you 
increase  the  value  of  the  enterprise — and 
the  return  to  stockholders. 

With  the  cost  and  volatility  of  money 
today,  is  there  a  more  challenging  task  for 
corporate  management?  A  more  important 
role  your  investment  banker  can  perform? 

We  don't  think  so.  In  fact,  all  our 
financial  services  at  Donaldson,  Lufkin  & 
Jenrette  are  dedicated  to  improving  the 
productivity  of  our  clients'  capital.  Which 
explains  why  over  three  times  as  many 
clients  now  use  our  investment  banking 
services  as  did  three  years  ago. 

The  house  that  research  built.  We've 
long  been  a  leader  in  investment  research 
—we're  known  as  "the  house  that  research 
built."  In  the  last  decade  DLJ  has  also 
become  a  leader  among  investment  bank- 
ers in  raising  capital  for  successful  compa- 


nies and  in  providing  active,  after-market 
support  for  our  underwriting  clients.  We 
handle  10%  of  all  NYSE  trades,  No.  2  in  the 
industry. 

Our  Development  Banking  assign- 
ments, including  divestitures,  mergers  and 
acquisitions,  range  from  emerging  enter- 
prises to  billion  dollar  corporations. 

The  value  of  our  transactions  for  inde- 
pendent energy  companies  last  year 
topped  $2.5  billion.  Many  were  among  the 
most  sophisticated  in  the  industry. 

A  non-traditional  approach.  At  DLJ 
our  spirit  is  entrepreneurial.  Our  strategy 
is  innovative.  Our  bias  is  toward  action. 

Whatever  your  capital  needs  and 
company  goals,  talk  to  the  capital  produc- 
tivity people  at  DLJ.  Or  write  for  our  book- 
let, "Investment  Banking,"  to  John  Chalsty, 
Managing  Director,  Donaldson,  Lufkin  & 
Jenrette,  140  Broadway,  New  York,  N.Y. 
10005. (212)  943-0300. 


Donaldson,  Lufkin  &  Jenrette 


Forbes 


he  oil  industry  wants  immediate  decon- 
'ol  of  natural  gas,  but  the  gas  distributors 
re  dead  against  it.  The  Reagan  Adminis- 
ution  is  in  the  middle. 

A  $390  billion 
disagreement 


By  Carol  E.  Curtis 

FVV  HY     SHOULD     NATURAL  CAS 

Mmm  consumers  be  forced  to  pay 
WW  the  price  set  by  OPEC?  Major 

I  companies  are  just  trying  to  scare 
i  a  shortage  syndrome  to  justify  a 
gher  price.  We  want  to  keep'  the 
ice  down." 

Is  that  Ralph  Nader  talking?  A  con- 
mer  energy  lobby?  Guess  again.  It's 
igene  Luntey,  president  of  Brooklyn 
lion  Gas  Co.  and  incoming  chair- 
an  of  the  American  Gas  Associ- 
ion,  an  association  of  natural  gas 
stnbution  and  pipeline  companies. 
Luntey's  chief  target  these  days  is 
me  other  than  the  Natural  Gas  Sup- 
y  Association,  another  Washington 
Dbying  group  that  represents  gas 
oducers.  The  two  are  at  each  other's 
roat  over  an  issue  with  enormous 
litical  and  financial  consequences: 
lat  to  do  about  the  price  of  natural 
s.  This  dilemma  could  produce  the 
:agan  Administration's  first  no-win 
nfrontation  with  Congress. 
Consider  the  background.  In  1978 
mgress  passed  the  Natural  Gas  Poli- 
Act  (NGPA).  It  gradually  decontrols 
e  price  of  new  natural  gas  so  that  it 

II  be  free  of  regulation  by  1985. 
len,  the  major  issue  was  huge  price 
screpancies  between  intrastate  gas, 
lich  was  not  regulated,  and  mter- 
ite  gas,  which  was  under  tight  price 


controls.  Thus  it  was  unprofitable  to 
ship  gas  across  state  lines,  creating 
artificial  shortages.  The  industry's 
three  segments — producers,  distribu- 
tors and  pipeline  operators — were 
united  in  efforts  to  increase  gas  sup- 
plies by  deregulating  prices. 

Now  there's  plenty  of  gas  around.  In 
fact,  wells  are  being  shut  down  to  deal 
with  the  oversupply.  Since  the  NGPA 
became  law,  gas  prices  have  risen  from 


an  average  industrial  price  of  $1.91  per 
thousand  cubic  feet  to  $3.46.  "The 
market  is  no  longer  supply  sensitive,  it 
is  price  sensitive,"  says  Eric  Zausner, 
an  energy  consultant  with  Booz- Allen 
&  Hamilton  Inc. 

But  even  though  gas  prices  have 
risen,  they  have  failed  to  keep  pace 
with  oil.  Congress  set  deregulation  as- 
suming $15  a  barrel  in  1985,  but 
OPEC  oil  soared  from  $13  a  barrel  to 
$32.  One  of  Reagan's  first  acts  was  to 
quietly  remove  domestic  oil  price 
controls,  allowing  U.S.  oil  prices  to 
rise  to  OPEC  levels. 

Oil  companies— which  produce 
iwo-thirds  of  the  nation's  gas — are 
making  a  major  push  to  persuade 
Congress  to  grant  the  same  treatment 
for  gas  now,  rather  than  wait  for  1985. 
Along  with  other  gas  producers,  they 
argue  that  all  controlled  gas  is  selling 
at  artificially  low  prices.  They  also 
point  out  that  when  gas  is  finally 
deregulated  a  massive  price  jump  is  in 
store.  "Complete  deregulation  would 
increase  domestic  supplies  and  spur 
more  price-induced  conservation," 
says  David  Foster,  a  lobbyist  for  oil 
companies  and  president  of  the  Natu- 
ral Gas  Supply  Association. 

For  gas  producers   the  financial 


The  gap  gets  wider 


Despite  a  1978  law  that  gradually  frees  gas  from  price  controls,  OPEC  oil 
prices  have  gone  up  so  fast  that  gas  has  become  much  cheaper  in  compari- 
son. The  oil  industry,  which  produces  most  of  the  nation's  gas,  is  lobbying 
to  close  the  gap.  Gas  distribution  companies  prefer  things  as  they  are. 
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stakes  are  enormous.  There  are  about 
195  trillion  eubic  feet  of  proven  gas 
reserves  in  the  U.S.  Under  immediate 
deregulation,  the  price  of  those  re- 
serves would  go  up  by  an  estimated  $2 
per  thousand  cubic  feet.  The  value  of 
gas  in  the  ground  would  thus  be  in- 
creased by  $390  billion  in  one  fell 
swoop.  "The  significance  of  those 
numbers  is  tremendous,"  says  Brook- 
lyn Union  President  Luntey.  "But  it  is 
only  the  producer  who  gains." 

Some  gas  companies,  of  course, 
have  production  interests  too.  Pipe- 
line operators  like  Tenneco  and  Texas 
Eastern  get  a  significant  part  of  their 
profits  from  exploration.  So  do  a  few 
distribution  companies  like  NICOR 
and  Pioneer.  But  the  bulk  of  the  indus- 
try, typified  by  Luntey's  Brooklyn 
Union,  earns  only  a  rate  of  return  on 
its  investment.  If  the  price  of  gas 
soars,  they  will  probably  sell  less;  cus- 
tomers will  cut  back  to  save  money. 

However,  Luntey  argues  that  im- 
mediate deregulation  would  do  little 
to  stimulate  drilling  or  increase  con- 
servation, as  oil  companies  claim. 
"Every  rig  is  already  drilling,"  he  says. 
The  current  price  of  natural  gas  is 
already  so  high,  he  adds,  that  consum- 
ers are  conserving  all  they  can. 

The  biggest  measure  of  the  gap  di- 
viding Luntey  from  the  producers, 
however,  is  the  widely  conflicting 
claims  over  what  free  market  gas 
prices  would  mean  for  oil  imports. 
The  producers'  estimates  show  that 
with  immediate  gas  deregulation 
enough  new  gas  would  result  to  re- 
place 1.5  million  barrels  a  day  of 
OPEC  oil  by  1985.  Luntey  counters 
that  with  complete  decontrol  oil  im- 
ports would  jump  by  800,000  barrels  a 
day  almost  immediately. 

Who  is  to  be  believed?  Both  sides 
are  speaking  from  self-interest,  of 
course.  Luntey's  figure  is  based  on  his 
contention  that  many  big  industrial 
gas  consumers  would  switch  back  to 
oil  if  the  price  advantage  of  gas  were 
swept  away.  Many  of  the  larger  com- 
panies developed  such  a  dual  capabili- 
ty during  gas  shortages  in  the  1970s. 
"People  don't  appreciate  the  tremen- 
dous price  sensitivity  of  these  indus- 
trial consumers,"  says  Charles  Neu- 
meyer,  a  spokesman  for  the  Associat- 
ed Gas  Distributors.  "They  [oil 
companies]  have  to  be  aware  of  what 
the  competing  fuel  is." 

Foster  disagrees.  "Hysterical,"  he 
calls  the  association's  figures.  "Faulty 
assumptions."  Foster  chums  that 
even  under  complete  deregulation  the 
market  would  price  gas  at  a  level  com- 
petitive with  oil. 

The  oil  industry's  powerful  lobby- 
ing machine  is  pressing  the  Adminis- 


tration to  make  a  formal  decontrol 
proposal  to  Congress.  The  oil  industry 
claims  Reagan  is  on  record  in  support 
of  complete  decontrol.  He  is  also  on 
record  as  opposing  any  extension  of 
the  windfall  profits  tax  to  natural  gas. 
But  the  Administration  has  carefully 
shied  away  from  proposing  any  specif- 
ic legislation  to  amend  the  NGPA  be- 
cause consumers  don't  want  to  pay 
higher  gas  prices.  Still,  there  are  hints 
that  in  his  lobbying  campaign  for  the 
tax  bill,  Reagan  may  have  promised  to 
support  deregulation.  "Somebody  ap- 
parently has  made  a  commitment  to 
the  producers  to  push  this  through," 


grumbles  Luntey.  "There  is  going  to 
be  one  hell  of  a  fight." 

Time  was  when  the  decontrol 
forces  would  have  had  tough  sledding: 
The  consumer  argument  would  have 
been  politically  unassailable.  Now  the 
success  of  oil  decontrol  in  weakening 
OPEC  and  reducing  U.S.  oil  imports  is 
a  powerful  counterargument.  It 
proved  that  the  free  market  is  the  best 
allocator  of  resources  and  that  payina 
higher  prices  today  can  be  in  the  con-[ 
sumers'  long-range  best  interests.  The 
only  question:  Isn't  decontrol  by  1985| 
good  enough?  Is  the  battle  worth  the1 
price?  ■ 


The  commodity  boiler  room  operators 
flourish,  state  and  federal  bureaucrats 
squabble  and  the  public  is  the  loser. 


Citizen  beware 


By  Beth  Brophy 


W'lTH  THE  WORLD  NEWS  omi- 
nous,  as  usual,  don't  be  sur- 
prised if  your  phone  rings  and 
it's  a  fast-talking  salesman  from  a 
commodities  company  promising  you 
a  30%  return  on  a  contract  for  future 
deliver)'  of  strategic  metals.  Boiler 
room  operators — not  connected  to  the 
legitimate  commodity  futures  indus- 
try— are  flourishing.  Chromium,  co- 
balt, titanium  and  manganese  are 
their  current  merchandise.  The  sales- 
man's pitch  refers  to  press  articles  you 
vaguely  recall  about  the  danger  of  the 
U.S.  running  short  of  strategic  metals 
in  an  emergency.  The  government  is 
stockpiling  and  prices  are  rising  but 
you  can  make  a  killing  if  you  act  now. 
For  $6,000  you  can  control  a  $60,000 
silver  contract,  or  own  50  kilos  of 
cobalt  for  $2,950  or  a  ton  of  chromi- 
um for  $1,982,  including  a  slight  fee 
for' commission,  storage  and  insur- 
ance, he  says.  Leverage  works  for  you, 
coos  the  salesman. 

Lord  help  you  if  you  fall  for  such  a 
pitch.  Frequently  tbere  is  no  metal  at 
all  to  back  up  the  piece  of  paper  the 


boiler  room  outfit  gives  you  for  your 
"investment."  On  the  other  hand,  the 
Lord  had  better  help  you  because  the 
federal  commodities  regulators  and 
the  state  securities  commissions 
probably  won't.  They're  locked  in  a 
bureaucratic  squabble  over  jurisdic- 
tion. Meanwhile,  boiler  room  opera- 
tors bilk  millions  from  investors. 

There's  nothing  particularly  new 
about  these  operations — before  strate- 
gic metals  they  peddled  contracts  in 
coal  durmg  the  energy  crisis,  in  silver 
during  the  precious  metals  craze.  But 
they're  growing.  "The  commodities 
area  has  been  the  most  rapidly  grow- 
ing area  of  fraud  since  the  Seventies," 
says  Orestes  Mihaly,  New  York 
State's  assistant  attorney  general  in 
charge  of  securities. 

Why  don't  federal  and  state  au- 
thorities work  together  to  stop  such 
scams?  Federal  enforcers  at  the  Com- 
modity Futures  Trading  Commission 
say  they  are  trying  but  their  hands 
are  full  monitoring  the  legitimate 
commodities  market  and  brokerage 
operations,  while  state  authorities 
complain  that  their  hands  are  tied  by 
the  feds. 
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rilip  Johnson,  new  CFTC  chief 
riling  a  letter  to  combat  fraud. 

In  a  recent  move  aimed  at  tougher 
iforcement  of  federal  laws,  CFTC 
lief  Philip  Johnson  sent  a  letter  to 
le  50  state  attorneys  general  encour- 
;mg  their  active  participation  in  col- 
ring  the  crooks. 

But  it's  going  to  take  more  than  a 
tter  from  Johnson  to  wipe  out  the 
id  blood  between  the  CFTC  and  the 
ates.  In  1978  Congress  expanded  the 
FTC's  powers — giving  it  exclusive 
risdiction  over  commodity  frauds, 
he  states  might  prosecute  the  scam 
)erators  under  general  state  fraud 
ws,  but  they  could  no  longer  try 
lem  under  their  individual  state 
immodity  laws.  That  didn't  sit  well 
ith  state  administrators.  "How  can  I 
stify  diverting  limited  state  resourc- 
to  enforce  federal  statutes?"  K. 
ouston  Matney,  securities  commis- 
□ner  of  Maryland,  asks  rhetorically, 
rhe  states  don't  appreciate  being 
Id  to  sit  by  passively" 
"It's  a  misconception  of  the  states 
;at  they're  preempted,"  says  John- 
n.  His  campaign  to  get  the  states 
ore  involved  consists,  so  far,  of 
awing  up  a  spotter's  guide  to  boiler 
oms.  The  guide  tells  local  authori- 
2S  to  watch  for  orders  to  the  local 
lone  company  for  installation  of 
veral  phones  and  WATS  lines  and 
ivertisements  in  national  business 
lblications,  but  not  in  local  newspa- 
:rs,  since  boiler  rooms  prefer  out-of- 
ate  clients.  The  CFTC  is  also  offer- 
g  to  send  teams  of  lawyers  to  help 
ates  prepare  court  cases. 
But  the  states  are  unlikely  to  stop 
irking  at  that  small  bone.  So  while 
ireaucrats  snipe,  investors  like  Tom 
edger,  59,  of  Midwest  City,  Okla. 
:come  victims  of  shady  operators. 
A  few  weeks  after  receiving  daily 
lone  calls  and  a  slick  brochure  from 


NIMC,  Inc.  (Newport  Investment 
Management  Corp.,  Inc.)  of  Newport 
Beach,  Calif.,  Pledger,  a  retired  gov- 
ernment worker,  was  the  owner  of 
several  thousand  dollars'  worth  of  fu- 
tures contracts  in  cobalt,  chromium, 
silicon,  germanium  dioxide,  colum- 
bium  and  silver. 

Cautious  Pledger  says  he  checked 
with  the  CFTC  before  wiring  off  his 
initial  $5,000  and  says  someone  at  the 
federal  agency  told  him  it  was  a  bona 
fide  company  in  business  for  five 
years.  "I  figured  that  was  like  check- 
ing with  the  Better  Business  Bureau," 
says  Pledger. 

It  wasn't.  Pledger  was  soon  told  by 
NIMC  that  he  had  taken  a  $6,000  loss 
on  silver — counting  commissions  and 
fees  that  would  make  an  honest 
stockbroker  weep.  He  threw  good 
money  after  bad  and  eventually  lost 


$28,000  before  quitting  in  May. 

On  Aug.  27  the  CFTC  got  round  to 
filing  a  suit  against  NIMC  for  cheating 
and  defrauding  customers.  The  CFTC 
can't  find  at  least  half  of  the  $7  mil- 
lion NIMC  took  in.  The  IRS  has 
slapped  a  lien  on  NIMC's  assets. 

What,  or  who,  was  NIMC?  The 
company  had  operated  for  a  little  over 
a  year.  NIMC  President  Kent  Gordon 
Alexander,  a  convicted  felon,  served 
time  in  Arizona  and  California  on 
drug-related  charges  and  is  believed  by 
CFTC  investigators  to  have  taken  the 
money  and  run  to  the  Bahamas. 
NIMC  was  registered  with  the  CFTC 
as  a  commodity  trading  adviser. 

It  might  be  easier  to  forestall  or 
halt  such  scam  operators  if  the  feder- 
al and  state  authorities  were  pulling 
together  rather  than  quarreling  over 
jurisdiction.  ■ 


Why  is  computer  maker  NCR  crossing  in- 
dustry lines  to  get  into  the  troubled  semi- 
conductor business  at  this  time? 


Survival 
instinct 


By  Maurice  Barnfather 

Chairman  William  S.  Ander- 
son raised  some  eyebrows  on 
Wall  Street  a  few  months  ago 
when  he  announced  that  $3.3  bil- 
lion (sales)  NCR  Corp.  would  be- 
come the  first  major  computer  com- 
pany in  recent  times  to  make  and 
sell  semiconductors  independent  of 
its  own  needs. 

The  timing,  at  least,  was  curious. 
The  $5.5  billion  U.S.  semiconductor 
industry  is  having  one  of  its  worst 
years.  Shipments  are  running  below 
1980  levels  and  Japanese  competition 
is  casting  a  shadow  over  the  future. 

Yet  NCR  is  now  spending  $155  mil- 
lion expanding  chipmaking  capacity 
in  Miamisburg,  Ohio  and  Fort  Collins 
and  Colorado  Springs,  Colo.  Why?  Be- 
cause Bill  Anderson  feels  that  his 
company  needs  to  have  competition 
if  it  is  to  continue  sustaining  its  edge 


in  semiconductor  technology. 

"If  we  go  outside,  stand  toe-to-toe 
with  the  smartest  people  in  the  indus- 
try, that'll  make  us  better  manufactur- 
ers," says  Anderson,  62.  Under  his 
leadership,  he  points  out,  NCR  was 
one  of  the  first  computer  makers  to 
manufacture  its  own  semi-custom 
chips — circuitry  for  specialized  uses — 
and  has  become  a  leader  in  developing 
semiconductors  that  retain  informa- 
tion when  there  is  a  power  cut. 

All  computer  manufacturers  fill  a 
portion  of  their  needs  for  the  tiny 
circuitry  devices  by  making  their 
own.  But  they  rely  on  the  electronics 
industry's  mass  manufacturers — Tex- 
as Instruments,  National  Semicon- 
ductor, Intel  and  the  rest — for  the  bulk 
of  their  basic  semiconductor  needs. 
Anderson  thus  appears  to  be  crossing 
industry  lines. 

But,  he  says,  the  fact  is  that  the 
lines  are  disappearing.   "Once  the 
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Anderson 

No  longer  Snow  White  and  the  Seven  Dwarfs. 


computer  business  was  Snow  White 
and  the  Seven  Dwarfs,"  says  Ander- 


Those  knowledgeable  in  the  fast 
changing  electronic  industry  approv 
ot  his  latest  move.  "I  think  it's 
smart  move.  "  savs  Thomas  Crotty  o 
the  Gartner  Group.  "NCR's  manage 
ment  has  recognized  what's  happen 
mg  before  the  rest  of  the  industry." 

Anderson  predicts  an  immediate  re 
turn:  We'll  do  over  $20  million  sell 
mg  our  own  chips  next  year."  As  tx 
timing.  NCR  President  Charles  Exle, 
looks  on  the  bright  side.  "We're  goin 
in  on  an  upswing, "  he  says. 

But  there  is  more  m  Anderson' 
mind  than  a  quick  profit  or  a  holdin/ 
action  against  msurgent  electronics: 
companies.  "This  is  a  significant  op- 
portunity for  us,"  he  says,  pourinj 
himself  a  cup  of  tea  in  his  spaciou: 
office  at  NCR's  glass  and  quarry-til 
Dayton  headquarters.  "It  will  be  an 
important  division  of  our  company  m 
five  years."  He  declines  to  specify 
how  important,  but  clearly  the  62- 
year-old  survivor  of  other  wars  sees 
this  new  direction  as  his  legacy  to  the 
company  he  saved  once  before  ■ 


^1Sa^h^wSno^  Woe  last  thing  Washington  needs  is  anotheA 
n:  -.. -:-ere  are  3,000  companies  get-  foreign  policy  headache.  A  Hanard-edu- 

ting  into  evervone  else's  held,  break-  J  j  •    #•      •  i 

mg  down  the  barriers  '  The  tradition-  Gated  SOCiallSt  IS  OOOtU  tO  gllV  it  OJie. 


al  semiconductor  houses  have  been 
upgrading  their  devices  into  systems, 
beginning  to  offer  industrial  custom- 
ers capabilities  that  once  were  sup- 
plied only  by  computer  makers.  An- 
drew McKelvey,  general  manager  at 
NCR's  Miami sburg,  Ohio  plant,  puts 
it  plainly:  Companies  like  Intel  are 
getting  mterested  in  what  we're  do- 
ing," he  says.  "They  could  be  getting 
into  the  marketplace." 

In  going  out  to  meet  the  technologi- 
cal competition.  Anderson — a  man 
with  a  powerful  survival  instinct  bom 
of  two  years  in  a  Japanese  POW  camp, 
where  as  a  Britisher  who  is  one-quar- 
ter Chinese  he  suffered  greatly — is 
trying  to  avoid  having  history  repeat 
itself  at  NCR.  The  company  had  fallen 
behind  technologically  when  he  be- 
came president  in  1972.  It  was  grind- 
ing out  electromechanical  cash  regis- 
ters while  the  computer  revolution 
pretty  much  went  forward  without  it. 
Anderson  quickly  wrote  off  obsolete 
facilities — taking  a  $60  million  loss  in 
1972 — and  pushed  NCR  into  the  fore- 
front of  electronic  and  data  processing 
technology.  He  saved  the  company. 
During  his  tenure  sales  have  more 
than  doubled  and  earnings  have 
grown  to  last  year's  $255  million 
with  lower  earnings  expected  this 
year  in  the  wake  of  a  strong  dollar  and 
sluggish  U.S.  economy). 


Greece  goes  left 


By  Lawrence  Minard 


THE  LEFTWARD  SWEEP  in  Europe 
gathers  force.  In  France  Mitter- 
rand is  in  power  and  the  eco- 
nomic, social  and  political  conse- 
quences are  incalculable.  Now  Greece. 

In  a  national  election  Oct.  18,  the 
Greeks  will  probably  vote  mto  power 
Andreas  Papandreou's  Pan-Hellenic 
Socialist  Movement  (Pasok),  ending 
three  decades  of  rule  from  the  right — 
either  by  the  New  Democracy  party  of 
current  Prime  Minister  George  RaUis 
or  by  the  military  in  the  1967-74  rule 
of  the  colonels. 

The  political  change  in  Greece 
could  be  more  ominous  for  the  U.S. 
than  the  election  of  Mitterrand  who, 


while  socializing  France's  economy, 
at  least  supports  the  NATO  defense  of 
Europe.  In  Greece,  Papandreou — a 
onetime  economics  professor  at 
Berkeley  with  a  Harvard  degree  who 
was  rescued  from  the  colonels'  lail 
late  m  1967  by  the  personal  interven- 
tion of  Lyndon  Johnson — would  jeop- 
ardize the  West's  dominance  in  the 
eastern  Mediterranean  and  threaten 
U.S.  Middle  Eastern  interests.  The 
Pasok  party7  promises  to  withdraw 
Greece  from  the  Common  Market 
and  from  NATO  as  well  as  to  in- 
crease the  government's  role  in 
Greece's  economy. 

Why  is  this  rugged  nation  of  10 
million  mdependent  people  movmg 
left  after  three  decades  of  supertast 
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I  Yime  Minister  (ieori>e  Rallis 
iffe'd  keep  Greece  in  NATO,  continue 
\ntegration  with  the  Common  Mar- 
ket and  let  young  technocrats  liber- 
alize its  hamstrung  economy. 


growth  that  has  t  ran  stormed  it  from  a 
H  trial kan  outpost  to  a  seemingly  mod- 
i/wftrn  European  state"  Two  answers. 

t)ne  is  the  flaw  at  the  heart  of 
//.  preeee's  recent  economic  progress. 
(The  other  is  the  impatience  of  mod 
:rn  societies  at  the  slightest  slowing 
in  the  flow  of  bread  and  circuses 

Greece's  economy  shows  the  same 
Imxturc  ot  affluence  and  disillusion 
hat  a II 1  ic t s  most  ot  the  woi  Id  today. 
Inflation  is  well  over  2(3%,  foreign  debt 
is  mounting,  investment  falling.  Offi- 
cially, unemployment  is  a  very  low  3%, 
and  businessmen  say  you  can't  find 
I  workers.  Hut  young  educated  Greeks 
Icomplain  that  it  is  now  impossible  to 
pet  a  good-paying  job.  The  New  De- 
Mtnocracy  party  promises  to  bring  new 
npportunity  as  Greece  completes  its 
:  ntegration  into  the  <.  Common  Market, 
|/vhich  it  formally  joined  last  January. 
But  New  Democracy  may  not  get 
•rJI  he  chance.  Helen  Vlachos,  publisher 
.Ami  the  influential  daily  Kathimerini — 
j-Mvhich  supports  Rallis — sums  up  an 
llattitude  widespread  among  her  coun- 
:  rymen:  "We  have  had  the  same  party 
-  a  Bind  the  same  people  in  charge  for  40 
,[;B/ears.  The  people  are  bored.  They 
vant  ,i  change." 
|!   A  change:  The  irony  is  that  the 
■  |i:ountry  is  practically  undone  with 
y,  |;hange.  In  the  late  1 940s,  when  Harry 
;  jjfruman  was  formulating  his  Truman 
%  i  Doctrine  to  save  Greece  from  the 
Russians,  the  country  was  an  impov- 
|  pished  and  backward  Balkan  outpost. 
{In  1950  Athens  was  a  dusty,  stucco- 
[ind-tile-roofed  Mediterranean  town. 
jlNearly  70%  of  Greece's  population 
Ivorked  the  land,  scratching  out  sub 
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sistence  livings  in  the  rugged  moun- 
tain forests  of  the  interior  or  on  arid, 
isolated  farms  in  the  Peloponnesus  oi 
the  Aegean  Islands. 

What  a  contrast  with  today. 
Throughout  the  Fifties  and  Sixties 
peasants  poured  off  the  land  and  out  ol 
the  country — over  1.2  million  perma- 
nently emigrated  between  19,'vi  ,md 
1977 — or  into  Athens.  The  city  was 
transformed  in  the  1960s  by  develop 
ers  throwing  up  cheap  housing  to  hold 
the  flood.  Athens  today  contains  a 
third  of  the  population  and  has  be- 
come a  throbbing,  smog-shrouded 
maze  of  preformed  cement  buildings 
and  noisy  traffic  jams.  From  1974  to 
1979  the  number  of  cars  in  Greece 
more  than  doubled,  to  about  812,000: 
1  car  for  every  12  Greeks,  but  because 
most  o!  those  cars  are  concentrated  in 
Athens,  urban  Greece  is  about  on  a 
car  par  with  Western  Europe.  Over 
the  same  1974-79  period,  real  wages 
have  compounded  at  the  unbelievably 
high  rate  of  9.5%. 

Worries  Adamantios  IVpclasis,  the 
former  University  of  Virginia  ceo 
nomics    professor    who    now  runs 
Greece's  huge  Agricultural  Bank: 

"Things  have  improved  too  fast. 
Most  ol  those  drivers  outside  used  to 
ride  donkeys.  Now  they  have  a  car 
and  can't  wait  for  the  second  car,  or 
the  second  house  or  the  vacation  in 
Western  Europe.  It  is  a  problem  ot 
frustrated  expectations." 

The  economic  problem  facing 
Greece  is  this:  New  Democracy's 
leaders  (and  the  colonels  were  no  dit 
ferent)  were  in  a  hurry.  They  largely 
ignored  the  economy's  infrastruc- 
ture— its  roads,  communications, 
education  and  capital  markets — and 
used  easy  money,  protectionism  and 
price  controls  to  increase  the  urban 
Greeks'  consuming  power  fai  mine 
than  their  producing  power,  to  pay  off 
the  voters  and  prospective  voters 
From  I960  to  1976,  for  example, 
( ireece  annually  invested  only  3%  of 
its  national  product  in  manufact  uring. 
Instead,  investment  tlowed  into  hous- 
ing and  consumption.  The  general 
pattern  was  similar  to  that  in  the  U.S. 
and  the  rest  ol  the  modern  world  but 
imposed  on  a  far  weaker,  more  fragile 
economy. 

Go  back  to  the  Fifties  and  Sixties 
when  the  peasants,  most  of  them  ilht 
crate,  came  to  Athens  in  search  ot 
desk  jobs  and  high  pay.  Private  indus- 
try could  absorb  only  a  fraction  ot  the 
hordes.  So  the  New  Democracy  be- 
came the  urban  employer  of  last  re- 
sort. It  created  a  swollen  bureaucracy 
of  vast  proportions — but  minimal 
skills.  Today,  the  number  of  civil  ser- 
vants and  workers  employed  m  state- 


Con  tender  Andreas  I'ct/xindreon 


He  would  quit  NATO  and  the  Com- 
mon Market  and  would  "socialize" 
1 1  leading  industries  because,  he 
says,  Greece  is  "pre-capitalistic." 

owned  firms  is  well  over  300,000. 

Last  year  alone  the  bureaucrats  si- 
phoned ott  an  estimated  billion  in 
wages,  almost  25%  of  total  govern- 
ment spending,  and  considerably  larg- 
er than  the  government's  investment 
budget.  The  cost  is  bad  enough  Worse 
is  the  impediment  to  progress.  II  you 
want  anything  from  the  state-  build 
ing  permit,  import  license,  cushy 
job — it  takes  rousfetH :  a  favor  from  a 
personal  connection,  to  whom  you 
then  owe  a  tavor.  Governmental  deci- 
sions are  made  largely  on  the  basis  ot 
rousfetti,  not  merit.  This  creates  apa- 
thy and  cynicism  on  the  part  of  those 
without  connections,  and  does  noth- 
ing to  encourage  efficiency. 

This  vast  system  has  become  the 
principal  drag  on  Greece's  future  de- 
velopment. Says  the  Agricultural 
Bank's  l'epelasis: 

"We  have  now  reached  the  point 
where  our  institutional  machinery 
has  broken  down  and  can  no  longer 
support  additional  economic  growth." 

I'he  solution  ot  Rallis  supporters  is 
tor  a  Reagan-like  push  for  a  more  effi- 
cient economy  and  a  tie  (  mphasis  on 
government.  Greece's  bid  to  join  the 
Common  Market  is  its  means  to  this 
end.  "Our  main  argument  for  joining 
was  not  access  to  a  bigger,  richer  mar- 
ket but  rather  that,  by  joining,  we 
would  be  pressed//-o/>/  outside  to  accel- 
erate our  rate  of  institutional  rejuve- 
nation," says  Pepelasis. 

Rallis'  Minister  for  Industry  and  En- 
ergy, burly  Stefanos  Manos,  a  busi- 
nessman and  a  Harvard  M.B.A., 
sounds  like  a  member  of  Ronald  Rea- 
gan's Administration  when  he  says, 
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"We  now  recognize  it  was  we,  the 
government,  that  created  the  [eco- 
nomic! problem.  But  we  have  abol- 
ished price  controls  and  we  must  con- 
tinue to  deregulate  the  economy  and 
make  it  more  profitable  to  work  and 
produce." 

Ioannis  Paleocrassas,  New  Democ- 
racy's powerful  Minister  for  Coordi- 
nation, says  he  has  already  approved 
$5.5  billion  in  investment  proposals 
for  the  first  half  of  1981,  vs.  $2  billion 
{oral/  of  1980.  "If  New  Democracy  is 
reelected,"  he  predicts,  "there  will  be 
a  huge  investment  boom." 

By  contrast,  Andreas  Papandreou, 
62,  has  risen  to  prominence  by  skill- 
fully exploiting  the  Greek  people's 
fears  about  Common  Market  mem- 
bership and  their  unsubstantiated  sus- 
picion that  the  CIA  and  NATO  were 
somehow  behind  Turkey's  1974  inva- 
sion of  Cyprus  and  the  colonels'  1967 
coup.  "Whether  there  is  evidence  or 
not,"  Papandreou  cynically  told  a 
London  audience,  "what  is  important 
is  that  the  Greek  people  are  sure  .  .  . 
that  NATO  was  involved  with  the 
coup  in  Greece."  In  short,  he  is  per- 
fectly willing  to  exploit  the  latent 
anti-Americanism  that  is  never  very 
far  beneath  the  surface  among  Eu- 
rope's intellectuals  and  young. 

As  befits  the  son  of  George  Papan- 
dreou, who  was  Greece's  prime  minis- 
ter in  1964  and  1965,  Andreas  Papan- 
dreou lives  well  in  his  late  father's 
mansion  in  Athen's  plush  Kastri  sub- 
urb. In  a  two-hour  interview  there  he 
was  professorial  and  sophistic. 

"They  [the  New  Democracy's  tech- 
nocrats] believe  Greece  is  a  capitalist 
country,"  he  said  in  a  barely  accented 
English  between  drags  on  an  omni- 
present cigarette.  "But  Greece  is  on 
the  periphery  of  capitalism,  and  has 
many  precapitalist  characteristics, 
our  huge  underground  economy  being 
one  example."  This  means,  he  contin- 
ued, that  huge  doses  of  government 
intervention  and  planning  will  be 
needed  to  bring  Greece  up  to  par  with 
the  developed  capitalist  nations. 
"Without  a  prospective  program,  our 
economy  is  not  going  to  find  its  direc- 
tion and  be  competitive  in  the  world 
economy,"  said  Papandreou. 

At  the  top  of  his  "program"  is  what 
Papandreou  calls  the  "socialization" 
of  11  key  industries:  banking,  insur- 
ance, shipbuilding,  cement,  domestic 
pharmaceuticals,  fertilizers,  mining, 
energy,  defense,  steel  and  transporta- 
tion. "By  'socialization,'  "  Papan- 
dreou informed  Forbes,  "we  mean 
that  the  firms  will  be  run  by  boards  or 
councils  representing  the  workers, 
the  responsible  ministry,  local  au- 
thorities and  consumers." 


"We  won't  expropriate  anyone," 
Papandreou  promises,  but  as  compen- 
sation he  offers  only  government 
bonds  that  will  probably  be  illiquid. 

His  solution,  in  short,  for  an  econo- 
my bowed  down  with  the  weight  of  a 
bureaucracy  is  to  increase  the  bu- 
reaucracy— but  to  disperse  it.  Papan- 
dreou says  he  will  decentralize  by  cre- 
ating new  levels  of  regional  and  local 
government  to  which  the  Athens  bu- 
reaucrats will  be  redeployed. 

The  idea  is  a  fantasy,  of  course: 
Many  of  these  same  bureaucrats  (or  at 
best  their  fathers)  have  only  recently 
fled  the  harsh  country  life,  and  Papan- 
dreou conceded  he  would  not  forcibly 
redeploy  them.  So  Papandreou  will 
probably  just  add  new,  better-paid 
jobs  and  red  tape  to  the  government's 
groaning  payroll. 

Which  is  sad  for  Greece  but  would 
be  of  only  passing  interest  to  Ameri- 
cans were  it  not  for  Greece's  crucially 
important  strategic  role  and  Papan- 
dreou's  avowed  stand,  repeated  last 
November  to  a  London  audience: 

"Our  position,  which  is  in  confor- 


mity with  the  position  of  the  over 
whelming  majority  of  the  Greek  peo 
pie,  is  that  under  the  circumstances1 
our  interests  are  not  served  by  bein 
in  NATO,  and  that  we  should  mdeei 
warn  our  friends  that  we  shall  pull  out 
from  the  military  branch  [of  NATO)."' 

That  is  serious.  Greece's  strategic) 
importance  is  demonstrated  in  the 
map  below.  Along  with  Turkey, 
Greece  is  a  linchpin  for  the  West's 
defenses  in  the  eastern  Mediterra 
nean,  allowing  Turkey  to  focus  on  its 
380-mile  land  border  with  the  Soviet 
Union  and  allowing  the  U.S.  Sixth 
Fleet  to  patrol  south  of  Crete. 

Harry  Truman,  summing  up  his  de- 
cision to  aid  Greece  in  1947,  de- 
scribed Greece's  importance  succinct- 
ly: "If  Greece  was  lost,  Turkey  would 
become  an  untenable  outpost  in  a  sea| 
of  communism." 

The  trouble  is,  many  Greeks  don't 
see  it  that  way.  They  see  their  major 
threat  coming  not  from  the  north  but 
from  Turkey  to  the  east.  Any  Greek 
schoolchild  will  tell  you  correctly  that 
Turkey  used  NATO  weapons  to  grab 


The  Greek  mission 


Greece  is  the  linchpin  of  NATO 
strategy  in  the  eastern  Mediterra- 
nean. The  U.S.  has  four  military 
bases  on  Greek  territory.  The 
Greek  navy's  patrol  of  the  tricky 
waters  of  the  Aegean  Sea  allows 
the  U.S.  to  deploy  its  Sixth  Fleet 
south  of  Crete,  monitoring  the 


troubled  crescent  that  arcs  from 
Tripoli  east  to  Syria.  In  the  event 
of  a  shooting  war,  the  Greeks 
would  be  called  upon  to  block  So- 
viet ships  at  the  Dardanelles  if  the 
Russians  broke  out  of  the  Black 
Sea  past  Turkish  NATO  forces  at 
the  Bosporus. 


1  — Hellenikon  Air  Base  3 — Souda  Bay  Naval  Anchorsge 

2  — Nea  Makri  Fleet  Communication  Complex        4 — Iraklion  Air  Base 
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around  40%  of  Greek-dominated  Cy- 
prus in  1974.  NATO  did  nothing  to 
protect  the  Greek  Cypriots  then. 
Would  it  help  Greece  should  a  similar 
situation  arise  in  the  Aegean? 

Papandreou  is  playing  to  these 
Greek  suspicions,  while  his  opponent 
Rallis  is  arguing  that  Greece  is  safer 
inside  NATO  than  outside  it,  that  if 
Greece  were  to  leave  the  alliance,  the 
military  balance  would  shift  inevita- 
bly to  Turkey. 

Short  of  a  sudden  shift  in  voter  sen- 
timent, the  likeliest  result  Oct.  18  is 


that  Papandreou  will  come  in  first, 
but  without  enough  seats  to  control 
Parliament.  This  year's  election  could 
thus  be  followed  by  new  elections  ear- 
ly next  year.  Alternatively,  Greece's 
Moscow-oriented  KKE  party  will  get 
about  13%  of  the  vote,  and  Papan- 
dreou could  form  a  coalition  with  the 
communists:  Papandreou,  when  in- 
terviewed, pointedly  refused  to  rule 
out  this  option. 

In  one  sense  a  Papandreou  victory 
would  simply  be  an  extension  of  the 
pro-neutralist — anti-American  even — 


The  oilman  from  Angola  seems  to  prefer 
Houston  to  Moscow.  But  getting  rid  of 
those  Russian  and  Cuban  troops  may  not 
be  as  simple  as  he  thinks. 


Africa:  the  heart 
of  the  matter 


By  Jerry  Flint 


DINNER  WAS  PLEASANT  at  the 
Hotel  Panorama  in  Luanda, 
the  capital  of  Angola,  with  the 
Marxist  oilman  telling  his  companion 
from  Forbes  that  American  business 
is  welcome.  "We  are  open  for  every- 
one to  invest  in  Angola,  not  just  in  oil, 
but  in  all  areas,"  said  Carlos  Viegas 
D'Abreu  Ir.,  an  executive  of  Sonangol, 
the  state  oil  company. 

That's  another  paradox  in  a  conti- 
nent of  paradox:  The  Marxist  talks 
about  capitalist  investment,  not  ex- 
ploitation, while  a  few  hundred  miles 
away  Soviet  soldiers  "advise"  Ango- 
lan troops  in  battle  against  South  Afri- 
cans The  black  states  attack  the  U.S. 
for  trading  with  South  Africa,  but 
their  own  trade  with  the  white  re- 
gime jumped  from  $500  million  to  $2 
billion  over  three  to  four  years.  Colo- 
nialism is  the  worst  of  sins  unless  the 
troops  are  Cuban  or  Russian.  Peace 
and  stability  are  desperately  needed, 
but  there  seems  to  be  a  revolt  a 
month — in  September  the  military 
took  over  the  Central  African  Repub- 
lic and  in  August  a  bloody  uprising 
failed  in  tiny  Gambia.  Angola  and 
South  Africa  engage  in  a  border  war 


and  they  don't  even  share  a  border. 

How  do  you  make  sense  out  of  Afri- 
ca? People  starve.  Politicians  are  cor- 
rupt. Economies  decay.  OPEC  sucks 
the  economic  blood  of  countries  try- 
ing desperately  to  stay  afloat.  But  to 
read  the  news,  an  American  would 
think  the  only  crucial  issue  was  an 
almost  empty  land  called  Namibia. 

Take  Angola.  Even  a  short  visit  to 
the  mineral-rich  nation  on  the  Atlan- 
tic side  of  Africa  shows  the  real  prob- 
lems. Once-beautiful  cities,  such  as 
Luanda,  are  decaying.  Stores  are 
closed,  broken  windows  stay  broken, 
automobiles  wrecked  months  ago  lie 
where  they  fell,  expensive  construc- 
tion equipment,  once  damaged,  rusts. 
No  one  seems  to  be  around  to  fix 
anything.  The  Angolans  know  they 
need  Western  help.  They  need  it  not 
because  they  are  stupid  or  incompe- 
tent but  because  they  are  trying  to 
leap  into  the  late-20th  century  with  a 
population  that  in  many  ways  is  still 
in  the  16th  century. 

Carlos,  the  Angolan  oilman,  wants 
more  business  with  the  West. 
"There's  no  problem,"  he  empha- 
sizes. "In  fact,  I'm  just  back  from  New 
York,  Houston,  Chicago  and  San 
Francisco,"  he  says.  "Selling  oil?" 


and  leftist  trend  that  is  running  strong 
on  the  European  continent.  It  is  thus 
not  only  dangerous  for  American  in- 
terests but  ominous  for  the  future  of 
democracy  on  the  Continent.  If  there 
is  a  ray  of  hope  in  the  situation  it  is 
this:  Full  implementation  of  Papan- 
dreou's  program  would  unleash  such  a 
wave  of  inflation  and  such  a  flight  of 
capital  from  Greece  that  the  elector- 
ate might  turn  against  him.  But 
Greece  is  in  for  some  tense  times  and 
the  Reagan  Administration  for  yet  an- 
other foreign  policy  headache.  ■ 


asks  Forbes.  "Trying  to  sell  oil,"  he 
laughs.  The  present  150,000-barrel-a- 
day  production  could  grow  to  500,000 
a  day  in  four  to  five  years,  he  says, 
"but  you  Americans  have  got  to  in- 
crease your  consumption." 

The  U.S.  doesn't  recognize  the  An- 
golan government  because  it  depends 
on  15,000  to  20,000  Cuban  troops, 
plus  Russians  and  East  Germans,  to 
maintain  control.  Without  those 
troops  it  might  collapse,  we  say. 
"When  the  trouble  with  South  Africa 
is  over,  I'm  sure  in  a  day  we  can  settle 
with  the  Cubans,  say,  'Thank  you  for 
your  help,'  "  says  Carlos,  and  he 
waves  his  hand  in  a  good-bye  salute. 
But  would  the  Cubans  go?  Did  the 
Soviets  leave  Afghanistan?  No.  They 
changed  the  Afghan  government. 

With  exports  of  $2  billion  a  year, 
largely  oil,  Angola  should  have  enough 
cash  to  get  a  good  start  on  its  prob- 
lems, but  the  costs  of  Russian  weap- 
ons and  Cuban  mercenaries  eat  up  a 
good  portion  of  those  hard-currency 
earnings.  Why  do  they  need  Cubans 
and  Russians?  Because  the  South  Afri- 
can army  raids  into  Angola  and  sup- 
ports antigovernment  guerrillas.  Why 
do  the  South  Africans  do  that?  Be- 
cause Angola  is  a  base  for  guerrillas 
who  strike  into  Namibia,  a  territory 
900  miles  long  that  South  Africa  still 
oversees.  Why  does  South  Africa  care 
about  Namibia?  Because  a  radical 
Marxist  regime  there  could  provide  a 
base  for  anti-South  African  guerrillas 
to  raid  its  border  towns  and  villages.  It 
wants  that  900-mile  distance  between 
its  border  and  a  potential  enemy. 

Angola  could  shut  down  the  guerril- 
la attacks,  which  would  end  South 
African  raids.  Then  the  two  states 
could  work  to  reach  some  nonthreat- 
ening  accommodation  on  Namibia, 
which  black  Africans  consider  the  last 
of  the  white  colonies. 

Why  don't  they  do  that?  Because 
Angolans  and  other  black  Africans  see 
opening  their  territory  for  guerrilla 
bases  as  perfectly  "legal"  and  morally 
correct   and   attacks   against  those 
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bases  as  "illegal."  So  the  fighting, 
with  all  its  economic  penalties,  con- 
tinues, held  down  only  because  the 
Cubans,  so  far  at  least,  stay  out  of  it. 

It's  not  only  Angola  that  seems  lost 
in  a  maze.  Take  South  Africa  with 
4.5  million  whites  and  19  million 
others,  mostly  black,  excluding  may- 
be 6  million  blacks  that  the  govern- 
ment says  live  in  "independent" 
states  within  the  country,  but  includ- 
ing 3.5  million  "coloureds"  and  Indi- 
ans. In  a  few  decades  there  will  be  40 
million  blacks,  but  the  ruling  white 
Afrikaner  Nationalists  stubbornly  re- 
fuse to  share  power. 

"What  do  you  want  us  to  be  — 
Zaire-,  Tanzania,  Mozambique?"  asks 
Kent  Durr,  a  Nationalist  member  of 
Parliament.  "Your  19th-century  En- 
glish liberalism  won't  work."  Blacks 
aren't  competent,  and  sharing  power 
would  end  economic  progress  for  ev- 
erybody and  mean  the  political  and 
economic  chaos  common  in  much  of 
black  Africa,  he  says.  It's  the  common 
Afrikaans  attitude.  "What  do  you 
want?"  he  asks  an  educated  "col- 
oured" woman.  The  vote,  she  says, 
"One  man,  one  vote." 

"There,  you  see,"  says  Afrikaner 
Durr,  "it's  impossible!" 

But  the  growing  black  population  is 
certain  to  doom  this  denial  of  basic 
freedom. 

Couldn't  literate  blacks  be  given 
rights  equal  to  the  whites?  No,  says 
another  Afrikaner  politician,  because 
the  educated  blacks  are  the  radicals 
who  live  in  their  suburban  towns  in 
white  areas,  not  the  docile  blacks  in 
the  distant  countryside.  Couldn't 
"coloureds"  and  Indians,  generally  lit- 
erate, have  equal  rights?  No,  because 
they  would  vote  with  liberal  English- 
speaking  whites  and  swing  control 
from  Afrikaner  Nationalists. 

To  be  fair,  the  South  African  regime 
has  liberalized  a  bit.  Black  and  mixed- 
race  unions  have  been  legalized  and 
may  bargain  and  strike.  "In  the  next 
two  to  three  years  the  thrust  for 
change  will  come  from  the  newly  lib- 
erated unions,"  predicts  Phiroshaw 
Camay,  a  union  leader. 

Economically,  South  African  blacks 
are  better  off  than  many,  maybe  most, 
in  Africa.  Soweto,  for  example,  the 
black  city  of  1.2  million  outside  Jo- 
hannesburg, is  not  the  shanty  town 
slum  common  in  other  African  coun- 
tries. It's  made  up  of  100,000  mostly 
four:room  houses,  of  brick  or  masonry 
construction,  overcrowded — 10  to  a 
house — with  water-toilet  connections 
in  70%  and  electricity  in  23% .  Still, 
the  homes  look  better  than  many  in 
oil-rich  Lagos  in  Nigeria.  The  govern- 
ment is  also  promising  to  spend  $400 


million  for  water  connections,  elec- 
tricity and  more  housing  and  schools 
in  black  Soweto. 

Shouldn't  this  relative  comfort 
make  the  blacks  content?  Only  a  fool 
would  believe  that.  All  experience 
shows  that  the  more  prosperous  and 
educated  people  become  the  more  po- 
litical freedom  they  expect.  A  four- 
room  cinder-block  house  is  no  substi- 
tute for  self-respect. 

"Give  us  a  chance,"  says  Thomas 
Langley,  a  hard-line  Nationalist  mem- 
ber of  Parliament.  "We  are  very  seri- 
ously, honestly,  working,  exhausting 
ourselves,  to  create  a  state  where  all 
our  political  identities  are  recognized, 
secured  and  respected."  What  he 
means  is  the  apartheid  idea  of  build- 
ing separate  states  within  South  Afri- 


Finding  oil  off  Angola's  coast 


Urging  Americans  to  consume  more. 


ca  where  blacks  would  rule,  an  idea 
that  is  totally  unrealistic  because  of 
the  whites'  permanent  need  for  black 
labor.  Apartheid  is,  patently,  doomed, 
yet  of  the  Afrikaners  it  can  truly  be 
said  that  there  are  none  so  blind  as 
those  who  are  afraid  to  see. 

Oil  is  a  problem  for  those  with  or 
without  it.  Kenya,  one  of  the  most 
prosperous  countries  on  the  East  Afri- 
can (Arabian  Sea)  side,  doesn't  have  it. 
Says  Hilary  N'gweno,  Nairobi's  most 
respected  publisher  and  editor:  "Half 
our  foreign  exchange  [from  coffee,  tea 
and  tourists]  is  going  for  oil.  There's 
less  left  to  pay  for  raw  materials  and 
spare  parts  for  industry."  Kenya  stag- 
nates so  that  Iraq  and  Libya  can  buy 
expensive  weapons  and  Saudi  sheikhs 
ride  in  air-conditioned  Cadillacs.  "A 
few  small  companies  are  already 
bankrupt,"  he  says.  "Growing  unem- 
ployment is  serious.  How  long  can  we 


have  political  stability  without  eco- 
nomic stability?"  An  Indian — many 
of  Nairobi's  shopkeepers  are  of  Indian 
descent — brings  that  to  human  scale. 
He  and  his  brother  run  a  camera  re- 
pair shop.  Import  restrictions  mean 
no  spare  parts.  He's  got  his  inventory 
and  he  asks  acquaintances  leaving  the 
country  to  bring  parts  back  when  they 
return.  But  when  the  supply  runs  out, 
he  must  close  his  shop,  he  says. 

On  top  of  that,  Kenya  mismanaged 
its  agriculture,  holding  grain  prices 
down  for  farmers  to  keep  prices  low  in 
the  crowded  city.  Result:  less  produc- 
tion, more  smuggling  and  a  grain-sur- 
plus nation  that  now  imports  grain. 
There's  also  the  population  explosion, 
with  today's  16  million  expected  to 
double  in  1 7  years  or  so. 

In  Nigeria,  a  2-million-barrel-a-day 
producer,  refusal  to  trim  prices  from 
$40  a  barrel  dropped  production  to 
700,000  a  day  before  the  government 
gave  up  late  in  August  and  moved  to 
$36.  The  $20  billion  to  $30  billion  a 
year  Nigeria  takes  in  from  oil  spurs 
grandiose,  sometimes  dubious,  proj- 
ects. Billions  of  dollars  are  to  be  spent 
to  create  a  new  capital,  for  example. 
In  an  effort  to  become  self-supporting 
in  agriculture,  the  government  wants 
10,000-acre  grain  farms,  but  an 
American  agricultural  expert,  work- 
ing on  a  large  joint  farm  venture,  says: 
"It  will  work  as  long  as  we're  here. 
But  when  we  go,  and  the  machinery 
breaks,  who  will  fix  it?" 

Africa  is  making  news  again.  The 
South  Africans  raid  Angola  and  brag 
of  killing  Russians.  Leaders  of  black 
nations  say  an  American  tilt  toward 
South  Africa  will  cost  us  Third  World 
friends.  But  what  is  the  U.S.  to  do? 
Tell  the  South  Africans  they  have  no 
right  to  defend  themselves,  their  peo- 
ple, their  accomplishments?  That 
they  should  permit  Cuban  and  Soviet 
mischiefmakers  to  arm  and  train 
guerrillas  to  capture  the  springboard 
to  their  country?  The  U.S.,  unfortu- 
nately, seems  unable  to  get  across  that 
it  opposes  apartheid  but  supports 
South  Africa's  right  to  defend  itself 
against  Communist  aggression.  The 
confusion  of  these  two  issues  is  just 
what  the  Russians  want. 

Africa,  a  reporter  decides  after 
swinging  through  five  nations,  will 
find  its  own  way  and  not  be  lost  or 
won  by  gifts  or  rhetoric.  The  U.N.'s 
noisy  debates  have  little  to  do  with 
the  continent's  human  realities.  Back 
in  Angola,  Carlos,  the  oilman,  says 
that,  yes,  he's  a  member  of  the  ruling 
Marxist  party,  but,  no,  he's  not  too  up 
on  Marxist-Leninist  theory.  "I'm 
studying  it,"  he  says.  But  then  he 
likes  Houston,  too.  ■ 
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Telemarketing. 
14  million  billion  connections 
to  greater  productivity 

Telemarketing  is  a  powerful  new  way  to  increase  revenue  and  raise  business 

roductivity. 

Telemarketing  derives  its  power  from  the  Bell  network— because  the  network's 
illions  of  possible  connections  allow  you  to  reach  into  almost  every  home  and  business. 
And  interact  with  your  prospects  and  customers. 

As  a  result,  Telemarketing  can  increase  sales,  profits,  and  market  share.  It  can 
ecrease  your  cost  of  doing  business  and  improve  your  customer  service. 

The  key  to  effective  Telemarketing  is  systematic  planning  and  proven 
lies /marketing  techniques.  With  Telemarketing,  you  can  test  and  carry  through  direct 
^sponse  promotions.  You  can  turn  inquiries  and  service  calls  into  sales.  And  you  can  use  it 
)  open  new  accounts,  sell  existing  accounts,  and  revive  inactive  accounts. 

You  can  do  all  this  because  of  the  variety  of  services  offered  by  the  Bell 
etwork,  the  world's  largest  and  most  advanced  information  management  system. 

We  can  discuss  programs  and  services  and  help  you  select  what  is  best  suited 
)  your  needs. 

<^^>  All  you  have  to  do  is  call  now  800-821-2121,     Qf\r\  OOl  OlOl 
)11  free.  In  Missouri,  call  800-892-2121.  OUU-OZ.|-ZIZI 

See  how  easy  it  is  to  put  our  knowledge  to  work  for  you.  i 


The  knowledge  business 


It's  a  window  on  a  wo*  p 

Welcome  to  The  Citi  of  Tomorrow. 

A  global  system  linking  every  major  city  upon 
America  to  a  bank  with  a  financial  service  ni  jtys— re 
work  that  circles  the  entire  world. 

An  electronic  network  that  allows  you 
transfer  your  funds  to  those  places  where  thj 
will  do  the  most,  earn  the  most,  be  put  to  wJ 
the  fastest. 

A  system  that  gives  you  information  evfi 
day  and  throughout  the  day  on  your  cash  posi 


1981  Citibank,  N  A  Member  FDIC 
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opportunities  for  your  money  to  make  more  money. 


of  your  offices  in  the  U.S.  or  abroad, 
igs  on  what  you  did  as  far  back  as  45  busi' 
lys-retrieval  unmatched  by  any  other  bank. 

system  that  can  make  your  back  office 
productive  by  helping  your  staff  design  a 
1  that  will  reduce  the  mounds  of  paper 
md  give  you  reports  when  you  need  them, 
iurs  later. 

his  is  The  Citi  of  Tomorrow.  Efficient,  cost 
,  productive.  Banking  as  it  will  be  in  five 


years,  ten  years.  Yet  its  a  system  that  will  fit  into 
any  company's  operations  today. 

A  new  banking  era  has  begun.  And  Citibank 
invites  you  to  be  in  the  forefront.  Call  your 
account  manager  or  Robert  Mendes,  V.P., 
at  (212)  559-1980  for  more  details. 

CITIBAN<0 

GLOBAL  ELECTRONIC  BANKING 

The  Citi  of  Tomorrow  and  Global  Electronic  Banking  are  service  marks  of  Citibank,  N  A 


To  Renault,  which  sells  more  cars  in  Eu- 
rope than  any  other  company,  America  is 
still  the  land  of  opportunity. 


Here  comes  the 
Franglaismobile 


By  Allan  Sloan 


U1  ntil  September  the  building 
on  the  corner  of  Evergreen  and 
13  Mile  Roads  in  the  Detroit 
suburb  of  Beverly  Hills  had  been  the 
Evergreen  Elementary  School.  Now 
it's  the  Lyce'e  International.  Among 
the  80  students  in  a  bilingual  English- 
French  program  are  two  dozen  kids 
whose  parents  work  for  Renault. 
French  children  are  studying  in 


Beverly  Hills,  5,000  miles  from  the 
nearest  home-country  e'cole,  because 
Renault,  at  long  last,  is  serious  about 
the  U.S.  auto  market.  Quietly,  it  has 
committed  more  than  a  half  billion 
dollars  to  gain  a  controlling  interest  in 
American  Motors. 

Does  Renault  realize  what  it's  get- 
ting into?  If  Chrysler's  survival  is  in 
doubt,  what  about  American  Motors'? 
If  Volkswagen,  long  established  here 
and  an  accepted  part  of  the  U.S.  scene, 


faces  falling  sales  and  cost  problems 
how  can  Renault  hope  to  break  in? 

Renault  does  have  compelling  rea 
sons  for  risking  an  attack  on  the  U.Sl 
market  and  has  a  well-thought-oul 
strategy.  Whether  that  strategy  wi 
work  remains  to  be  seen.  But  with1 
worldwide  sales  of  $19  billion — fai 
more  than  Chrysler's  and  about  neck 
and  neck  with  Volkswagen's — Re< 
nault  brings  vast  resources  to  bear  foi 
the  assault. 

The  present  assault  is  a  far  cry  from 
the  late  1950s,  when  Renault  had 
one-night  stand  in  the  U.S.  For  one 
heady  month,  December  1959,  thi 
Renault  Dauphine  was  the  U.S.'  hot 
test-selling  import,  beating  even  the! 
Volkswagen  Beetle.  But  when  th 
Dauphine  fell  apart  under  U.S.  driving 
conditions,    Renault   didn't  behave 
honorably.   Instead   of   solving  th 
problem,  it  took  defective  cars  and 
dumped  them  onto  U.S.  drivers  b)j 
sharply  cutting  prices.  Sales  collapsed 

But  that  was  a  generation  ago.  Now 
Renault  acts  as  if  it  has  come  to  stay 
Take  the  Lyce'e  International,  started 
with  the  help  of  a  $60,000  grant  from 
Renault.  The  idea,  explains  Philippe 
Ventre,  general  manager  of  Renault's 
U.S.  engineering  group,  is  to  allow 
Renault  children  to  fit  back  into 


Bernard  Hanofl,  Renault's  president  and  architect  of  its  U.S.  venture 
How  are  you  going  to  keep  him  in  Paris  once  he's  seen  Kenosha? 
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AN  IRISH  MIST 
SETTLED  OVERTHE 
EVENING. 


The  hills  roll  forever.  The  lakes  radiate  light. 
The  dew  kisses  each  morning.  The  mist  settles  every 
evening.  You  can  taste  it  all,  and  more. 

Irish  Mist  is  the  legendary,  centuries  old  drink 
made  from  all  this  and  sweetened  with  just  a  wisp 
of  heather  honey.  Irish  Mist  can  be  enjoyed 
anytime,  or  place,  or  way:  on  the  rocks;  neat;  or 
mixed  with  anything  you  like. 

It's  a  pleasing  land.  It's  a  pleasing  drink. 

IRISH  MIST 
THE  LEGENDARY  SPIRIT 

Imported  Irish  Mist  ®  Liqueur.  80  Proof.  ©  J978  Heublein,  Inc.,  Hartford,  Conn.,  U.S.A 


It  takes  more  than  grapes 
to  make  a  vintage  wine. 


It  takes  a  quality  glass 
container. 

In  fact,  fine  wine  devel- 
ops its  character  in  the  bottle. 

And  O-l  is  the  leading 
producer  of  glass  for 
America's  flourishing  wine 

We'll  never  run  short  of  the  raw 
materials  used  to  make  glass. 


industry.  [Wine  consumption 
in  the  U.S.  has  increased 
70%  in  the  last  ten  years.) 

Glass  is  Class 

No  other  package 
makes  sense  for  fine  wine. 
Or  for  other  products  that 
must  project  an  image  of 
class. 

No  other  form  of  pack- 
aging delivers  so  much 
good  taste  at  such  a  low 
cost.  Or  is  made  from  such 
abundant,  domestic  natural 
resources  as  sand,  soda 
ash  and  iimestone. 

Small  wonder  glass  is 
also  today's  fastest-growing 
package  for  food  and 
beverages 


The  Creative  Container 

At  O-l,  we  keep  finding 
ways  to  innovate  with  glass. 

Consider  our  Plasti- 
Shield"  container. 

Its  foam-insulated  jacket 
takes  color  printing  beau- 
tifully Which  makes  it  a 
natural  for  the  best- selling 
brands  of  soft  drinks, 
mouthwash, 
juices,  fruit 
drinks  and  pre- 
mixed  cocktails 

Beer  is  going 
great  in  glass 
bottles,  too.  Bottle 
shipments  in- 
creased to  nearly 
17  billion  containers  in  1980. 
As  Chris  Schenkel  says  for  us 
on  TV  and  radio,  "The  Good 
Taste  of  Beer  Comes  in  a  Bottle 


Everything  looks  great  in  O-l  glass 
And  we  have  the  latest 
twists  in  closures,  too. 


1 


Libbey R  Leads  in 
Glassware 

Glass  shows  its  class  on 
your  table,  too. 
Our  Libbey  Glass 

I Division  creates 
hundreds  of 
popular  priced 
ideas  every  year 
in  home  and  insti- 
tutional glassware. 


I 


Libbey  is  the  word 
for  innovation  in 
glassware— at 
home  and  away. 


In  1980,  Libbey 
introduced  some 
325  new  styles, 
shapes  and  decorations.  So 
it's  not  surprising  that  surveys 
continue  to  identify  Libbey  as 
the  best  known  name  in  table 
glassware. 

Glass.  It's  the  2,000-year- 
old  vintage  idea  in  packaging. 
At  O-l,  we're  making  it  newer 
every  year. 


We  have  what  it  takes. 


O) 

OWENS-ILLINOIS 


Toledo,  Ohio  43666 


While  other  car  companies,  except 
for  the  Japanese,  are  retrenching,  Re- 
nault, whose  high-mileage  cars  have 
sold  well  post- 1973,  is  attacking:  Au- 
dacity, always  audacity,  as  the  French 
would  say. 

In  addition  to  the  46%  AMC  share 
it  owns  (it  can  go  up  to  56%  on  a  fully 
diluted  basis),  Renault  has  bought  into 
other  capital-hungry  vehicle  makers: 
20%  of  Volvo's  car  subsidiary  (for  in- 
vesting $75  million  of  new  equity); 
20%  of  Signal's  Mack  Truck  ($110 
million);  half  of  troubled  arch-rival 
Peugeot-Citroen's  truck  business  (an 
undisclosed  amount).  The  idea  is  to 
buy  business  instead  of  building  it,  to 
use  Renault  resources  to  supplement 
the  partner's  products. 

One  reason  Renault  can  afford  such 
things  is  that  it  is  owned  by  the 
French  government,  which  gives  Re- 
nault a  certain  cachet  in  financial 
markets.  The  government  doesn't  co- 
sign  Renault's  note,  but  everyone 
knows — or  thinks  he  knows — the 
government  stands  behind  the  loan. 

Another  advantage  is  that  the  gov- 
ernment, as  principal  stockholder  (see 
box,  p.  48),  hasn't  pushed  for  divi- 
dends. As  long  as  Renault  turns  a  prof- 
it, employs  people  and  earns  hard  cur- 
rency through  exports,  it  has  done  its 
job.  There's  no  need  to  whip  up  im- 
pressive quarterly  numbers  for  share- 
holders, or  to  borrow  money  to  pay 
hefty  dividends,  as  GM  and  Ford  did 
last  year. 

Renault  is  owned  by  the  govern- 


Culture  shock 


At  Renault's  vast  auto  plant  in 
iFlins,  25  miles  west  of  Paris, 
the  assembly  line  stops  40  min- 
utes each  day  for  lunch.  In  the 
U.S.  it  would  take  an  atomic 
bomb — or  a  UAW  job  action — 
to  stop  the  line. 

That's  part  of  the  culture 
shock  caused  by  combining 
French  and  American  ways  of 
making  cars.  The  French,  for  ex- 
ample, had  trouble  understand- 
ing why  Americans  who  put 
their  children  in  the  back  seats 
of  cars  don't  expect  them  to  be 
uncomfortable  and  to  suffer  in 
silence.  Besides  explaining  such 
peculiarities  to  Frenchmen, 
American  Motors'  main  contri- 
bution to  the  1983-model  AMC- 
Renault  Franglaismobile  is 
working  on  air-conditioning  and 
automatic  transmissions,  both 
rarities  in  French  cars. — A.S. 


ment,  but  not  because,  a  la  British 
Leyland  or  Spain's  SEAT,  it  needed 
money.  Its  founder,  auto  pioneer 
Louis  Renault,  collaborated  with  the 
Nazis  when  they  overran  France. 
After  the  war,  Renault  was  jailed  for 
collaboration,  and  the  government 
seized  his  company.  Its  first  postwar 
leader,  Pierre  Lefaucheux,  canmly  in- 
sisted that  several  government  minis- 
tries be  represented  on  Renault's 
board.  That  way,  he  figured,  anytime 
one  ministry  wanted  some  favor  from 
Renault,  the  others  would  combine  to 
stop  it.  The  ploy  worked.  Rare  for  a 
government-owned  enterprise,  Re- 
nault is  efficient  and  self-supporting. 

But  the  environment  in  which  Re- 
nault grew  to  its  current  size  and  pow- 
er is  far  different  from  the  one  in 
which  it  operates  today.  Western  Eu- 
rope was  rebuilding  after  World  War  II 
and  becoming  urbanized.  Renault's 
problem  was  to  produce  enough  cars 
to  meet  the  market. 

But  then  the  Japanese  "gale  of  cre- 
ative destruction"  (Forbes,  Aug.  17) 
appeared.  Suddenly,  there  was  a  vast 
oversupply  of  plant  capacity.  Automa- 
tion— Renault  is  a  leader  in  robotics, 
and  has  a  joint  venture  with  Ransburg 
Corp. — was  greatly  stepped  up.  Cars 
could  be  built  with  fewer  employees. 
The  world  auto  market  neared  satura- 
tion. To  grow  enough  to  keep  employ- 
ment from  dropping,  Renault — which 
could  scarcely  increase  market  share 
at  home — decided  to  move  into  new 
markets. 

That  line  of  reasoning  brought  Re- 
nault, under  the  leadership  of  Bernard 
Hanon,  to  the  U.S.  (Where  else?) 
Hanon,  Renault's  president  who  will 
become  chairman  Jan.  1,  was  finish- 
ing a  doctorate  in  economics  at  Co- 
lumbia University  during  the  Dau- 
phine  debacle.  Like  a  latter-day  Doug- 
las MacArthur,  he  swore  to  return. 
"Emotional  juices  played  a  role"  in 
deciding  to  reenter  the  U.S.  in  force, 
Hanon  says  in  excellent  English.  "I 
was  sure  we  would  be  back  there." 

The  U.S.,  with  a  third  of  the  world's 
car  sales,  gives  Renault  a  chance  for  a 
substantial  increase  in  sales.  It  was 
selling  only  about  15,000  cars  a  year 
here  ("that  verged  on  the  ridiculous") 
and  is  now  selling  40,000.  It  hopes  to 
go  to  160,000  to  200,000  U.S. -assem- 
bled Renaults  in  1983  or  1984. 

What  that  car  will  be  called  is  a 
well-guarded  company  secret.  But  giv- 
en that  it  will  have  to  be  adapted  to 
U.S.  market  conditions,  we  will  call  it 
"Franglaismobile,"  after  the  indig- 
nant term  used  by  French  purists  to 
deride  Anglicisms  like  le  drugstore 
that  creep  into  their  language.  If 
French-made  parts  make  up  a  quarter 


AMC  President  W.  Paul  TippeUJr. 
First  5%,  then  nothing.  Now  what? 

of  200,000  Franglaismobiles,  that  is 
the  equivalent  of  shipping  50,000 
Renaults  from  France. 

Despite  their  reputation  for  feroc- 
ity— "If  there  are  no  strikes,  it's  not 
Renault,"  they  say  in  France — French 
labor  unions  haven't  caused  a  problem 
over  this  massive  investment  outside 
France.  After  all,  building  the  equiv- 
alent of  50,000  cars  in  France  is  better 
than  nothing.  With  tough  economic 
times  in  France — and  with  Renault's 
five  unions  struggling  against  one  an- 
other for  members  and  influence — no 
one  wants  to  run  the  risk  of  closing 
the  whole  company  for  months. 

AMC  probably  cannot  make  a  prof- 
it selling  only  200,000  cars  a  year,  but 
Renault  can,  because  the  cars  are  in- 
cremental production,  not  total  pro- 
duction as  in  AMC's  case.  Renault 
now  sells  about  2  million  vehicles  a 
year,  and  200,000  more  would  provide 
a  larger  base  over  which  to  spread 
research  and  development  costs  and 
amortize  tooling. 

The  only  other  market  untapped  by 
Renault  that  has  equal  upside  poten- 
tial is  Brazil,  a  market  in  crisis 
(Forbes, Feb.  4,  1980).  There  are  no  car 
companies  to  buy  in  Brazil — the  only 
way  in  is  to  build.  "We  don't  have  the 
$800  million  to  $1,300  million  it 
would  take  to  be  able  to  sell  200,000 
cars  in  Brazil,"  Hanon  says. 

Hanon's  goal  at  AMC  isn't  to  make 
money  on  AMC  stock.  That's  a  good 
thing,  because  AMC  seems  reason- 
ably priced  at  its  recent  3 V*  or  so, 
while  Hanon  has  paid  up  to  9'/s  a 
share.  In  AMC's  best  year  it  made  $84 
million,  including  tax  credits,  which 
is  about  75  cents  a  share  on  its  poten- 
tial capitalization. 

In  acquiring  AMC,  then,  Renault  is 
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i Wohn  V.  Brennan,  President  of  U.S. 
\\i\viation  Underwriters,  America's  largest 
\visurer  of  corporate  aircraft: 
1  "Business  aircraft  have  never  been 
i  built  better  — and  safer  — than  they  are 

loday.  However,  due  to  their  complexity 
Inmd  high  performance,  pilot  training  has 

never  been  more  critical. 

"Nine  out  of  every  ten  aircraft 

accidents  have  pilot-related  causes.  We 
i:l  trongly  urge  our  policyholders  to  take 

regular  refresher  training  programs 
1  using  simulators  that  represent  their 

}xact  make  of  aircraft. 

"Why  simulators?  Our  experience 


shows  that  simulators  are  the  safest 
possible  training  environment.  They 
enable  pilots  to  practice  and  perfect  all 
normal  and  emergency  procedures 
under  controlled  conditions.  The 
alternative  of  training  in  the  aircraft  is 
hazardous  and  necessarily  incomplete 
—  in  addition,  it  wastes  fuel. 

"Typically,  the  cost  of  refresher 
training  for  two  pilots  is  less  than  the 
cost  of  one  back-up  flight  instrument. 

FlightSafety 

international 


"I  insist  that  the  pilots  who  fly  our 
own  company  jet  take  simulator 
training  twice  each  year—  the  same  as 
airline  pilots.  We  do  our  training  with 
FlightSafety." 

FlightSafety  International®  is  the 
world's  leading  aviation  training 
organization  and  offers  simulator 
training  programs  for  almost  every-  type 
of  jet  and  turboprop  business  aircraft. 
For  more  information  call  Jim  Waugh, 
V.P.  Marketing  at  (212)  565-4120  collect 
or  write  FlightSafety  International. 
Marine  Air  Terminal.  LaGuardia 
Airport.  Flushing,  N.Y.  1 1371. 


Slightly  capitalistic 


In  a  burst  of  industrial  democrat- 
ic thinking,  in  1969  the  French 
government  decided  that  Renault 
employees  would  do  a  better  job  if 
they  owned  a  piece  of  their  com- 
pany. So  the  government  decided 
to  give  it  to  them. 

At  recent  count,  the  govern- 
ment, which  continually  buys  new 
shares  to  infuse  capital  into  Re- 
nault, owned  16,650,002  shares 
(93%).  The  workers  owned 
1,336,468  shares.  The  stock,  with  a 
par  value  of  100  francs,  last  year 
paid  3.4  francs  in  dividends,  plus 
an  extra  1.7  francs  that  produced  a 
tax  deduction  if  the  shareowner 
had  less  than  3,000  francs  of  divi- 
dend income.   All  very  French. 


Don't  even  try  to  understand  it. 

The  government  rapidly  discov- 
ered many  auto  workers  didnt  ap- 
preciate what  a  share  of  Renault 
was  worth.  They  would  sell  shares 
to  local  sharpies  for  a  pittance.  To 
protect  the  workers,  the  govern- 
ment ruled  that  only  employees 
could  own  stock  (up  to  500  shares) 
and  could  sell  it  only  to  other  em- 
ployees or  to  a  central  pool. 

At  last  trade,  Renault  shares, 
whose  price  is  set  by  committee, 
were  going  for  104  francs,  up  4% 
from  their  issue  price.  You  can't 
get  rich  on  that.  Then  again,  you 
can't  get  poor  on  it,  the  way  you 
could  if  you  had  owned  Ford,  GM 
or  Chrysler  since  1970. — A.S. 


not  acquiring  assets  so  much  as  mar- 
ket position.  So  much  for  minority 
stockholders  who  hope  to  profit  from 
the  partnership. 

The  French  are  polite  and  diplomat- 
ic. No  one  would  think  of  using  the 
term  "yellow  peril."  Yet  at  every  stop 
on  a  tour  of  Renault  facilities  in 
France,  a  Forbes  visitor  was  treated 
to  Renault's  version  of  the  menace  of 
the  East.  The  French  complained  that 
the  Japanese  assembly  line  workers 
cost  the  equivalent  of  only  40  francs 
an  hour  (about  $6.90  at  current  ex- 
change rates)  in  salary  and  benefits, 
compared  with  48  ($8.25)  in  France. 
In  the  U.S.,  an  AMC  auto  worker 
costs  about  $19  an  hour.  Should 
Americans  and  Europeans  work  hard- 
er for  less  money  1  Jamais! 

"It's  a  problem  of  the  Japanese  way 
of  life,"  says  Claude  Grappotte,  direc- 
tor of  technical  information.  "Europe- 
an workers  won't  work  like  Japanese 
people,  so  the  competition  is  unfair. 
We  can't  tell  our  workers,  'You  should 
work  50  hours  a  week  instead  of  40, 
take  two  or  three  weeks  vacation  in- 
stead of  five.'  " 

"People  accept  lower  salaries,  lower 
benefits  in  Japan,"  Hanon  says.  "It's 
their  problem." 

It's  not  Hanon's  problem,  at  least  in 
France,  because  the  French  govern- 
ment has  informally  restricted  Japa- 
nese imports  to  3%  of  the  market. 
Above  that,  the  French  discover  Japa- 
nese beetles  in  the  upholstery  and  the 
cars  never  leave  the  docks. 

The  Japanese  get  the  point.  Pierre 
Gadonneix,  a  high  Ministry  of  Indus- 
try official  who  is  on  Renault's  board 
of  directors,  is  refreshingly  frank.  The 
whole  idea  is  to  keep  Japanese  cars 


from  developing  a  constituency  in 
France.  In  the  U.S.  and  England, 
where  domestic  auto  companies  are 
desperately  trying  to  use  quotas  to 
fend  off  the  Japanese,  the  biggest  po- 
litical problem  is  with  consumers 
panic-stricken  at  the  thought  of  losing 
their  inalienable  right  to  buy  a  Toyota 
or  Subaru.  VW  may  have  that  problem 
if  it  waits  much  longer  before  trying 
to  protect  its  West  German  home 
market.  Renault  wants  nothing  of 
such  problems. 

"We  have  a  little  breathing  time, 
but  not  long,"  Gadonneix  says. 

AMC  is  a  big  part  of  Renault's  at- 
tempt to  buy  time.  Will  it  work? 
AMC,  formed  in  1954  by  merging  two 
weak  companies,  has  long  been  the 
weakest  link  in  U.S.  autodom.  Had 
Renault  not  stepped  up,  AMC  would 
have  gone  broke  before  Chrysler. 

AMC's  problem  is  that,  being  small, 
it  always  has  to  scrimp  to  come  up 
with  new  cars.  Even  when  it  had  a 
winner — like  the  Pacer  in  1974 — it 
could  never  put  away  enough  money 
to  come  up  with  the  next  generation 
of  cars.  "It's  an  expensive  game,"  says 
Rudolphe  Lambert,  head  of  Renault's 
North  American  operations  and  an 
AMC  director.  "That's  why  there  are 
very  few  people  at  the  poker  table." 

With  Renault  puttingupchips,  AMC 
hopes  to  return  to  its  glory  days.  "We'd 
come  out  with  a  hot  model  and  go  all  the 
way  to  5%,"  says  AMC  President  W. 
Paul  Tippett  Jr.  "Then,  nothing." 

The  master  plan,  which  Tippett  ad- 
mits is  optimistic,  is  to  sell  200,000 
Franglaismobiles  a  year,  50,000  Ea- 
gles, 75,000  Spirits  and  Concords. 

But  AMC  has  already  announced  it 
will  make  Eagles,  Spirits  and  Con- 


cords only  as  long  as  the  market  de- 
mands them.  That  comes  close  to 
making  the  cars  orphans,  and  orphan 
cars  don't  sell  in  the  U.S. 

Tippett  hopes  AMC  can  get  a  de-| 
cent  piece  of  the  U.S.  car  market,! 
expand  sales  of  Jeeps  overseas  with| 
Renault  technology  and  distribution 
help,  and  become  a  viable — if  limit- 
ed— carmaker. 

An  ideal  partner?  Hardly,  but  Renault 
did  not  have  many  partners  to  choose 
from  in  the  U.S. — Ford  and  GM  were 
unapproachable  when  Renault  was. 
shopping  in  1978,  Chrysler  was  too 
dangerous.  AMC  had  a  choice  of  Re- 
nault or  Peugeot  and  went  with  Re- 
nault, much  to  Peugeot's  chagrin.  (Peu- 
geot, Renault's  stockholder-owned  ri- 
val, in  a  bid  to  become  bigger  than 
Renault  once  again,  bought  Chrysler 
Europe.  That  purchase  contributed  to 
Peugeot's  $349  million  loss  last  yearl 
and  has  sapped  Peugeot's  energies. 
Peugeot  is  now  trying  to  make  a  deal 
with  Chrysler  to  get  into  the  U.S.) 

So  far,  the  AMC  deal  has  been  much 
more  difficult  than  Renault  envi- 
sioned— a  common  problem  when 
buying  into  a  weak  company.  Original- 
ly, Renault  planned  to  be  producing  the 
Renault  1 8i  at  Kenosha  and  to  be  selling 
Jeeps  in  Europe.  The  investment  in) 
AMC  was  not  to  exceed  $  1 50  million. 

But  AMC  hemorrhaged,  its  banks 
forced  the  issue  to  get  Renault  to  step! 
forward,  and  Renault's  investment 
zoomed.  Renault  decided  the  18i 
would  not  sell  in  sufficient  volume 
here  and  that,  without  a  total  rede- 
sign, the  Jeep  would  not  sell  in  Europe. 

So  Renault  faces  an  uphill  fight. 
German  cars  sell  well  here  in  good 
part  because  of  Germany's  reputation 
for  making  machinery  that  purrs.  Jap- 
anese cars  sell  well  on  price  and  repu- 
tation for  quality.  French  cars? 

"When  Americans  think  of 
France,"  says  Pierre  Gazarian,  Re- 
nault U.S.A.  executive  vice  president, 
"you  think  of  gastronomy,  you  think 
of  perfume,  you  think  of  /'amour,  you 
think  of  wine."  In  mock  despair,  he 
adds,  "How  can  we  make  you  think  of 
us  as  a  high-technology  country  that 
builds  a  fine  automobile?" 

The  answer  is  to  build  a  fine  auto- 
mobile and  be  willing  to  pour  in  an 
extra  $1  billion  or  so  if  necessary  to 
support  it.  Will  Renault  have  the 
stomach  for  the  fight  if  it  loses  a  few 
rounds?  Will  the  change  of  govern- 
ment in  France,  the  drift  to  the  left, 
abort  Renault's  risky  strategy? 

It  looks  to  us  as  if  the  French  are 
here  to  stay  this  time.  But  they  will 
have  to  keep  their  checkbook  open 
and  the  government's  hands  out  of, 
management.  ■ 
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How  many  companies 
pay  dividends  every  year 
for  100  years? 
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Very  few.  In  fact,  only  seven  other 
fSE  companies  besides  Diamond 
ernational  have  paid  dividends 
ery  year  for  100  years  or  more — . 
t  of  over  1,100  listed  firms. 
And  we're  positioned  to  set  more 
;ords.  As  a  $1 .2  billion-plus  forest- 
sed  company  Diamond  will  share 
portantly  in  the  demand  for  wood 


and  pulp  products  which  could  rise, 
over  30%  in  the  next  10  years. 

Some  of  our  growth  is  already 
well  underway.  For  example,  our 
consumer  tissue  capacity  has  dou- 
bled in  the  last  two  years.  So  has  the 
number  of  Diamond  building  sup- 
plies home  centers — to  over  120 
outlets.  By  1983  their  sales  should 


top  half  a  billion  dollars. 

Cneck  us  out.  Write  for  our  quar- 
terly and  annual  reports.  Diamond 
International,  733  Third  Avenue, 
New  York,  N.Y  100T7. 


Forest  Products  •  Packaging  &  Printing  ■  Pulp  &  Paper  •  Consumer  Products  •  Building  Materials  &  Home  Supplies  ■  Machinery  Systems 


The  computer  didift  do  it. 
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Computers  can't  commit  crimes. 

But  they  can  be  misused. 

That  concerns  us  at  IBM.  and  it  should  concern  anyone  involved 
with  computers  today.  Because  keeping  computers  secure  is  the 
responsibility  of  everyone  who  uses  and  manages  them. 

At  IBM.  we  continue  to  develop  security  measures  that  can 
help  keep  information  safe. 

For  instance.  IBM  computers  can  demand  identification  in  any 
number  of  ways,  including  passwords,  keys  and  magnetic  ID  cards. 
They  can  flag  errors.  Catch  omissions.  They're  able  to  inform  you  of 


■tempted  intrusions  and  help  an  auditor  do  his  job.  Encryption  devices 
in  turn  information  into  secret  codes  that 
re  virtually  impossible  to  crack. 

Were  also  researching  new  safeguards, 
jich  as  electronic  signature  verification. 

True,  there's  probably  no  such  thing  as 
ital  security.  But  with  proper  precautions. 
:!>mputers  can  be  more  than  just  safe  places  to  keep  information. 

They  may  well  be  the  safest.  ===^=  =® 


For  a  free  copy  of  Staying  in  Charge: 

An  executive  briefing  for  improving  control 

of  your  information  system,  write: 

Mr.  Harry  DeMaio, 

Director  of  Data  Security  Programs 

IBM,  Dept.  502,  1  Culver  Road 

Dayton,  NJ.  08810 
Or  call  toll-free:  800-631-5582,  Ext.  502. 

In  New  Jersey  800-352-4960,  Ext.  502. 


STABILITY 


Stability  and  endurance  are  among  the  most  critical 
attributes  of  a  reinsurer. 

They  are  achieved  by  adhering  to  prudent  underwriting 
practices  and  maintaining  a  strong  and  balanced 
financial  base. 

General  Re,  with  strong  financial  resources,  is  positioned  to 
weather  difficult  times  and  provide  unequaled  security  to 
its  clients. 


America's  Largest  Reinsurer 


1981  General  Reinsurance  Corporation.  600  Steamboat  Road.  Greenwich.  Connecticut  06830  (203)  622-4000 


Taxing  Matters 


The  IRS  may  close  up  this  tax  loophole.  In 
the  meantime  many  firms  will  try  to  take 
advantage  of  it— and  so  can  investors. 

"if  anybody  asks 
you,  you  never 
saw  me  before" 


By  Richard  Greene 
with  Laura  Rohmann 


F 


or  some  time,  the  hottest  in- 
vesting game  in  town  has  been 
trying  to  spot  tender  offers  be- 
I  fore  they  happen.  Now  Robert  Wil- 
lens,  a  partner  with  Peat,  Marwick, 
Mitchell  &  Co.,  points  out  a  neat  way 
i  to  finesse  news  of  an  impending  spin- 
)  off  into  a  quick  profit.  It  all  hinges  on 
a  relatively  obscure  piece  of  tax  law 
1  that  makes  spinoffs  look 
!  like  takeovers. 

The  idea  is  based  on  a 
l  tax  ploy  used  in  last  year's 
i  Mobil-Esmark  deal,  in 
>  which  Mobil  ultimately 
wound  up  taking  over 
I  most  of  Esmark's  oil  prop- 
i  erties.  Willens:  "After  the 
:  deal  for  the  oil  properties 
i  had  already  been  struck 
I  and  the  price  agreed  on, 
li  Esmark  said,  'Look,  Mo- 
I  bil.  You  go  out  and  tender 
I  for  whatever  portion  of 
I  my  stock  the  subsidiary  is 
J  worth.  Then,  as  soon  as  you  get  the 
J  stock,  we  will  turn  over  the  oil  oper- 
J  ation  to  you  in  exchange  for  the 
|  stock.'  What  is  the  reason  for  doing 
I  that?  A  piece  of  the  tax  law  that  says 
j  deals  like  that  one  can  be  tax-free  for 
J  the  company  selling  the  sub  because  it 
I  is  considered  a  redemption  that  in- 
j  volves  a  distribution  of  property  that 
is  tax-sheltered. 

"In  the  Esmark  deal,   the  taxes 
saved  were  reputed  to  be  over  $100 
million,"  Willens  continues,  "and  the 
;  Dome       Petroleum-Conoco  deal 
worked  the  same  way.  It  was  sup- 
\  posed  to  involve  taxes  of  over  $250 
i  million." 

For  savvy  investors,  increased  use 


of  this  technique  offers  a  real  opportu- 
nity. If  the  sale  of  a  subsidiary  is  ac- 
complished through  a  tender  for  the 
parent  company's  stock,  that  stock 
becomes  an  interesting  short-term  in- 
vestment regardless  of  how  good  the 
deal  is. 

The  Canadianization  movement  up 
north  may  turn  out  to  be  an  opportu- 
nity for  such  deals.  Although  it  looks 
like  many  of  the  larger  oil  companies 
are  going  to  try  to  stick  it  out  up 


there,  some  of  the  smaller  companies 
may  decide  that  it's  not  worth  the 
trouble  to  face  Trudeau's  restrictive 
policies  for  U.S.  energy  companies  in 
Canada.  That  would  be  a  perfect  op- 
portunity for  U.S.  firms  to  use  this 
sort  of  deal  and  for  investors  to  buy 
the  stock  of  smaller  oil  companies. 
Says  Al  Ellentuck,  a  senior  tax  partner 
with  Laventhol  &  Horwath:  "If  we 
were  advising  a  client  who  had  to  get 
rid  of  a  subsidiary,  then  we  would 
attempt  to  structure  the  deal  this 
way — -a  tax-free  redemption." 

The  tax  law  that  allows  these  trans- 
actions dates  to  1969,  when  the  De- 
partment of  the  Treasury  was  trying 
to  clamp  down  on  companies  avoid- 


ing taxes  on  the  sale  of  appreciated 
properties  through  such  maneuvering. 
Congress  made  a  general  rule,  which 
said  that  these  transactions  would  be 
taxable,  with  seven  exceptions.  Odd- 
ly, one  of  those  exceptions  centered 
on  the  appreciated  property  being  the 
stock  of  a  50% -or-more-owned  sub- 
sidiary. If  that  and  several  other  crite- 
ria are  met,  the  distribution  of  the 
appreciated  stock  would  not  be  a  tax- 
able transaction. 

Says  Mary  Mead,  a  partner  with 
Seidman  &  Seidman,  "I  never  knew 
why  that  provision  got  into  the  law. 
They  put  a  lot  of  funny  things  into 
that  tax  law.  I  have  a  feeling  that 
someone  was  about  to  do  a  deal,  and 
they  lobbied  for  that  provision  and  got 
it  put  in." 

In  the  years  following,  there  have 
been  two  legal  precedents  set  with 
companies  trying  to  take  advantage  of 
the  law.  "One  company  was  called 
Edgar  Idol,  the  other  was  Standard 
Linen  Service,"  explains  Willens. 
"Both  involved  situations  just  like 
Mobil,  except  they  were  both  closely 
held  companies.  Both  involved  cases 
where  the  buyers  clearly  did  not  want 
to  become  shareholders.  The  IRS 
made  the  same  argument  in  both 
cases,  to  the  same  tax 
court.  The  IRS  won  the 
Idol  case  and  lost  the  Stan- 
dard Linen  case.  So  I  be- 
lieve there's  really  no 
precedent  for  this  at  all." 

Now  it  appears  that  a 
number  of  large  public 
companies  may  be  prepar- 
ing to  take  advantage  of 
this  loophole.  Said  an  IRS 
spokesman,  "I  wouldn't 
be  at  all  surprised  if  this 
device  became  popular. 
I'm  sure  there  are  rum- 
blings out  there."  But 
those  rumblings  aren't  music  to  the 
IRS'  ears,  and  the  Service  is  not  likely 
to  give  up  on  these  tax  revenues  with- 
out a  fight. 

The  IRS  will  probably  base  its  at- 
tack on  the  question  of  whether  the 
buyer  is  a  genuine  shareholder  or  not. 
"The  concept  of  a  distribution  and 
redemption  absolutely  requires  that 
the  party  being  redeemed  is  in  fact  a 
substantive  shareholder,  a  person 
who  bears  the  risks  and  rewards  of 
shareholdings,"  says  Willens.  "Under 
some  well-established  concepts  of  the 
tax  law,  a  transaction  that  has  two 
parts,  where  the  first  part  is  merely  a 
smokescreen  to  get  to  the  second 
part,  is  frequently  disallowed  for  tax- 
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Many  factors  contribute  to  productivity:  producible  designs,  superior 
tools,  clever  processes,  minimal  regulations. 

But  heading  the  list  is  people  Most  of  us  are  aware  of  the  impressive 
productivity  improvements  Japanese  companies  have  realized  with  their 
people  by  using  teams  of  cooperating  workers  called  Quality  Circles. 

Wisely  hundreds  of  American  companies  now  are  duplicating  these 
efforts  in  their  factories. 

At  Motorola,  over  a  decade  ago,  we  initiated  a  plan  of  our  own.  Today  we 
call  it  the  Participative  Management  Program  (PMP),  and  it  reaches  beyond 
the  factory  floor  We  believe  it  has  helped  us  achieve  the  same,  and  often 
better  gua/ity  and  productivity  results  for  which  Japanese  companies  get  credit. 

PMP  is  an  effective  way  to  get  the  individual  worker  more  involved, 
responsible,  informed,  and  therefore,  more  productive. 

Any  individual  worker  can  suggest  things  about  any  job  he  or  she 
does  that  a  supervisor  may  not  know  as  well.  As  management  listens  and 
acts,  gua/ity  and  output  rise. 

In  PMP, "teams  of  employees  meetfreguently,  sometimes  daily 
among  themselves  and  with  support  groups  to  tackle  the  basics.  Everyone 
is  encouraged  to  define  problems  and  suggest  solutions.  The  management 
listens,  contributes,  acts.  Each  team  operates  to  high,  published  standards 
which  it  participates  in  setting.  The  teams  measure  their  improving  per- 
formance to  these  standards  daily  weekly,  monthly.  And  everyone  benefits. 

Employees  who  want  to  can  communicate  additionally  by  submitting 
written  recommendations.  These  are  posted  on  prominent  bulletin  boards 
and  must  be  answered  in  72  hours.  Not  just  with  words,  but  with  changes  in 
tools,  procedures  or  policies  when  humanly  possible. 

The  results  have  been  dramatic.  Quality  output  and  customer  service 
are  way  up.  Costs  are  down.  Our  jobs  are  more  satisfying. 

One-third  of  our  45,000  U.S.  employees  are  operating  under  PMP 
today  Bui/ding  on  our  years  of  experience,  the  balance  of  our  U.S.  operations 
will  be  fully  managed  through  employee  participation  in  1983. 

If  we  are  succeeding  well  now,  and  we  are,  imagine  how  much  better 
we  will  be  soon. 

There  is  much  more  to  PMP  that  we'll  be  talking  about  in  ads  to  come. 
You  see,  we  believe  what  we 've  learned  about  productivity  and  the  American 
worker  can  help  other  companies  as  well 
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We  could  have 
told  you  he  wasn't 
right  for  the  job. 


He  shows  up  at 
your  door  ready  to 
conquer  the  world, 
full  of  unbridled 
enthusiasm  with  an 
itch  for  excitement. 

Do  you  hire  him? 

Not  if  you've  tried 
Dunhili  Personnel  first. 

Our  consultants  are  the  best 
trained,  most  highly  skilled  in  the  per- 
sonnel industry.  They  are  specialists 
at  understanding  your  business,  as- 
certaining your  needs  and  carefully 
screening  for  particular  qualifications 

It's  easy  to  overlook  hidden 
flaws  when  confronting  charisma. 
The  Dunhili  Personnel  System  is 
designed  to  see  beyond  the  obvious 


to  the  essence  of  each 
candidate. 

Those  who  are 
presented  for  your  final 
decision  are  the  finest— 
supremely  qualified, 
but  not  over-qualified. 

If  you  had  asked 
Dunhili  Personnel  to 
screen  for  that  aggressive  super- 
talent,  we  would  have  found  that  the 
above  candidate,  though  highly  qual- 
ified, tends  to  bite  off  more  than  he 
can  chew. .  .and  wouldn't  be  satis- 
fied for  long  with  just  one  company. 

Find  us  in  the  telephone 
directory  and  find  the  right  person 
for  the  job. 
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Dunhili  Personnel  System 

The  right  people  for  the  job. 


Taxing  Matters 

free  treatment." 

So,  let's  say  Company  A  buys  into 
Company  B  with  the  sole  intent  of 
using  those  shares  to  trade  for  Com- 
pany B's  subsidiary — and  such  a  defi- 
nite agreement  was  struck  before- 
hand, so  no  shareholder  risk  was  in- 
volved. That's  the  sort  of  case  in 
which  the  IRS  would  seem  to  have  a 
good  shot  at  collecting  its  taxes. 

Of  course,  that  means  corporations 
trying  to  pull  off  one  of  these  deals 
will  be  particularly  careful  about  pre- 
arrangements.  Says  Willens:  "You 
must  make  things  look  as  'arm's 
length'  as  you  can  and  not  document 
anything.  You  hope  by  taking  all  of 
these  precautionary  steps  that  the  IRS 
will  respect  the  things  you  have  done. 
There  is  no  doubt  that  people  are 
meeting  as  we  are  talking,  and  saying, 
Look,  I'm  going  to  tender  for  your 
tock.  If  anybody  asks  you,  you  never 
aw  me  before.'  The  tax  law  is  unreal- 
stic  in  that  sense.  It  makes  you  go 
through  these  charades.  But  there's  no 
doubt  that's  happening.  No  doubt.  I 
imean,  people  just  don't  leave  billion- 
dollar  deals  to  chance." 
'  Naturally,  there's  always  the  risk 
that  the  IRS  will  find  such  deals  un- 
convincing and  will  disallow  their 
tax-free  status.  But  the  companies 
(really  have  little  to  lose.  They  will 
(have  taken  a  shot  at  saving  a  substan- 
tial amount  of  taxes.  If  they  do  later 
pay  the  taxes,  it's  likely  the  profit 
■  made  on  the  money  saved  will  nearly 
lequal  the  interest  payments  due  the 
[RS.  Esmark's  case,  for  example,  could 
appear  shaky,  since  it  is  arguable  that 
Mobil  was  never  really  a  "substan- 
tive" shareholder  in  Esmark  for  any 
purpose  other  than  the  deal.  But  even 
if  Esmark  is  attacked  and  loses,  the 
I  real  loss  will  be  minimal. 

Naturally,  since  these  deals  do  run 
I  the  risk  of  being  struck  down  by  the 
j[RS,  companies  should  set  up  cash 
I  reserves  in  case  the  IRS  wins.  But, 
i  says  Willens,  "Down  the  road,  if  the 
j  company  wins  the  deal,  they  are  going 
jto  get  a  tremendous  boost  to  earnings 
iwhen  they  put  that  reserve  for  taxes 
iinto  earnings." 

The  only  sure  winners  in  such  a 
ideal  are  the  investors.  It  doesn't  really 
i  matter  what  the  IRS  does  to  the  com- 
ipany's  tax-exclusion — an  investor 
i  who  gets  in  early  enough  still  holds 
onto  his  profit  from  the  sale  of  the 
! stock.  If  he  got  in  way  before  the 
tender  offer  was  made  even  that  profit 
i could  possibly  be  a  capital  gain.  The 
i  whole  trick  is  picking  such  situations 
before  they  hit  the  papers.  ■ 


How  fop  decision  makers 
cope  with  stress. 


We  teach  executives  the  fine  art  of  stress 
management.  It  starts  with  a  thorough 
medical  examination,  including  stress 
test,  blood  test,  urinalysis,  strength  and 
flexibility  test  and  body  fat  evaluation. 
Your  Risk  Factor  and  Physical  Fitness 
Profiles  will  be  determined.  You  will  leave 
here  ready  to  conquer  the  world  with  a 
personal  exercise  prescription  designed 
to  keep  you  looking  and  feeling  better 
than  ever.  Ask  about  our  7-day  program. 

The  Executive  Fitness  Center 
could  add  years  to  your  life. 


THE 

EXECUTIVE 

FITNESS 

CENTER 

AT  PALM- AIRE 

Write  Jack  Healey.  VP.  Marketing 
2501  Palm-Aire  Drive  N.  Dept.  B 
Pompano  Beach,  Florida  33060 

(800)  327-4960  toll-free. 
In  Florida  (305)  972-3300 
TWX  510/956/9609 


Robertshaw's  modular 
breakthrough  can  bring 
more  energy  efficiency 


to  climate  control  in  buildings. 

Until  now,  pneumatic  control  panels  have  generally  been  a 
maze  of  tubing,  control  devices  and  electric  wires  that  reg- 
ulate heating,  ventilating  and  air  conditioning  systems. 
Robertshaw's  innovative  idea  of  standard  modular  sockets 
and  controls  simplifies  every  step  from  design  thru  installa- 
tion—even future  expansions.  Our  engineers  designed  new 
controls  to  deliver  more  accuracy  and  energy  savings  in 
well  designed  HVAC  systems. 

This  Pneumodular"  system,  first  advance  in  pneumatic 
control  in  over  a  decade,  is  typical  of  Robertshaw's  commit- 
ment to  quality  and  state-of-the-art  technology.  From  pneu- 
matics to  electronics,  Robertshaw  has  long  ranked  among 
the  top  100  companies  for  patents  issued.  For  details  on 
Pneumodular,  write  to  Robertshaw  Controls  Company, 
Dept.  CSF,  P.O.  Box  26544,  Richmond.VA  23261.  Or  call 
804/288-3081. 


CONTROLS  COMPANY 

The  Energy  Control  Company 
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ONE  OF  THE  LARGEST  BANKS 
IN  THE  WORLD  IS  TAKING  A  NEW 
PATH  TO  INTERCEPT  THE  FUTURE. 


BECAUSE  YOU  NEED  A  LEADER 
IN  THE  MONEY  MARKETS 
OF  THE  WORLD. 


This  has  been  a  period  of  record  levels  of 
interest  rates  coupled  with  swift  and  sharp 
movements  in  currency  values. Therefore, 
the  decisions  faced  by  corporate  financial 
officers  and  institutional  portfolio  mana- 
gers have  been  fraught  with  hazard  to  a  far 
greater  degree  than  was  the  case  just  a  few 
years  ago. 

We  at  Bankers  Trust  Company  believe 
that  the  global  financial  intermediary  in 
this  charged  financial  environment  should 
assume  a  leadership  role.  To  fulfill  that 
role,  we  began  to  plan  for  volatile  financial 
markets  several  years  ago.  This  entailed 
reorganizing,  integrating  and  actively  man- 
aging our  worldwide  money  and  securities 
markets  businesses  and  information  sys- 
tems. This  strategic  shift  not  only  has 
enhanced  our  own  position  in  world  finan- 
cial markets,  but,  more  importantly, 
enabled  us  to  provide  maximum  assistance 
to  our  customers. 

For  example,  we  help  multinational  cor- 
porate and  institutional  clients  to  focus  on 
relationships  between  various  markets, 
domestic  and  international,  cash  and 
futures.  Specific  market  sectors  served  in- 
clude U.S.  Treasury  and  Agency,  Tax 
Exempt,  Eurosecurities,  Liability  Instru- 
ments and  Foreign  Currencies.  We  also 
work  closely  with  our  clients  in  formulating 
market  programs  and  managing  risk 
exposure.  We  can  even  act  as  agent  and 
advisor  for  major  corporate  issuers  of  com- 
mercial paper. 

Our  staff  in  the  Money  Market  Center  at 
16  Wall  Street  and  the  other  financial 


centers  around  the  world  may  not  be  the 
largest,  but  it  has  been  very  carefully 
selected.  It  inc'udes  the  specialized  and 
distinguished  Money  Market  Economics 
Group  that  helps  our  customers  with  their 
day-to-day  financial  planning.  And, 
because  we  are  one  of  the  dominant  forces 
in  the  marketplace,  trading  over  $5  billion 
daily,  our  money  market  professionals  are 
exposed  to  every  nuance  of  the  market- 
place, enabling  them  to  serve  you  better. 

At  Bankers  Trust,  the  money  and  securi- 
ties markets  represent  a  core  business,  not 
just  a  sideline.  This  emphasis  has  enabled 
us  to  produce  a  track  record  of  high  profit- 
ability, year  after  year,  in  spite  of  the  most 
explosive  interest  rate  movements  in  mod- 
ern history.  The  team  we  have  assembled, 
and  our  commitment  to  outstanding 
performance  and  service,  have  paid  off 
handsomely.  We  hope  that  when  you  seek 
assistance  in  your  financial  planning  and 
decision-making  you  will  call  on  Bankers 
Trust,  the  bank  that  has  organized  itself  to 
meet  your  needs. 

WM  BankersTrust 
LI  Company 

Worldwide 

280  Park  Avenue,  New  York,  N.Y.  10017 

Chicago,  Houston,  Los  Angeles.  Miami,  San  Francisco. 

Argentina,  Australia,  Bahamas,  Bahrain,  Belgium.  Brazil, 
Canada,  Chile,  Colombia,  Denmark,  France,  Greece,  Hong 
Kong,  India,  Indonesia.  Italy,  Japan,  Korea.  Mexico, 
The  Netherlands.  Nigeria.  Panama.  The  Philippines,  Portugal, 
Singapore,  Spain,  Switzerland.  Taiwan,  Thailand,  Tunisia, 
United  Kingdom,  Venezuela,  West  Germany,  Yugoslavia. 
Member  FDIC  ©  Bankers  Trust  Company. 


Taxing  Matters 


Why  are  they  making  so  many  movies  in 
Canada  these  days?  Not  for  some  of  the 
reasons  you  might  think. 


Sunset  Boulevard 
North 


By  Jon  Schriber 


T|  he  Canadians  have  declared  a 
tax  war  on  Hollywood — and  so 
far  they  are  winning.  More  mo- 
tion pictures  are  being  produced  in 
Montreal  and  Toronto  than  in  any 
other  North  American  location  out- 
side Hollywood.  Part  of  the  reason  for 
the  trek  north  is  that  Canada  has  low- 
er production  costs — or  did  until  re- 
cently. But  there's  more  to  the  story 
than  that. 

Five  years  ago  the  Canadian  govern- 
ment sweetened  a  two-year-old  tax 
deferral  aimed  at  luring  the  current 
crop  of  Cecil  B.  DeMilles.To  qualify 
for  the  tax  breaks,  a  movie's  producer 
must  be  Canadian,  and  about  75%  of 
its  budget  must  be  spent  on  Canadian 
goods  and  services.  Beyond  that,  the 
movie  must  pass  a  point-system  test. 
The  moviemaker  gets  two  points 
each  for  having  a  Canadian  director 
and  screenwriter  (you  need  at  least 
one);  one  point  each  if  the  highest- 
paid  and  second-highest-paid  actors 
are  Canadian;  and  another  point  each 
for  a  Canadian  art  director,  director  of 
photography,  music  composer  and 
film  editor.  Six  points  out  of  a  possible 
ten  and  the  movie  is  certified  "Cana- 
dian." Backers  of  the  project  can  now 
get  a  tax  break. 

In  spite  of  such  heavy  emphasis  on 
Canadian  help,  many  films  turn  out 
looking  and  sounding  as  American  as 
Gone  With  the  Wind.  The  116  films 
made  in  Canada  in  1979  and  1980 
include  such  red-white-and-blue 
items  as  Running,  with  Michael 
Douglas;  Meatballs,  starring  Bill  Mur- 
ray of  Saturday  Night  Live  fame;  Prom 
Vigbt,  a  juicy  horror  film  where  teen- 
are  hacked,  sliced  and  diced  on 


that  special  night  and  Middle  Age 
Crazy,  a  comedy  with  Ann-Margret 
and  Bruce  Dern.  Recently,  the  quality 
and  budgets  of  these  Maple  Leaf  spe- 
cials have  escalated  with  Scanners,  a 
science  fiction  picture  directed  by  Da- 
vid Cronenberg;  Atlantic  City,  by 
French  director  Louis  Malle,  and 
Heaiy  Metal,  an  animated  version  of 
the  underground  comic,  made  for  a 
heavy  C$7  million. 

It's  not  hard  to  see  why.  The  Cana- 
dians have  made  investing  in  movies 
one  of  the  best  games  in  town.  First, 
you  can  expense  all  of  your  movie 
investment  in  the  first  year.  So  if  you 
are  a  Canadian  dentist  making 
$100,000  and  are  in  the  top  bracket  of 
62%,  you  can  invest  $10,000  in  a  film 
and  immediately  see  $6,200  back 
again.  That's  not  all.  You  don't  even 
have  to  put  up  the  full  investment  in 
cash  to  qualify  for  the  deduction.  You 
can  pay  just  20%  of  it  and  promise  to 
pay  the  rest  in  four  years.  So  you  put 
up  $2,000  of  a  $10,000  investment, 
receive  $6,200  on  your  taxes  and 
come  out  ahead  by  $4,200  on  a  cash 
flow  basis  in  the  first  year,  which  can 


Edited  By  Richard  Greene 

be  invested  elsewhere  to  earn  income 
Not  bad. 

Says  Roymark  Financial  Services 
Frank  Jacobs,  the  guru  of  Canadiai 
film  financing:  "If  a  person  starts  t< 
see  a  return  the  second  year,  he  nee< 
make  back  only  50%  of  his  origina 
investment  to  actually  break  evert 
After  the  breakeven  point,  every  dol 
lar  is  38  cents  net  to  you,  since  all  th» 
profits  are  taxed  at  the  original  mar 
ginal  rate."  Even  if  the  picture  bomb 
at  the  box  office,  the  tax  deferral  be 
comes  a  tax  writeoff,  so  you  do  no 
lose  altogether. 

Naturally,  moviemaking,  like  ani 
other  tax  shelter,  is  hazardous.  Out  o 
every  ten  made  there  are  seven  loser: 
and  two  that  make  modest  profits 
But  then  you  get  to  play  big  shot 
Opening  nights  with  starlets  flocking 
around  can  help  offset  some  of  the 
pain  of  a  bad  investment.  Besides 
there  is  the  possibility  of  a  big  payoff 
Unlike  many  foolish  tax  shelters  ir 
which  there  is  never  a  payday,  Cana 
dian  moviemaking  offers  a  minimun 
of  a  10-to-l  chance  of  hitting  it  big 
Those  may  not  be  good  odds,  but  ai 
least  the  gamble  is  considerably  cush- 
ioned by  the  shelter. 

Meatballs  is  Canada's  alltime  North 
American  box-office  champ  with  re- 
ceipts of  $50  million,  almost  entirely 
from  U.S.  theaters.  Paramount  dis- 
tributed the  film  worldwide  and  took 
in  about  $25  million  from  film  rental 
fees.  Of  that  sum,  $7  million  went  tc 
the  Canadians,  who  made  the  film  foi 
only  C$1.6  million.  A  C$20,000  in- 
vestment in  this  picture  bought  a  1% 
share  of  the  film,  plus  an  0.5%  share 
of  the  after-cost  profits.  With  the  fa- 
vorable foreign  exchange  rate  a  bonus 
that  C$20,000  investment  will  turn 
out  to  be  6  or  7  times  that  much,  by 
one  estimate.  The  payout  will  prob 
ably  stretch  out  until  next  fall. 

"Meatballs  was  a  very  successful  low 
budget  film  that  came  at  the  right  time 
and  had  some  magic,"  shrugs  its  pro 
ducer,  Andre'  Link,  who  operates  out  of 
Montreal.  Link  seems  to  have  a  little 
magic  of  his  own.  Two  weeks  into  the 
shooting  of  his  latest  picture,  Happ\' 
Birthday  to  Me,  a  gory  horror-mystery 
story,  Columbia  Pictures  bought  it 
from  him  for  $5  million.  It  cost  him 
C$4.3  million  to  make.  "They  made 
the  commitment  at  the  height  of  the 
Screen  Actors  Guild  strike  and  they 
really  had  a  hole  in  their  distribution 
pattern,"  says  Link.  "We  lucked  out." 

Of  course,  not  everything  is  rosy  in 
Canadian  filmmaking.  Expenses  have 
risen  to  the  point  where  the  tax  break 
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NOW  PRESORT 
MAKES  MORE 
CENTS  THAN 

ci/FR 


Presort  savings  up  50%. 


The  U.S.  Postal  Service 
has  increased  Presort  sav- 
ings from  two  to  three  cents 
on  First-Class  letters  pre- 
sorted by  ZIP  Code®  And 
Lhere  is  a  new  four-cent  savings  on  First- 
Dlass  letters  sorted  to  carrier  routes. 

Presort  is  growing. 

Last  year  the  number  of  businesses 
liscovering  the  advantages  of  Presort 
Service  grew  from  20,000  to  30,000.  So, 
f  you're  still  not  a  Presort  customer, 


maybe  it's  time  you  took  a  fresh  look  at 
the  numbers. 

Pennies  at  a  time,  Presort  savings 
to  businesses  added  up  to  millions  of  dol- 
lars last  year.  And  with  this  year's  in- 
crease, the  savings  will  be  millions  more. 

Only  500  pieces  to  qualify. 

Qualifying  for  the  reduced  postage 
rates  is  easier  than  you  think.  All  you 
need  is  a  mailing  of  500  or  more  pieces 
of  First-Class  Mail®  which  meet  our 
sorting  requirements.  We'll  supply  the 
necessary  trays  and  other  materials 
at  no  extra  charge  and  show  you  how  to 


properly  label  and  bundle  your  mail. 

Getting  started. 

Each  Presort  system  has  to  be 
tailored  to  your  particular  needs.  So  to 
get  started,  call  your  local  Postmaster, 
and  a  Customer  Service  Representative 
will  be  happy  to  sit  down  with  you 
and  help  set  up  a  Presort  system  that's 
right  for  you. 

PRESORT 

CUTS  THE  COST 
OF  FIRST-CLASS  MAIL 


is  playing  a  big  role  in  keeping  the 
industry  alive.  If  the  Canadian  gov- 
ernment did  away  with  that  break,  in 
Link's  opinion,  "The  level  of  picture 
production  would  be  drastically  re- 
duced, maybe  to  less  than  one-tenth 
what  it  is  today."  He  is  not  especially 
enamored  of  government  regulations, 
particularly  the  point  system,  which 
restricts  his  use  of  foreign  talent  and 
increases  the  Canadian  Guild's  bar- 
gaining power.  What  if  the  U.S.  were 


to  give  greater  tax  breaks  to  movie 
investors,  as  it  used  to  do?  "I  would  be 
delighted,"  he  replies  at  once.  "I'd  be 
making  films  in  the  U.S." 

His  wish  may  soon  come  true.  Hol- 
lywood is  striking  back.  Now  small 
investors  can  buy  limited  partner- 
ships in  Metro-Goldwyn-Mayer  Film 
Co.  productions.  Given  the  7-in-10 
chance  of  investing  in  a  loser,  the  tax 
benefits  of  these  partnerships  make 
the  risk  more  palatable.  If  it  works, 


this  new  type  of  financing  could  result 
in  a  sizable  increase  in  the  number  of 
MGM  productions. 

Other  U.S.  film  studios  and  the  in- 
vestment community  are  keeping  an 
eye  on  how  MGM  fares  with  this 
scheme.  If  they  follow  suit,  the  next 
step  seems  obvious:  What  if  Holly- 
wood were  to  lobby  for  Canadian- 
style  investor  tax  breaks  for  U.S. 
films?  Its  pleas  just  might  be  heard  by 
a  chief  of  state  who's  an  ex-actor.  ■ 


Construction  companies  and  their  belea- 
guered accountants  are  finally  getting  a 
firm  accounting  blueprint. 

Cleaning 
house 


Numbers  Game 


By  Jane  Carmichael 

Remember  National  Student 
Marketing  Corp.,  the  spectacu- 
lar stock-fraud  case  that 
marked  the  end  of  the  go-go  years? 
NSMC's  idea  was  to  act  as  sales  agent 
for  various  companies,  using  college 
students  to  peddle  clients'  wares  to 
the  "youth  market."  The  trouble  was, 
NSMC  was  using  an  accounting 
method  that  was  designed  for  the  con- 
struction industry — -percentage-of- 
completion  revenue  recognition — to 
cook  its  books.  Based  on  flimsy  oral 
"contracts"  that  later  fell  through, 
NSMC  showed,  as  sales,  dollars  it  had 
never  seen. 

Now,  a  full  nine  years  after  the 
SEC's  fraud  suit  against  NSMC,  the 
American  Institute  of  Certified  Public 
Accountants  has  issued  its  new  Audit 
and  Accounting  Guide  for  Construction 
Contractors,  intended  in  part  to  pre- 
vent anything  like  that  from  happen- 
ing again.  It  was  high  time.  There  are 
so  many  different  methods  of  ac- 
counting used  in  the  construction  in- 
dustry that  banks,  bonding  companies 
md  sureties  who  lend  money  to  and 
v:ntee  the  performance  of  contrac- 


tors can't  depend  on  financial  state- 
ments to  tell  them  what's  going  on. 

The  new  guide  should  set  that 
straight.  First  off,  it  clearly  sets  out 
what  kinds  of  contracts  are  covered 
by  construction  accounting.  The  cus- 
tom-design and  manufacture  of  aero- 
space equipment  is  included,  for  ex- 
ample, while  sales  contracts  like 
NSMC's  probably  would  no  longer  be. 
The  contracts  involved  must  also  be 
legally  binding,  which  would  knock 
out  NSMC  for  sure. 

Then  there's  the  question  of  con- 
struction firms  using  the  "completed 
contract"  or  percentage-of-comple- 
tion  method  of  accounting.  They're 
both  perfectly  legitimate,  but  not  in 
the  same  cases.  Under  completed  con- 
tract accounting,  favored  by  the  small, 
privately  owned  contractors  that 
make  up  some  90%  of  the  industry, 
no  revenues  or  profits  are  recorded 
until  the  work  is  "substantially"  com- 
plete. That's  a  safe,  conservative  prac- 
tice, to  be  sure,  but  one  that  tells  you 
little  about  the  current  condition  of 
the  company,  its  sales  volume  or  its 
progress  on  contracts. 

For  that  reason,  the  AICPA  has 
come  out  strongly  in  favor  of  percent- 


Edited  By  Richard  Greene 

age-of-completion,  where  you  prorate 
total  anticipated  revenues  and  income 
over  the  life  of  the  contract,  based  on 
estimates  of  how  far  the  work  has 
progressed.  The  only  time  the  com- 
pleted contract  method  is  acceptable, 
says  the  AICPA,  is  when  "reason- 
able" estimates  cannot  be  made — if, 
for  example,  the  contractor  is  building 
an  airport  in  a  Third  World  country 
with  wildly  unpredictable  weather  or 
politics,  or  is  working  on  technology 
so  new  that  no  one  knows  its  cost. 
The  burden  of  proving  that  reliable 
estimates  cannot  be  made  is  left  to 
the  contractor  and  his  CPA.  The 
AICPA  makes  it  abundantly  clear  that 
it  frowns  on  such  failings:  "The  abili- 
ty to  produce  reasonably  dependable 
estimates  is  an  essential  element  of 
the  contracting  business." 

This  doesn't  make  every  contractor 
happy.  Take,  for  example,  Billy  Carter 
(no  relation),  a  member  of  the  AICPA 
and  chief  financial  officer  of  Nello  L. 
Teer  &.  Co.,  a  $125  million  Durham, 
N.C. -based  contractor.  "It's  inappro- 
priate to  require  that  a  man  confess 
he's  incompetent  in  order  to  use  a 
perfectly  acceptable  accounting  meth- 
od," says  Carter.  "There  are  multi- 
tudes of  contractors  doing  under  $10 
million  a  year,  and  they  don't  have 
elaborate  accounting  systems  or 
CPAs  working  for  them.  So  they  keep 
their  financial  records  on  the  same 
basis  as  they  do  for  taxes — completed 
contract." 

A  more  worrisome  drawback  is  that 
the  percentage-of-completion  method 
leaves  much  more  room  for  shenani- 
gans.'The  contractor  has  to  identify 
the  "profit  center" — normally,  the  in- 
dividual contract.  But  sometimes  a 
contractor  will  break  a  contract  into 
segments,  or  combine  two  or  more 
contracts  into  one  profit  center.  It  can 
be  awfully  tempting  to  abuse  this  to 
accelerate  profit  recognition.  Remem- 
ber Stirling  Homex?  That's  what  it 
was  doing. 

In  the  early  1970s,  Stirling  Homex 
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Introducing  Allied's  latest  acquisitions. 


4  ^ 


If 


We've  invested  in  100  new  scien- 
sts.  All  members  of  the  latest  group 
>f  researchers  hired  by  Allied  Chem- 
lal,  one  of  our  operating  com- 
janies.  We  acquired  these  new 
•cientists  right  after  we  acquired  a 
lew  attitude  about  research. 

These  smart  people  chose  our 
company  when  they  could  have 
worked  for  any  chemical  company 
nthe  world.  Why  was  Allied  such  a 
■mart  choice?  Because  our  new  atti- 
jde  was  to  offer  them  some  of  the 
host  intriguing  projects  in  the 
"idustry. 

Some  are  using  bioengineering 


Lto  turn  meek,  ordinary  vegetables 
into  muscular  specimens  strong 
enough  to  fight  world  hunger. 

Others  are  tailoring  new  ways  to 
put  information  on  silicon  chips,  so 
they  can  shrink  to  fit  when  today's 
tiny  computers  become  even  tinier. 

Still  others  are  plunging  into  the 
murky  depths  of  industrial  waste 
water,  treating  it  to  remove  the  murk 
and  leave  only  fresh  water. 

Our  new  attitude  also  applies  to 
money.  We're  spending  it.  In  the  last 
two  years,  we  quadrupled  our  chem 
icals  research  budget.  During  the 
next  5  years,  we'll  spend  $250  mil- 


lion, and  that's  just  for  our 
chemical  company.  Combine 
that  with  some  of  Allied's  other  major 
businesses— Fibers  and  Plastics, 
and  Electrical  Products— and  we'll 
be  spending  $900  million. 

One  hundred  new  scientists,  crea- 
tive research  projects,  and  millions 
of  dollars  to  support  them. 

When  we  say  acquisitions,  we 
mean  business. 


LLIED 

2A\  Corporation 


We  mean  business. 


Phelps  Dodge  Industries  copper  products  photographed  at  the  Phelps  Dodge 
Corporation  copper  mine  at  Morenci,  Arizona.  Operating  around  the  clock, 
up  to  300.000  tons  of  material  are  moved  daily  at  Morenci. 


America's  larges 
producer  of  copper  product 
would  like  you  to  know  its  sourc 


one 


oftf 


You  may  know  Phelps  Dodge  for  high-performance 
power  cable.  Or  for  plumbing  tube  and  fittings,  magnet 
wire,  telephone  cable,  or  rod  and  wire.  We  fabricate  about 
one  billion  pounds  of  copper  products  a  year  in  the  U.S. 

But  now  we'd  like  to  introduce  you  to  the  source. 

This  is  our  Morenci  open-pit  copper  mine  in  Arizona, 
the  third  largest  in  the  world.  From  it  and  three  other 
modern,  efficient  mines  in  the  Southwest,  our  U.S.  mining 
Dperations  produce  on  an  average  about  600  million  pounds 
Df  the  red  metal  a  year— about  20%  of  all  U.S.  production. 


And  we've  still  only  scratched  the  surface.  Our 
copper  reserves  here  and  elsewhere  will  enable  us  to 
continue  mining  well  into  the  21st  Century. 

We  go  to  the  source.  So  that  we  can  continue  to 
meet  the  ever-increasing  need  for  quality  copper  prod- 
ucts. So  that  people  who  depend  on  copper  can 
depend  on  us. 

Phelps  Dodge  gwhf*ln*M 
300  Park  Avenue.  Vf 
New  York,  New  York  10022.  MMOUBtS 


The  copper  people  from  Phelps  Dodge. 


Numbers  Game 


was  in  the  business  of  building  and 
installing  prefabricated  homes,  most- 
ly for  public  housing.  It  segmented  the 
contracts  into  two  profit  centers — 
building  and  installation — even 
though,  as  later  events  were  to  prove, 
one  phase  meant  nothing  without  the 
other  in  terms  of  cash  profit.  What 
Stirling  Homex  didn't  tell  sharehold- 
ers was  that  its  customer  "commit- 
ments" from  local  housing  authorities 
were  subject  to  final  approval  and  fi- 
nancing from  the  Department  of 
Housing  &.  Urban  Development. 
When  HUD  didn't  come  through, 
Stirling  Homex'  clever  segmentation 
allowed  it  to  keep  on  merrily  record- 
ing "profits"  from  the  building  phase 
while  most  of  its  products  piled  up  in 
warehouses.  Since  actual  payment 
wasn't  due  until  the  units  were  in- 
stalled, which  never  happened,  the 
company  went  bankrupt  in  1972.  Sur- 
prise, surprise. 

The  SEC  decided  that  Stirling  Hom- 
ex had  knowingly  defrauded  its  share- 
holders, but  a  contractor's  motives  are 
not  usually  so  nefarious.  Says  Richard 
Hickok,  chairman  of  Main  Hurdman 
and  head  of  the  AICPA  committee 
that  wrote  the  guide:  "I  think  there  is 
a  degree  of  eternal  optimism  in  con- 
tractors as  in  most  human  beings. 
They  think,  'This  job  is  going  to  get 
better.  We're  going  to  operate  more 
efficiently  at  the  end  of  the  con- 
tract.' "  Unfortunately,  it's  not  fair  to 
drag  investors  into  such  dreams,  espe- 
cially when  they  become  fantasies. 

Another  way  contractors  accelerate 
profit  recognition  under  percentage- 
of-completion  is  by  abusing  the  for- 
mula for  estimating  how  close  a  given 
job  is  to  being  finished.  The  AICPA 
can  do  little  to  curb  such  abuse  and 
still  have  estimates.  But  the  new 
guide  does  put  a  stop  to  the  practice  of 
mg  percentage-of-completion 
.'ornparing  contract  billings  to  date 


with  total  anticipated  billings.  That 
is,  you  figure  you  will  bring  in  $1 
million  on  a  contract,  so  you  bill  your 
client  $100,000  and  claim  you  are 
10%  through.  That's  misleading  be- 
cause the  billing  schedule  is  usually 
written  into  the  contract  without  ref- 
erence to  any  tangible  measure  of 
progress.  In  fact,  a  contractor  and  his 
customer  will  often  agree  to  have  the 
highest  billings  at  the  beginning  of 
the  contract  to  defray  startup  costs, 
which  is  legitimate  for  cash-flow  pur- 
poses, but  not  for  accounting.  By  us- 
ing billings  to  figure  your  percentage- 
of-completion,  you  could  report,  say, 
50%  of  anticipated  profits  without 
having  laid  a  single  brick. 

The  AICPA  has  also  reined  in  the 
industry  in  how  it  handles  materials 
bought  for  a  contract  but  not  yet  used: 
Their  value  must  be  recorded  as  in- 
ventory rather  than  as  a  cost,  delaying 
profit  recognition.  And  the  AICPA 
says  that  if  you  are  going  to  wait  to 
recognize  a  claim  from  a  lawsuit  as 
income  until  it's  actually  in  hand — 
which  is  only  wise — you  should  tell 
the  reader  what  you  think  you  will 
collect  in  a  footnote.  (Of  course,  that 
could  tip  your  hand  to  the  opposition 
in  court.)  Other  technical  topics  the 
AICPA  tackles  include  the  method  of 
calculating  income  under  percentage- 
of-completion  and  how  to  report  revi- 
sions of  estimates. 

So,  while  the  new  guide  has  its  fair 
share  of  flaws,  at  least  it  does  stan- 
dardize construction  accounting.  And 
that  will  make  the  lenders  happy. 

It  was  Robert  Morris  Associates, 
the  association  of  bank  loan  officers, 
that  originally  asked  the  AICPA  to 
take  a  look  at  construction  account- 
ing. Says  Jim  Waterston,  immediate 
past  president  of  RMA  and  an  officer 
of  Detroit  Bank  &  Trust,  "We  won't 
be  going  into  situations  we  might  oth- 
erwise have  gone  into.  Then  again,  we 
might  go  into  some  we  would  have 
stayed  away  from,  because  now  we'll 
understand  the  numbers  better."  ■ 


The  booking  of  SAM 

Tlhe  Shared  Appreciation  Mort- 
gage— in  which  a  lender  knocks  a 
few  points  off  the  interest  rate  in  re- 
turn for  a  chunk  of  a  home's  apprecia- 
tion, either  when  it  is  sold  or  when 
the  mortgage  matures,  usually  in  ten 
years — is  one  of  the  last  best  hopes  of 
the  beleaguered  homesteader.  So  why 
haven't  they  taken  off?  Well,  obvious- 
ly, in  this  market,  savings  and  loans 
would  frequently  prefer  to  do  business 
in  variable-rate  mortgages,  which  are 
more  helpful  to  cash  flow.  But  that's 
not  the  whole  story.  Without  a  decent 


accounting  method  to  figure  their  ex 
pected  return,  SAMs  are  not  going  tfl 
be  a  popular  device  for  insurance  com| 
panies,  banks  and  others  in  the  sec 
ondary  market — no  matter  how  mam 
homeowners  they  would  help. 

Of  course,  investors  know  perfectly 
well  how  to  account  for  the  interesi 
portion  of  the  return  on  a  SAM.  Thei 
have  been  doing  it  for  years  with  th« 
standard  mortgages  in  their  portfo 
lios.  It's  the  equity  portion  that  i: 
causing  problems.  Waiting  for  thi 
house  to  be  sold  before  recording  an] 
gain  would  be  anathema  to  bankersi 
They  like  nice,  smooth  yield  curvesi 
not  sudden  lumps  of  incoming  cash 
But  short  of  sending  out  armies  o 
appraisers  every  year  to  check  on  the 
SAM-financed  homes,  how  can  yoi 
project  your  return? 

The  FASB  is  kicking  around  a  cou 
pie  of  proposed  solutions.  One  is  tc 
assume  that  the  home  will  appreciate 
at  the  same  rate  as  the  current  mort 
gage  interest  rate.  Say  the  S&L  thai 
issued  the  SAM  knocked  30%  off  the 
interest  rate  in  return  for  30%  of  the 
appreciation  of  the  house.  With  cur- 
rent mortgage  rates  around  17%,  the 
SAM's  interest  rate  would  be  about 
11%.  So  the  pension  fund  would  cal- 
culate 11%  for  the  interest  portion  ol 
its  return  and  17%  for  the  presumec 
equity  appreciation.  The  trouble  is, 
that  system  just  doesn't  work  in  the 
real  world.  Home  values  haven't  been 
doing  nearly  that  well  lately. 

A  safer,  more  realistic  approach 
would  be  to  look  directly  at  whal 
home  values  are  doing  in  the  issuing 
S&L's  state  or  city.  Every  time  the 
pension  fund  bought  a  package  ol 
SAMs  from  an  S&L,  it  would  start 
keeping  tabs  on  some  real  estate  ap- 
preciation index  in  the  S&L's  area. 
Then  it  would  apply  the  appropriate 
index  to  each  package  of  SAMs  in  its 
portfolio.  Obviously  this  would  be 
more  expensive  than  the  simple  mort- 
gage rate  tie-in  method. 

Whichever  solution  is  chosen,  it 
should  be  chosen  quickly  if  SAMs  are 
to  be  of  any  assistance  to  the  home- 
owner. Until  S&Ls  have  a  secondary 
market  in  which  to  sell  their  SAMs, 
they  won't  be  issuing  many  of  them. 
They  need  cash  now.  As  Donald 
Zellmer  of  Ernst  &  Whinney  puts  it: 
"Big  deal,  the  SAM  is  going  to  earn 
something  ten  years  from  now  and 
the  S&.L  won't  be  around  to  collect 
it."  Take  Coast  Federal  Savings  & 
Loan  of  Sarasota,  Fla.  In  August  1980 
it  offered  $2.5  million  worth  of  SAMs, 
and  within  two  days  desperate  bor- 
rowers had  gobbled  up  all  the  money. 
Since  then,  Coast,  in  partnership  with 
Oppenheimer   Asset   Advisers,  has 
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backed  similar  offerings  in  four  other 
cities,  and  all  met  the  same  greedy 
Chuck  Brunie  of  Op- 
penheimer:  "In  practice,  the  S&L  will 
not  end  up  owning  these  mortgages. 
We  want  to  make  the  S&L  industry 
into  mortgage  brokers.  They  need  to 
lay  off  their  mortgages  on  long-term 
investors."  But  Brunie  admits  that 


the  secondary  marketing  of  the  SAMs 
Coast  backed  is  not  going  as  well  as 
he  thought  it  would. 

The  accountants  can't  solve  the 
SAM  problem  singlehandedly,  of 
course.  Banks,  insurance  Companies 
and  other  investors  will  still  be  left 
with  the  risk  that  the  housing  market 
will  collapse,  casting  the  equity  in 


Ametek  is  a  big  presence  in  a  lot  of  little 
markets.  No  one  of  them  seems  glamorous, 
but  just  look  at  its  earnings  record. 


Boring  can  be 
beautiful 


By  Barbara  Rudolph 


W1  hat's  inside  most  big 
Xerox  and  3M  copiers?  A 
tiny  electric  motor  built  by 
Ametek,  Inc.,  an  obscure  manufac- 
turing conglomerate.  Its  gauges  are 
part  of  every  Boeing  747.  Its  crushers 
squeeze  tons  of  grapes  for  Ernest 
and  Julio  Gallo.  And  both  Du  Pont 
and  Monsanto  depend  on  its  exper- 


tise in  custom  plastics  compounding. 

A  motley  mix,  the  proverbial  nuts 
and  bolts  of  American  industry.  But 
Ametek's  financial  performance 
proves  there  is  more  method  than 
madness  in  what  appears  to  be  its 
catchall  structure.  The  New  York- 
based  company  boasts  a  handsome 
21%  five-year  return  on  equity,  sever- 
al points  above  the  industry  average. 
Last  year — a  bad  one  for  Ametek's 


Ametek  Chairman  John  Lux  and  Scorpio  undersea  robot 
A  motley  mix.  a  simple  secret,  a  handsome  return. 


their  SAMs  in  question,  even  though 
they  are  insured.  Still,  there's  always 
the  chance  that  the  housing  market 
could  take  off  again  as  it  did  in  the 
1970s,  and  some  investors  ought  to  be 
willing  to  put  up  money  for  a  piece  of 
that  possible  action.  If  they  can  just 
figure  out  how  to  keep  their  books, 
that  is. — Robert  McGough 


heavy  manufacturing  customers  and 
punctuated  by  two  long  strikes — the 
firm  still  earned  a  respectable  $22  mil- 
lion on  revenues  of  $400  million.  In 
the  first  half  of  1981,  profits  are  up 
20%  on  an  1 1  %  increase  in  sales.  Wall 
Street  is  impressed.  Ametek's  shares 
have  soared  from  $5  to  $30  since 
1973,  and  the  company  commands  a 
premium  multiple  of  13  times  current 
earnings. 

Ametek's  secret  is  simple.  Like 
Chesebrough-Pond's(s<?ep.  105),  it  is  a 
big  presence  in  a  lot  of  little  markets. 
Chairman  John  Lux  and  President 
Robert  Noland  have  been  running  the 
company  since  1967.  During  that  pe- 
riod, profits  have  jumped  450%,  but 
there  hasn't  been  any  spectacular  ac- 
quisition or  divestiture.  Just  steady 
pruning  and  shaping:  Over  the  years, 
1 7  product  lines  have  been  discontin- 
ued and  some  24  companies  have 
been  picked  up. 

One  recent  acquisition  is  particular- 
ly satisfying.  In  October  Lux  and  No- 
land  bought  Haveg  Industries,  an  in- 
dustrial plastics  manufacturer.  Ame- 
tek's two  top  executives  were  running 
the  company  in  1964,  when  Hercules 
Inc.  bought  them  out.  So  there's  a 
special  joy — as  well  as  the  potential 
for  fat  profits — in  acquiring  the  heart 
of  their  former  company.  "We  paid  $5 
million  for  about  a  third  of  Haveg, 
while  Hercules  paid  $56  million  in 
stock,"  says  Noland.  "Right  after  our 
deal  was  final  we  went  out  drinking 
with  the  old  crew,"  adds  Lux. 

In  1966  both  were  disillusioned 
with  the  way  Hercules  was  running 
Haveg,  and  Lux,  a  chemical  engineer 
by  training,  accepted  an  offer  to  take 
over  at  Ametek.  He  quickly  recruited 
Noland,  his  colleague  of  ten  years.  The 
two  make  a  good  team.  Lux  likes 
strategy  and  the  big  picture,  while  No- 
land  is  the  detail-conscious  operations 
man.  It  shows  up  in  how  they  spend 
their  leisure  time:  Lux  plays  commod- 
ities and  Noland  likes  country  strolls. 

Though  Haveg  may  hold  a  special 
place,  Ametek  isn't  about  to  alter  its 
strategy  of  building  obscure  products 
and  spotting  markets  where  growth  is 
high  and  competition  is  minimal. 
"The  key  is  specialization,"  sayt,  No- 
land.     "We    have    niches  within 


FORBES,  SEPTEMBER  28,  1981 


67 


VOILA! 


Never  say  never 

A  friend 

in  Washington 

4.  *  4. 

Washington's  Fairfax  Hotel 
has  a  Concierge  who  takes 
little  stock  in  words 
like  "booked,"  "sold  out" 
or  "impossible." 

4.       4.  4. 

"Find  a  solution  and  there 
won't  be  a  problem." 

Essentially,  having  a  good  Concierge 
in  your  hotel  is  like  having  a  friend  with 
influence  in  the  town  you  visit.  Some- 
one who  can  easily  do  the  things  you 
can't:  get  you  tickets  to  a  sold-out  show, 
get  you  into  the  restaurant  nobody  can 
get  into,  or  even  get  a  broken  suitcase 
handle  repaired. 

Such  a  friend  is  Christiane  Juster. 
She  is  the  un- 
flappable French 
Concierge  at  the 
Fairfax.  A  lady 
who  takes  great 
pride  in  what  she 
does,  no  matter 
how  ordinary  it 
may  appear 

Item:  In  halting  English,  a  French 
guest  tries  to  tell  her  he's  lost  his  pass- 
port. In  perfect,  soothing  French,  Chris- 
tiane assures  him  she  can  get  it  reissued 
in  two  hours. 

Item:  Inauguration  Night  and  a  guest 
has  forgotten  her  evening  slippers.  She 
rings  up  Christiane.  Like  sisters,  they 
trade  shoes. 

Item:  A 
guest's  dinner 
jacket  has  been 
besmirched  with 
bouillabaisse. 
Can  he  have  it 
cleaned  before 
dinner?  Oh,  and 
AND  NO  STARCH  can  he  get  his 
dress  shirt  washed  and  ironed,  too?  Of 
course.  Gladly. 

Indeed,  these  are  ordinary  tasks, 
when  you're  not  in  a  strange  town.  In 
Washington,  they  are  deftly  accom- 
plished for  you  at  the  Fairfax,  which  is 
one  reason  people  find  this  lovely  small 
hotel  a  friendly  and  very  reassuring 
place  to  stay.  One  that  makes  your 
home  seem  not  so  far  away 

The  Fairfax 

Home  of  The  jockey  Club 
Z100  Massachusetts  Avenue 
Washington,  D.C. 
(800)  424-8008  or  (202)  293-2100 

The  Tremont,  Chicago 
The  Whitehall,  Chicago 


niches."  For  example,  there's  the 
Lamb  motor  group,  which  makes 
electric  motors  for  computers  as  well 
as  vacuum  cleaners.  It's  the  largest 
part  of  the  electro-mechanical  divi- 
sion, which  kicked  in  42%  of  Ame- 
tek's  1980  profits.  Other  staples  in- 
clude pressure  gauges,  marine  elec- 
tronic systems,  plastic  compounds 
and  aluminum  extrusions. 

Ametek,  Noland  explains,  is  the 
right  size  for  these  sorts  of  jobs.  Take 
plastics  compounding.  "An  entrepre- 
neur can't  get  into  the  business  be- 
cause the  equipment  is  too  expen- 
sive," says  he,  "and  the  chemical 
companies  are  too  big  to  offer  the 
needed  flexibility."  Consider  why 
Ametek  serves  Du  Pont,  even  though 
the  company  has  its  own  compound- 
ing plant:  Recently  a  big  Du  Pont  cus- 
tomer made  an  abrupt  demand  for 
plastic  pellets  delivered  in  rail  cars 
instead  of  boxes.  Handling  that 
change  in-house  "would  have  taken 
six  months,"  says  Du  Pont  executive 
Robert  Hall,  "but  we  called  Ametek, 
and  in  three  weeks  it  was  done." 

Decentralized  management  makes 
this  flexibility  possible.  Lux  lives  near 
San  Diego,  Noland  near  Lake  Tahoe. 
The  two  spend  their  time  jetting 
among  the  company's  two  dozen 
plants.  Each  division  is  totally  autono- 
mous. "You  couldn't  do  it  any  other 
way,"  Noland  says. 

Ametek,  of  course,  doesn't  ignore 
marketing — even  though  it  avoids 
consumer  products.  But  selling  mo- 
tors is  like  selling  anything  else:  The 
customer  is  always  right,  and  it  pays 
to  hold  his  hand.  "We  supply  both 
Whirlpool  and  Eureka,"  Noland  says. 
"They're  competitors,  so  we  try  to 
give  each  its  own  design."  Is  the  dif- 
ference purely  cosmetic?  Noland 
smiles.  "Let's  say  they  wind  up  with 
about  the  same  end  product." 

Through  its  salesmen  and  engineers 
Ametek  knows  its  customers'  needs. 
Ametek  engineers,  for  example, 
worked  with  Xerox  R&D  people  for 
three  years  to  perfect  the  motor  that 
goes  into  their  big  9400  copier.  The 
company  also  puts  a  premium  on  re- 
search, with  a  total  budget  of  $8  mil- 
lion. Ametek  has  been  spending  the 
bulk  developing  a  solar  photovoltaic 
device.  And  it  has  just  perfected  its 
sophisticated  electronic  gauge,  which 
has  broad  applications  and  is  defeat- 
ing competition  from  the  likes  of 
Dresser  Industries  and  General  Signal. 
"We  had  to  protect  our  leadership  in 
that  market,"  says  Noland.  "We  don't 
want  to  end  up  like  Friden,  which  sat 
there  with  its  mechanical  calculator 
and  ended  up  out  of  business." 

Ametek's  managers  shop  for  com- 


President  Robert  Noland 
Niches  within  niches. 


panies  the  same  way  they  develop 
new  products — looking  squarely  at 
market  share  and  profit  margins.  Lux 
and  Noland  also  have  a  yen  for  snap- 
ping up  successful  but  undercapital- 
ized family  companies  with  owners 
who  are  ready  to  sell.  Ametek's  lure? 
It  loves  to  keep  existing  managers  in 
place  and  holds  out  the  potential  of 
ample  capital  to  support  growth. 

Not  all  acquisitions  have  been  gold- 
en, of  course.  Lux  and  Noland  began 
their  buying  spree  with  a  few  boners. 
There  was  the  1969  purchase  of  Texas 
Flange,  a  pipeline  accessory  manufac- 
turer. "The  fellows  running  the  divi- 
sion for  us  started  up  a  competitive 
firm  while  they  were  still  on  our  pay- 
roll. It  was  several  years  in  court  be- 
fore we  got  them  out,"  says  Noland. 
"A  very  bad  deal." 

Still,  Lux  is  63  and  Noland  62.  So 
Ametek  will  get  a  management 
change  soon.  The  new  chairman  will 
face  several  important  decisions:  The 
company  has  about  22  profit  centers 
now.  Can  it  have  40  without  crippling 
centralization?  Will  Ametek  have  to 
swallow  one  big  acquisition  or  con- 
solidate by  selling  off  lesser  divisions? 
There  is  already  a  tempting  $40  mil- 
lion pile  of  cash — borrowed  fortu- 
itously at  a  mere  8.5%  three  years 
ago.  Why  not  go  for  a  big  takeover? 
"We've  always  had  that  fantasy,"  No- 
land  says,  somewhat  wistfully. 

There  are,  he  quickly  adds,  few 
businesses  available  that  can  match 
Ametek's  own  margins  and  be  had  at 
a  reasonable  price.  True  enough — and 
a  real  tribute  to  what  he  and  Lux  have 
achieved.  If  their  successors  are  only 
able  to  keep  up,  they  will  still  be  way 
ahead  of  the  crowd.  ■ 
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DA 


The  tiny  optical  fibers 
that  help  our840 
copier  fit  comfortably 
on  your  desk. 


the  Savin  840, bundles  of  tiny  optical  fibers  replace  the  usual  array  of  mirrors 
I  lenses.  Fewer  parts  and  less  maintenance  means  more  reliability, 
ilso  means  less  space  and  weight, and  we've  always  had  a  shorter  paper  path, 
i  also  include  a  few  more  things  like  a  microprocessor  and  Self  Diagnostics. 

The  Savin  840. Smart  things  «— mm  i  

me  in  small  packages. 


sai/m 


and  Savin  logotype  are  registered  trademarks  of  Savin  Corporation 
1  Savin  Corporation,  Valhalla.  N  Y.  10595 
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The  Horizon  system. 
For  small  businesses  that 

cant  afford 
to  miss  a  big  call. 


Announcing  some  very  big  news  fot 
small  businesses.  The  Horizon®  communications 
system  from  Bell. 

It's  a  system  that  you  program  your- 
self to  meet  the  specific  needs  of  your  company,  eacr 
department— and  each  person  in  your  company. 

For  example,  you  can  make  sure  call 
are  always  answered  by  instructing  individual 
phones  to  forward  unanswered  calls  to  a  receptionis 
secretary,  or  colleague. 

You  can  give  your  customers  direct 
access  to  your  sales  or  service  people.  If  all  extension 
are  busy,  the  system  will  route  incoming  calls  to  a 
pre-recorded  announcement.  Then  connect  the  caller  when  a  line  is  free. 

As  your  company's  needs  change,  you  can  re-program  the  Horizon 
system  yourself  to  change  right  along  with  them.  Instantly. 

And  the  best  part  is,  the  Horizon  system  fits  a  business  with  as  few 
as  five  lines  and  11  telephones. 

Call  your  Bell  Business  Service  Center  today.  And  put  in  a  com- 
munications system  that  makes  sure  you'll  never  miss  a  call.  Big  or  small. 

The  Horizon  system  by  Western  Electric:  Information 
Management  from  the  Bell  System. 


"If  we  miss  a  call,  we  can  miss 
a  customer  And  a  sale!' 


The  knowledge  business 


The  restaurant  supply  business  looks  ripe 
for  consolidation,  but  appearances  can  be 
deceiving,  says  Los  Angeles'  S.E.  Rykoff. 


Family  company, 
family  industry 


By  William  Harris 


An  estimated  4,000  companies 
in  the  U.S.  are  in  the  business 
i  of  distributing  food  to  restau- 
rants, schools,  company  cafeterias 
and  hospitals.  That's  a  $51  billion 
business  and  the  largest  company  has 
only  a  3%  market  share.  Convention- 
al wisdom  holds  that  consolidation  is 
inevitable  and  imminent;  big  firms 
will  get  bigger  and  go  national,  while 
smaller  local  firms  will  be  gobbled  up 
or  go  to  the  wall.  But  President  Roger 
W.  Coleman  of  S.E.  Rykoff  &  Co.,  the 
West  Coast's  largest  distributor,  says 
that's  not  necessarily  so. 

"I  don't  really  see  this  industry  con- 
solidating," says  Coleman.  "Today  no 
company  dominates  it  nationally,  for 
the  same  reason  that  the  supermarket 
industry  doesn't  have  a  dominant  fac- 
tor— regional  differences  are  too 
great." 

With  55,000  customers  in  a  region 
that  stretches  from  California  east  to 
Montana,  north  to  Alaska  and  west  to 
Hawaii,  Rykoff  is  no  small-fry.  Its 
$315  million  sales  in  fiscal  1981, 
which  ended  Apr.  30,  placed  it  fifth  in 
the  business.  But  industry  leader 
Sysco  Corp.  does  over  $1  billion  in 
sales,  and  CFS  Continental  and  the 
PYA/Monarch  division  of  Consolidat- 
ed Foods  are  appreciably  larger  than 
Rykoff.  True,  Rykoff 's  margins  are 
better — 2%  net  on  sales  compared 
with  1.5%  for  the  other  big  compa- 
nies. But  won't  those  margins  melt  in 
the  heat  of  competition? 

Coleman,  52,  who  has  served  31 
years  with  Los  Angeles-based  Ry- 
koff, thinks  not.  "It's  a  family-like 
industry  that  depends  on  personal 
contact";  people  are  out  there  de- 
scribing and  selling  food,  he  says.  An 
rmy  of  500  Rykoff  salesmen,  working 
n  40%  commission,  make  those  per- 


sonal contacts — and  maintain  them. 

"Our  greatest  marketing  tool  is  the 
can  opener,"  explains  the  white- 
haired  Coleman,  who  married  the 
daughter  of  founder  Saul  E.  Rykoff. 
Most  distributors,  he  says,  leave  prod- 
uct samples  with  chefs  or  restaurant 
owners.  But  Rykoff 's  salesmen  open 
cans  on  the  spot,  compelling  cooks  to 
look  and  taste.  That  helps  convince 
restaurants  to  trade  up  to  higher-mar- 
gin gourmet  items  like  white  aspara- 
gus. "Any  Rykoff  item  we  can  show 
restaurants  to  make  their  plates  more 
attractive  helps  their  profitability," 
observes  Coleman.  "And  ours." 

But  Coleman  depends  on  more  than 
luxury  items  to  fatten  margins.  Long 
ago  Rykoff,  founded  in  1911,  modeled 
its  operations  on  the  supermarket 
concept — low-margin  foods  and  high- 
er-margin household  items.  The  trash 
bags,  paper  napkins,  aluminum  foil 


Rykqfs  Coleman  and  detergent  blender 
Are  supermarkets  national? 


and  dishwashing  detergent  Colemai 
supplies  are  more  profitable  than  food 
Rykoff  also  handles  bigger-ticket,  oc 
casionally  purchased  kitchen  equip 
ment  like  china,  pots  and  refrigera 
tors.  Last  year  40%  of  Rykoff 's  sale 
came  from  nonfood  products,  an< 
Coleman  hopes  to  increase  that  t( 
50%  by  1983. 

Like  the  supermarkets,  he  has  beer 
pushing  house  brands,  too.  Over  2,50C 
canners  pack  specifically  for  Rykoff 
The  company  manufactures  or  pack 
ages  600  products  itself,  mostly  sucb 
essentials  as  mayonnaise,  spices  anc 
disposable  paper  goods.  When  you  adc 
it  all  up,  65%  of  s.ales  come  from  Ry 
koff  house  brands. 

The  payoff  from  this  grocer-like  at- 
tention to  detail  is  that  Rykoff  has 
recovered  smartly  in  the  last  twc 
years.  Fiscal  1981's  $5.7  million  net 
income — $1.25  a  share — was  19% 
better  than  fiscal  1980's  $4.8  mil- 
lion— $1.03  a  share — which  in  turn 
was  up  71%  from  fiscal  1979's  de- 
pressed result.  Rykoff  lagged  in  1979, 
and  throughout  the  latter  Seventies,, 
because  of  a  disastrous  attempt  to  ex-| 
pand  into  another  region.  Coleman 
learned  that  in  his  business,  regions 
are  similar  only  on  paper. 

In  1972  Rykoff  bought  a  small  New 
York  distributor,  pouring  about  $4 
million  into  modernizing  and  com 
puterizing  its  operation.  But  Coleman 
found  that  New  York  restaurants  pre- 
ferred to  shop  from  numerous  gro- 
cers— as  do  eastern  city  residents — 
rather  than  a  single  supermarket,  asi 
people  do  in  the  West.  Result:  "The 
market  was  not  what  it  was  described 
to  me,"  he  says.  The  losses  in  New 
York  dragged  earnings  down  from 
1975  through  1979,  when  Coleman 
abandoned  the  venture  and  wrote  off; 
$1.8  million. 

The  East  Coast  debacle  behind  it, 
Rykoff  today  might  look  like  a  plum 
for  a  company  with  national  ambi- 
tions: It  has  55,000  customers  in  an 
economically  growing  region  of  the 
country,  and  is  practically  debt-free  in 
an  industry  where  most  companies 
are  heavily  leveraged.  The  stock, 
which  Coleman  listed  on  the  Ameri- 
can Stock  Exchange  earlier  this  year, 
sold  recently  at  $1 1  a  share,  for  a  total 
market  value  of  only  $51  million.  But 
Coleman,  who  owns  7%  of  the  stock, 
is  not  worried.  The  Rykoff  family  and 
insiders,  together,  own  44%  of  the 
outstanding  shares. 

Unless  the  family  decides  to  sell  out 
at  what  no  doubt  would  be  a  hefty 
premium  over  market,  Coleman  has  a 
free  hand  to  run  a  grocery  business 
modeled  on  supermarkets  and  as  prof- 
itable as  the  best  of  them.  ■ 
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AN  INDUSTRY  IS  BORN 


What  was  essentially  a  cottage  industry 
I  little  more  than  a  decade  ago,  when  IBM  was 
orced  to  unbundle  its  software  costs  from  its 
hardware  costs,  now  has  all  the  earmarks  of  a 
iull-fledged  industry. 

The  IBM  unbundling  situation  was  the  im- 
petus needed  for  many  computer  software  experts 
o  come  up  from  their  basement  offices  and  hang 
put  shingles  as  full-time  operations. 

The  market  for  software  products,  the  most 
apidly  expanding  of  all  segments  of  the  computer 


service  industry,  will  show  tremendous  growth 
in  the  80s.  Last  year,  annual  revenues  were  at 
$2.4  billion  and  will  exceed  $8.4  billion  in  1985, 
according  to  INPUT,  a  Palo  Alto,  CA,  research 
firm.  It  is  expected  that  market  growth  will  exceed 
28  percent  per  year  over  the  next  five  years.  IN- 
PUT says  there  are  now  some  1 ,700  firms  offering 
more  than  5,000  systems  and  applications 
packages. 

The  past  five  years  have  shown  a  dramatic 
increase  in  user  demand  for  software  products. 

.  .  .  continued 


Substantially  improved  hard- 
ware cost-performance  has  lowered 
the  cost  threshold  and  opened  new 
application  areas  for  computer  soft- 
ware. 

A  new  generation  of  manage- 
ment is  increasingly  more  aware  of 
the  types  of  applications  that  can  be 
addressed  with  computer  software. 
New  forces  are  coming  into  play  that 
will  influence  the  software  market- 
place in  the  next  five  years.  These  in- 
clude new  software  purchasing  pro- 
cedures that  are  becoming  better 
coordinated  and  more  sophisticated. 
The  need  for  more  improved  support 
service  by  vendors  will  give  emphasis 
to  greater  competition  among  those 
offering  software  products. 

A  number  of  software  vendors 
are  now  well  above  the  $50  million 


mark  in  annual  revenues.  Another 
sign  of  the  maturing  of  the  software 
industry  is  that  a  number  of  firms 
have  gone  to  public  ownership  and 
others  are  in  the  process  of  doing  so. 
Most  of  these  same  firms  are  mem- 
bers of  a  trade  group,  the  Association 
of  Data  Processing  Service  Organiza- 
tions (ADAPSO).  Although  the  soft- 
ware vendors  share  the  association 
with  computer  services  firms,  they 
represent  a  significant  part  of 
ADAPSO. 

There  are  other  reasons  why 
the  software  industry  has  grown  out 
of  the  cottage  category  to  recognition 
as  a  full-scale  industry  in  such  a  short 
time.  The  lower  cost  of  hardware  is 
just  one  of  them.  For  instance,  there 
have  been  quantum  leaps  in  comput- 
er processing  power  in  smaller  com- 


WHY  THE  COMPUTER  NEEDS  SOFTWARE 


A  car  can't  run  without  fuel  and  a 
computer  can't  run  without  software. 
You  can  plug  the  computer  in — and  it 
will  warm  up — but  it  won't  do  any  use- 
ful work  without  software  to  tell  it  to. 

Software  is  a  set  of  instructions 
that  tell  the  computer  what  to  do.  Pack- 
aged software — programs  that  can  be 
purchased  and  which  are  written,  tested 
and  modified  for  specific  configurations 
of  computer  equipment — comes  in  two 
major  types,  systems  software  and  ap- 
plications software. 

Systems  software  packages  coor- 
dinate the  computer  system.  They  sup- 
port the  running  of  other  programs 
(other  software);  communicate  with 
peripheral  devices  (printers,  card  read- 
ers, disk  devices);  support  the  develop- 
ment of  other  types  of  software  (custom 
programs  designed  in  house);  monitor 
the  use  of  the  machine's  resources  and 
manage  storage  space  efficiently. 
Basic  system  software  is  available  trom 
hardware  manufacturers  as  well  as  from 
software  vendors.  Because  of  its  tech- 
nical complexity,  systems  software  is 
rarely  developed  in  house. 

Systems  software  is  what  you 
need  to  make  the  computer  run.  Ap- 
■  cations  software  is  what  you  need  to 
in  !ke  the  computer  do  useful  work.  Ap- 
ns  software  packages  can  be  di- 
ito  two  major  categories — 
I  purpose  and  specific  purpose. 


Traditionally,  applications  pack- 
ages were  limited  to  the  general  pur- 
pose functions  of  general  ledger,  gen- 
eral accounting  and  payroll  because 
these  applications  were  the  reason  why 
a  company  acquired  a  computer.  Be- 
cause there  is  such  a  great  demand  for 
these  functions,  packaged  software  sup- 
porting them  is  available  on  every  kind 
of  computer  hardware. 

However,  the  software  industry 
has  expanded  to  serve  many  specific 
markets.  Specific  purpose  applications 
are  related  to  operations  in  specialized 
areas,  such  as  banking,  hospital  admi- 
nistration, insurance,  publishing,  manu- 
facturing, science  and  engineering.  In 
fact,  many  software  companies  are 
starting  to  offer  computer  systems  to  go 
along  with  their  software  as  turnkey  sys- 
tems for  specific  industry  needs.  De- 
velopment of  specific  purpose  applica- 
tion packages  has  expanded  along  with 
the  increased  use  of  the  computer  in 
non-financial  operations. 

Most  recently  the  development  of 
software  packages  has  been  spurred  on 
by  the  need  for  specific  applications  by 
the  small  business  market  which  could 
never  afford  a  computer  before.  Today 
the  doctor,  lawyer,  real  estate  agency, 
advertising  agency,  local  insurance 
agency  and  many  other  small  busi- 
nesses can  purchase  software  to  serve 
their  specific  needs. 


puters.  Obviously,  it's  much  easier 
for  a  computer  manufacturer  to  cranlj 
out  hardware  than  it  is  to  crank  out 
software.  Software  development  has 
always  lagged.  This  provides  an 
opportunity  for  firms  other  than  the 
hardware  vendor  to  fill  the  vacuum. 

That's  not  to  say  that  IBM  and 
other  mainframe  manufacturers,  as 
well  as  leading  minicomputer  firms, 
aren't  developing  software.  They 
are.  Interestingly,  a  list  of  leading 
software  vendors  would  show  IBM  in 
first  place,  doing  about  a  third  of  the 
total  software  package  business,  fol- 
lowed by  the  other  mainframers  and 
Digital  Equipment.  Somewhere  aboul 
the  seventh  or  eighth  position,  the 
first  vendor  selling  software  exclusive 
ly  would  show  up. 

It  is  a  well-known  fact  that 
computer  programming  is  a  labor- 
intensive  activity.  The  growth  of  the 
software  industry  has  given  computer 
users  the  alternative  of  creating  com- 
puter programs  internally  with  their 
own  staffs  or  buying  them  from  out-  | 
side  sources.  In  the  past,  there  was  a 
tendency  for  computer  centers  to 
want  to  create  their  own  programs. 
As  a  result,  the  "not-invented  here" 
syndrome  was  a  factor  and  computer 
users  felt  they  could  maintain  more 
control  over  the  design  of  programs. 
The  growing  shortage  of  qualified 
programmers  (and  ballooning  sala- 
ries) has  virtually  ended  that  frame 
of  mind.  Computer  users  have  found 
that  internal  development  of  software 
also  creates  problems  related  to  on- 
time  delivery,  budgetary  constraints, 
end-user  satisfaction  and  computer 
program  maintainability. 

The  result  is  that  computer  us- 
ers are  discovering  that  building  their 
own  custom  programs  is  becoming 
increasingly  more  expensive,  so 
they're  turning  to  software  vendors 
for  help. 

Among  the  factors  favoring  the 
procurement  of  outside  software 
packages  are  the  economies  related 
to  spreading  costs  over  many  users, 
as  well  as  the  high  quality  of  many 
tested  software  packages.  Software 
programs,  as  a  general  rule,  are 
much  cheaper  to  buy  than  to  de- 
velop. In  addition,  computer  users 
also  need  to  deal  with  the  important 


[Cause  for  Celebration. 

I  You  can  put  the  lid  on  the  EDP  budget. 

'  Lower  costs  and  increase  productivity  with  Intel's  SYSTEM  2000® 
data  base  management  solution. 

You  are  aware  that  the  EDP  budget 
consumes  at  least  one  and  a  half 
percent  of  your  gross  sales. 


:!You  hear  rumblings  from  various 
: departments  and  divisions  that  they 

aren't  getting  the  information  they 
meed  from  EDP.  And  what  they  are 
igetting  takes  too  long  and  typically 

isn't  in  a  form  sensible  to  them. 

iYou  listen  to  concerns  about  not 
having  enough  technical  people  to 

;  support  the  demand  for  getting  com- 
puter applications  up  and  running. 

I  Applications  vital  to  a  thriving  cor- 

'  poration. 

jYou  find  your  computer  hardware 
i  costs  are  going  down.  But  personnel 
;  costs,  like  the  demand  for  more  ap- 
:  plications,  are  going  up.  And  the 
i  upward  projection  over  the  coming 
years  is  at  an  alarming  rate.  Con- 
I  suming  a  larger  share  of  the  cor- 
poration's revenues  each  year. 


And  being  a  key  decision-maker,  you 
yourself  aren't  getting  the  answers 
you  need.  Quickly  and  easily. 


The  reason  to  celebrate. 

There  is  a  solution  —  software.  Soft- 
ware which  makes  computer  pro- 
grammers more  productive.  Software 
which  permits  people  outside  the 
EDP  organization  to  get  to  their  data. 
And  have  it  in  a  form  they  want.  Soft- 
ware which  permits  you  to  ask  ques- 
tions. Simply.  And  get  answers. 
Quickly  and  easily. 

The  solution  is  SYSTEM  2000®  data 
base  management  system  from  Intel. 
The  number  one  DBMS  in  the  federal 
government.  The  number  one  DBMS 
among  time-sharing  service  bureaus. 
The  DBMS  used  by  major  corpora- 
tions such  as  Ford,  Mobil,  Shell,  GTE- 
Sylvania,  Dravo. 

Start  with  the  best  solution.  SYSTEM 


2000  DBMS  and  InteJ  —  the  most 
progressive  corporation  in  the  com- 
puter industry  today.  One  that  will  be 
growing  along  with  you  tomorrow 
Offering  products  which  anticipate 
your  needs. 

You  can  put  the  lid  on  the  EDP 
budget  and  make  things  better.  And 
the  next  celebration  will  be  yours. 


For  a  complimentary  copy  of  the  "Executive  Strategist's  Guide 
for  Information  Resource  Mangement"  and  reports  on  how 
other  companies  are  using  SYSTEM  2000«'  DBMS,  send  your 
business  card  to 

Intel  Market  Information  Office 

P  O  Box  9968.  Austin,  TX  78766 
Or  call  51 2/258-51 71  or  800/531  -5304  (tollfree) 

Europe  Intel  Corporation  S  A  .  Rue  du  Moulin  a  Papier  51 . 
Boite  1,  B-1160  Brussels,  Belgium,  32-2-660-3010,  Telex 
846-24814 

Canada  Intel  Semiconductor  of  Canada,  Ltd  ,  Willowdale. 
Ontario 


irrtel 


delivers 
solutions 


question  of  program  maintenance. 

A  software  package  procured 
from  a  vendor  is  maintained  by  that 
vendor  with  periodic  updates.  Inter- 
nal maintenance  of  computer  pro- 
grams has  become  a  real  source  of 
manpower  drain  for  most  computer 
centers.  Invariably,  new  programs 
contain  errors,  or  bugs,  which  need 
to  be  fixed.  It's  not  uncommon  to 
hear  of  a  programming  staff  that 
spends  80  to  90  percent  of  its  time 
just  maintaining  current  computer 
programs.  Problems  inherent  in  the 
internal  development  of  software 
programs  are  usually  exacerbated  by 
cost  overruns  and  long  delays  in 
completing  a  project.  Computer  users 
feel  they  can  avoid  these  problems 
with  a  software  program  purchased 
from  a  vendor  who  also  provides 
the  maintenance. 

In  many  ways,  the  decision 
to  buy  a  software  package  is  a  bot- 
tom-line decision.  Buying  a  software 
package,  as  opposed  to  internal 
development,  has  some  obvious  cost- 
effective  benefits.  Industry  sources 
point  out  that  it  is  four  to  10  times 
more  costly  to  develop  a  software 
program  in-house  than  it  is  to  buy 
one  that  is  ready  to  use  with  very  few 
changes.  Top  management  should 
be  aware  that  there  is  this  alternative. 
Top  management  should  also  be 
aware  that  some  of  the  major  appli- 
cation packages  may  have  a  purch- 


NAVIGATING  THE  DATA  BASE 


Prior  to  the  introduction  of  data 
base  and  data  base  management  sys- 
tems in  the  early  60s  as  a  new  way  to 
store  and  retrieve  information  on  com- 
puters, it  was  nearly  impossible  to 
"navigate"  through  anything  to  re- 
trieve the  correct  data.  This  was  be- 
cause data  was  stored  on  reels  of 
magnetic  tape  in  sequential  form  and 
usually  was  linked  very  tightly  to  a 
few  computer  programs. 

Technology  improvements  in 
central  processors,  file  systems,  soft- 
ware, data  access  methods  and  disk 
storage  devices  have  brought  sweep- 
ing changes  to  the  way  data  is  stored 
and  retrieved. 

Two  recent  research  reports — 
one  by  A.T  Kearney  Management 
Consultants  of  Chicago,  the  other  by 
InfoResearch  Institute — provide  some 
insight  into  the  uses  of  data  base  man- 
agement systems.  The  InfoResearch 
Institute  is  cosponsored  by  Infosystems 
magazine  and  INFO-DYNE  Inc.  of 


Minneapolis.  Preliminary  results  from 
the  recent  InfoResearch  Institute  survey 
found  a  concurrence  among  users  on 
several  points  regarding  DBMS. 

•  Backup  and  recovery  are  "cru- 
cial," said  88  percent. 

•  English-like  command  lan- 
guage and  ease-of-installation  were 
ranked  as  "important"  by  66  percent. 

•  Concurrent  updating  capability 
was  ranked  either  as  "crucial"  or  "im- 
portant" by  90  percent. 

•  Multiple  level  data  security 
was  rated  as  "crucial"  or  "important" 
by  86  percent. 

Commenting  about  who  in  man- 
agement uses  on-line  systems  and 
data  management  software  to  gain  ac- 
cess to  data,  Michael  N.  Rolf  of  A.T. 
Kearney  said  that  the  survey  showed 
42  percent  of  the  middle  managers 
have  access,  but  only  10  percent  of 
the  senior  level  managers  do,  and 
then  he  added,  "We  still  have  a  long 
way  to  go." 


ase  price  in  the  area  of  $100  to 
$200  thousand.  They  should  realize 
this  is  not  the  amount  to  be  taken 
into  consideration.  They  should  com- 
pare this  to  the  total  cost  as  if  the  ap- 
plication program  were  to  be  de- 
veloped in-house. 

This  supplement  on  computer 
software  is  dedicated  to  informing  top 
management  of  the  importance  of 


software  and  the  alternatives  that  are 
available  to  solve  computer  prob- 
lems. Hopefully,  top  management 
will  have  a  better  realization  of  the 
problems  faced  by  information  sys- 
tems executives,  and,  by  the  same 
token,  have  some  understanding 
of  the  problem-solving  proposals  be- 
ing made  to  them  by  information 
systems  executives.  □ 


SOFTWARE  AND  THE  LAW 


When  your  company  is  going 
to  make  a  major  investment  in  soft- 
ware, it  pays  to  give  thought  to  the 
contracting  process.  One  way — the 
wrong  way — is  to  select  one  person 
from  the  data  processing  department 
or  the  controller's  office  to  take  care 
of  the  whole  thing,  then  let  someone 
from  legal  look  at  the  vendor's  con- 
tract just  before  it  is  signed. 

The  major  reason  software 
projects  fail  is  because  the  user  does 
not  know  precisely  what  it  wants. 
In  dealing  with  software,  absolute 
precision  is  required.  Vendors  will 

|     provide  what  is  cheapest  and  easiest 
for  them.  If  you  want  software  that 

<     meets  your  needs,  you  first  have  to 


specify  what  you  need,  then  nego- 
tiate how  much  it  will  cost  to  do  it 
your  way.  If  your  negotiating  team 
consists  only  of  someone  from  the 
controller's  office,  it's  likely  that  the 
system  will  cost  less,  but  may  not  fit 
your  needs. 

Conversely,  if  your  negotiator 
is  from  the  DP  department,  the  soft- 
ware will  tend  to  be  beautiful,  but 
will  cost  a  fortune.  Therefore,  it's  best 
to  have  a  negotiating  team  consisting 
of  representatives  from  financial  and 
DP,  as  well  as  someone  from  the  de- 
partment that's  actually  going  to  be 
using  the  system.  It's  difficult  to  de- 
fine what  you're  going  to  need  if  you 
don't  get  input  from  those  who  will 


be  using  it.  Rounding  out  the  nego- 
tiating team  is  the  goalie — the 
lawyer. 

It's  important  to  recognize  that 
contract  negotiation  is  a  process,  not 
an  event.  "Preliminary"  discussions 
between  the  vendor's  salespeople 
and  your  people  are  very  much  a  part 
of  that  negotiating  process.  Questions 
like  "When  do  you  need  the  sys- 
tem?" and  "How  much  can  you 
spend?"  are  key  negotiating  points. 
There  should  be  some  planning  of 
those  discussions  by  the  negotiating 
team,  and  the  lawyer  must  be  in- 
cluded in  that  planning. 

A  lawyer's  eleventh  hour  con- 
tract review  is  like  mopping  up  spill 


IT 

SCOUTS  RECEIVERS, 
SCANS  RECEIVABLES, 
SCREENS  TACKLES, 

AND  SCHEDULES  TICKETING 
FOR  SOME  OF  THE  TOUGHEST 

TEAMS  IN  PRO  FOOTBALL. 


Like  the  49ers.  The  Chargers.  The  Dolphins.  The 
■uccaneers.  The  Redskins.  The  Rams.  The  Eagles. 
And  the  Bengals.  This  is  the  Sports-Pac  System... 
;is  vital  to  management  at  the  front  office  level 
is  it  is  to  coaches  on  the  field. 

Sports-Pac  works  wonders  with  ticketing 
equirements  because  it  handles  everything 
'om  printing  and  issue  to  updating  mailing  lists. 

also  tackles  accounting  procedures  like  pay- 
ables, receivables  and  payroll. 

In  the  locker  room,  it's  a  tireless  assistant.  Pro 
:oaches  use  Sports-Pac  to  analyze  opponents 
1  a  fraction  of  the  time  it  would  take  to  get  key 


information  on  plays  and  player  tendencies  by 
hand.  And  when  team  or  player  statistics  are 
called  for,  they're  right  at  their  fingertips. 

College  coaches  can  use  the  system,  too. 
Some  NCAA  teams  are  investigating  its  ability 
to  scout  for  future  recruits. 

If  you're  in  the  business  of  professional  sports, 
investigate  Sports-Pac  today.  If  you're  in  the 
business  of  business,  take  a  close  look  at  other 
packages,  designed  specifically  for  you.  Con- 
tact your  local  Qantel  distributor,  or  write  for 
more  information.  Sports-Pac  is  a  product  of  MTD 
Project  Services  Inc.  marketed  with  MDS  Qantel. 


KIDS  QANTEL 

a  Mohawk  Data  Sciences  Company 

4142  Point  Eden  Way  Hay  ward,  CA  94545 
Toll  Free:  (800)  227-1894  TWX:  (910)  383-0249 
Calif,  call  collect  (415)  887-7812 


At  last! 
Full-scale  financial  analysis, 
reporting,  and  color  graphics.  .  . 
on  a  microcomputer! 


Now  you  can  have  the  sophisticated  capabilities  of 
financial  time-sharing  and  large  computer  software 
...  at  a  fraction  of  the  cost  with 


Micro-DSS  FINANCE 

a  breakthrough  in  microcomputer  software. 

If  you're  currently  using  time-sharing  or  in-house  DP 
facilities  to  do  financial  modeling,  you'll  appreciate  Micro- 
DSS™/FINANCE  because: 

*  It's  inexpensive  (no  usage  charges) 

*  It's  immediately  accessible  (no  delays) 

*  It's  easy  to  use  (written  by  a  financial  modeler  for 
financial  modelers) 

*  It  has  all  the  built-in  financial  functions  you  expect 
(IRR  •  NPV  •  depreciation  •  amortization  •  tax  loss 
carry-forward  •  tax  table  lookup  •  consolidation  • 
and  more) 

*  It  has  built-in  color  graphics  you  can  save  for  later 
business  presentations 

Micro-DSS  "  /FINANCE 

The  power  of  time-sharing  or  large  computers  .  ,  .  with 
at-your-desk  convenience  and  microcomputer  prices. 

Currently  available  in  the  U.S.  and  Canada  for  the 

Apple  II  (requiring  48K  and  Pascal).  Suggested  retail  price 

$1500  (U.S.) 

For  more  information  (including  a  list  of  dealers  near  you), 
please  write  to: 

Computer  Software  Marketing,  Dept.  OF 
Addison- Wesley  Publishing  Company 

Reading,  Massachusetts  01867 

Micro-DSS  is  a  trademark  of  Addison-Wesley  Publishing  Company,  Inc. 
Apple  II  is  a  trademark  of  Apple  Computer,  Inc. 


Xerox  announces  software 
you  can  forget  about. 


If  you  spend  too  much 
ime  thinking  about  soft- 
vare  problems,  Xerox 
omputer  Services  has 
rood  news  for  you. 

Praxa.  Spectra.  And 
\rista.  Software  with  a 
)roven  track  record  of 
olving  business  problems, 
iach  with  a  broad  range 
f  integrated  applications, 
ach  backed  by  Xerox 
Computer  Services  sup- 
port nationwide. 

Software  designed  to  keep  your  manage- 
nent  information  system  running  smoothly. 
>o  you  can  keep  your  business  running 
moothly.  Praxa 

If  your  manufacturing  or  distribution 
company  has  Digital  hardware,  congratula- 
ions.  Because  now  it  can  do  even  more 
or  you. 

Praxa  has  a  wide  range  of  interactive 
ipplications  software.  MRP,  Cost  Accounting, 
inventory  Control,  Order  Entry,  Accounts 
iAeceivable,  Financials,  Payroll,  and  much  more. 

Praxa  is  menu-driven  and  operates  on 
Digital  PDP-11  and  VAX  hardware. 

Spectra 

For  years,  hundreds  of  organizations 
rirom  coast  to  coast  have  used  Xerox  on-line 
["omputer  services.  Now  we're  making  this 
ame  software  available  to  manufacturers, 
distributors,  and  public  agencies  for  use  on 
In-house  equipment. 

Spectra  Software  has  25  integrated  appli- 
cations including  Factory  Data  Collection, 
Master  Production  Scheduling,  MRP,  Shop 
"loor  Control,  Distributor  Requirements  Plan- 


ning, Order  Entry,  Service 
Billing,  Financials,  and  more. 
And  it's  designed  for  pro- 
cessing at  multiple  locations. 

Spectra  runs  on  IBM 
370, 303X,4300  or  IBM- 
compatible  computers. 

Arista 

No  matter  how  good 
your  software  is,  it  can't  do 
much  for  you  if  your  people 
don't  know  how  to  use  it. 
That's  why  Xerox  not  only 
provides  you  with  ad- 
vanced manufacturing  software,  but  also  skilled 
software  consultants  to  teach  your  people  better 
ways  to  use  it. 

Arista  Manufacturing  Systems  applications 
include  Master  Production  Scheduling,  MRP, 
Shop  Floor  Control,  Capacity  Requirements 
Planning,  and  more.  If  your  company  has  IBM 
360, 370, 303X,  4300,  HP  3000,  or  IBM-com- 
patible computers,  you'll  be  happy  to  know 
Arista  Software  is  compatible  with  them  all. 

For  more  information,  call  Ron  Rich  at 
(213)  306-4000  or  send  in  this  coupon. 

Remember  Xerox.  The  software  you 
can  forget  about. 


Xerox  Computer  Services 

c/o  Ron  Rich,  5310  Beethoven  St.,  Los  Angeles,  CA  90066. 
I  want  to  know  more.  Please  send  me  your  brochure  about: 
□  Praxa  Software  □  Spectra  Software  □  Arista  Software 


Name/Title. 
Company  


Addr 


City/Statc/Zip. 


Telephone  (  ). 


EROX.  PRAXA.  SPECTRA,  and  ARISTA  ate  registered  trademarks  of  XEROX  CORPORATION 
DP-11  and  VAX  are  trademarks  of  DIGITAL  EQUIPMENT  CORPORATION. 


XEROX 


software  does  not  qualify  for  the  In- 
vestment Tax  Credit  unless  purchased 
as  part  of  a  complete  computer  sys- 
tem for  a  single  price.  Software  de- 
veloped in-house  can  be  expensed  or 
amortized  over  five  years.  Purchased 
software  usually  has  to  be  amortized 
on  a  straight  line  basis  over  at  least 
five  years.  Many  states  impose  sales 
taxes  on  software  packages;  this  has 
been  successfully  challenged  in 
several  states. 

Signing  the  agreement  wraps 
up  just  one  stage  of  the  contracting 
process.  Your  people  will  have  to 
monitor  progress  constantly.  Keeping 
the  lawyer  on  your  team  informed  as 
to  the  progress  of  the  software  de- 
velopment will  make  it  easier  to  take 
the  right  remedial  steps  if  necessary. 

What  can  go  wrong?  A  quick 
answer  is,  "Practically  anything."  But 
the  usual  problems  center  around 
failure  of  the  software  to  do  what 
your  people  thought  it  was  going  to 
do.  Eventually  it  may  do  it,  but  not 


FREE 
48-Page 
Cataloo 


A  new,  free  48-page  catalog  is 
free  from  Creative  Computing  and 
Peripherals  Plus.  To  help  buyers 
make  intelligent  purchasing  deci- 
sions, the  product  descriptions  are 
exceptionally  comprehensive  and  in- 
clude screen  photos  in  the  software 
section. 

The  catalog  describes  20  books 
on  programming,  games,  and  edu- 
cational applications;  160  software 
packages  for  Apple,  Atari,  TRS-80, 
PET,  CP/M,  Tl,  Sorcerer  and  Sol 
computers;  3  magazines  Creative 
Computing,  Microsystems,  and 
SYNC);  5  graphics  and  music 
peripherals;  an  LP  record;  board 
game;  8  T-shirts  and  an  eclectic 
assortment  of  other  products  for  the 
personal  computer  user. 

To  get  your  free  copy,  simply  drop 
a  card  or  note  to  the  address  below. 

creative  carepMfciRg 

Attn:  Constance 

39  East  Hanover  Avenue 
Morris  Plains,  NJ  07960 


until  many  months  after  it  was  meant 
to.  It's  in  structuring  the  agreement  to 
handle  these  problems  that  your 
lawyer  can  help  from  the  beginning. 
Seldom  does  a  software  contract  spe- 
cify what  the  software  is  meant  to  do 
in  any  detail.  The  more  this  can  be 
spelled  out,  the  more  both  sides 
understand  what  is  intended,  and  the 
more  likely  you'll  get  what  you  bar- 
gained for — on  time. 

Useful  devices  in  the  software 
contract  process  are  periodic  pay- 
ments as  milestones  are  reached  in 
the  development  of  the  software,  and 
holding  back  part  of  the  contract 
price  until  the  system  is  running  well. 
These  encourage  prompt  perform- 
ance by  the  vendor. 

The  contract  might  also  pro- 
vide for  liquidated  damages  if  mile- 
stones are  not  met — the  amount 
should  be  enough  to  encourage 
prompt  performance,  but  not  enough 
to  make  the  vendor  decide  it  would 
rather  be  in  court.  A  bonus  for  com- 
ing in  ahead  of — or  on — schedule 
may  be  a  better  carrot. 

Often  the  form  contract  you 
receive  does  not  provide  for  accept- 
ance testing,  or  if  it  does  discuss 
acceptance,  will  give  you  ten  days  to 
run  some  tests;  if  there  are  no  prob- 
lems in  those  few  days,  the  software 
is  deemed  acceptable.  Unfortunately, 
problems  often  don't  show  up  for 
several  months.  How  this  situation 
should  be  handled  is  a  matter  for 
negotiation  before  the  contract 
is  signed. 

Another  danger  in  software 
contracts  (more  than  hardware)  is  the 
instability  of  the  vendor.  Packages 
are  often  developed  by  small  organi- 
zations— perhaps  two  or  three 
programmers  working  with  a  sales 
representative.  Such  a  company  can 
dissolve  overnight  for  any  of  a  num- 
ber of  reasons — a  personal  falling 
out,  one  of  the  "brains"  receives  a 
better  offer,  or  they  run  out  of  money 
and  decide  to  go  their  separate  ways. 

To  protect  against  this  kind  of 
problem,  you  want  access  to  the 
latest  version  of  the  source  code. 
(The  source  code  is  the  program  writ- 
ten in  a  "language"  that  people  can 
understand.  When  you  get  a  pack- 
age, you  usually  get  the  object  code, 


which  is  good  fodder  for  the  compute 
er,  but  as  appetizing  to  people  as  dafi 
fodils  for  dinner.)  Since  source  code 
is  the  vendors'  most  valuable  secret, 
they  don't  want  to  give  it  to  you. 
Sometimes  an  escrow  arrangement 
can  be  worked  out  under  which  a 
third  party  keeps  the  source 
code  and  makes  it  available  if  the 
developer  goes  out  of  business.  But 
such  arrangements  have  their  own 
problems.  How  do  you  make  sure 
that  the  source  code  with  the  escrow 
agent  is  the  latest  version?  That  sealec 
box  could  be  just  a  blank  reel  of 
magnetic  tape,  or,  as  in  one  case,  olcj 
newspapers!  An  association  of  users 
of  a  particular  package  may  be  able 
to  work  something  out  with  the  sup- 
plier. 

Maintenance  is  another  prob- 
lem. So  far  as  I  know,  no  program 
ever  written  has  been  bug-free.  There 
is  always  something  wrong,  and  if  it 
doesn't  show  up  the  first  couple  of 
months,  it  will  show  up  later.  With 
packaged  programs,  the  developer 
usually  gives  a  short  warranty  and 
then  charges  a  service  fee  for  main- 
taining the  program.  This  means  the 
vendor  will,  during  the  maintenance 
period,  correct  the  bugs  it  learns 
about,  whether  they  come  from  your 
system  or  from  other  customers.  Soft- 
ware maintenance  is  as  crucial  to 
your  operation  as  hardware  mainte- 
nance. 

The  warranty  you  get  from  the 
package  producer  or  programming 
company  that  the  software  will  meet 
specifications  often  doesn't  mean 
much.  You'll  find  the  contract  form 
they  offer  limits  their  liability  for  fail- 
ure to  meet  specifications,  or  for 
almost  anything  else  that  goes  wrong. 
While  parts  of  these  limitations  can 
sometimes  be  negotiated  out,  soft- 
ware development  is  still  in  some 
ways  an  experimental  project,  and 
the  developer  cannot  accurately  fore- 
cast what  might  go  wrong. 

So,  a  maintenance  arrange- 
ment is  necessary.  Usually  you'll 
want  the  supplier  to  provide  this.  The 
time  to  negotiate  the  arrangement  is 
before  the  main  contract  is  signed — 
you've  got  more  clout  then.  Try  to 
get  them  to  assign  the  programmer 
who  developed  the  program  to  main- 
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1  Who  knows  what  tomorrow's 
;Ff ice  technology  will  be  like? 

Wang  knows. 
:  Because  we  offer  it  today.  For 
ixample,  our  new  Integrated  Infor 
lation  Systems  allow  one  person 
!)  perform  data  processing,  word 
rocessing,  high-speed  image 
Tinting  and  worldwide  communi- 
ations  —  from  a  single  work- 
tation. 

We  also  know  that  people 
pproach  the  future  from 
ifferent  directions.  Which 
;  why  we  offer  both  large 
omputers  that  do  word 
rocessing  and  large  word 
rocessors  that  manage 
ata.  Our  family  of  total 
ystems  meets  your  special 
eeds.  To  grow  upward  or 
utward,  you  simply  add  com- 
atible,  modular  components.  So 

1980  Wang  Laboratories.  Inc..  Lowell,  MA  01851 


as  you  build  toward  the  future, 
you  protect  your  initial  investment. 

We  know,  too,  the  importance  of 
support  after  the  sale.  Our  world- 
wide staff  is  committed  not  only  to 
supporting  you  today  —  but  to 
helping  you  anticipate  tomorrow's 
requirements.  Because  to  keep 
(I??  productivityatitspeak.it 
helps  to  be  ahead  of  your 
s\  time. 


For  a  presentation  of  the  Wang  Office 
Automation  Story,  send  this  coupon  to: 
Wang  Laboratories,  Inc.,  One  Industrial 
Ave.,  Lowell,  MA  01851. 
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Complete  Software  for 

Construction  Owners 
and  Contractors 

For  nearly  thirty  years  The  Fails  Management  Institute  has 
consulted  with  the  construction  industry.  Its  computer  system 
affiliate,  CONCORD,  now  offers  construction  owners  and 
contractors  a  complete  selection  of  construction  software. 


□  Contract  management 

□  Claims  documentation 

□  Scheduling 

□  Resource  allocation 

□  Value  engineering 

□  Estimating 

□  Subcontractor  control 

□  Graphics  design 

□  Billings 

□  Purchase  order  create 

□  Purchase  order  control 

□  Committed  cost 


□  Order  entry 

□  Inventory  management 

□  Tool  locator 

□  Report  generator 

□  Pricing 

□  Equipment  management 

□  Job  costing 

□  Payroll 

□  Accounts  receivable 

□  Accounts  payable 

□  General  ledger 

□  Financial  statement 


▲CDNCORDlii 

International  Operations  Center 
6301  Ivy  Lane,  Suite  500 
Greenbelt,  MD  20770 
(301)  345-5300 


tain  it.  The  programming  house  will 
probably  want  you  to  agree  not  to 
hire  away  the  programmer  who  has 
done  all  your  work. 

If  you  acquire  a  package,  even 
a  customized  one,  the  supplier  will 
want  to  protect  the  source  code  and 
its  proprietary  rights.  If  you  develop 
the  program  with  your  own  people, 
the  source  code  is  yours.  When  you 
use  a  programming  organization, 
who  the  source  code  belongs  to  is  a 
matter  for  negotiation.  In  either 
event,  it  is  a  valuable  asset  which  car! 
be  licensed  to  other  people. 

In  the  US,  software  is  also 
generally  protected  by  copyright  and 
the  interplay  between  these  two 
theories  for  protecting  intellectual 
property  is  far  from  settled.  A  recent 
change  to  the  copyright  law  pro- 
vides that  the  owner  of  a  copy  of  a 
computer  program  can  make  another' 
copy  or  adapt  the  program  in  order  td 
use  it  in  the  computer  or  for  archival 
purposes  without  being  a  copyright 
infringer.  However,  most  large  pro- 
grams are  licensed  by  the  owner  as 
opposed  to  sold,  and  this  statute  may 
not  apply. 

The  law  that  applies  to  soft- 
ware is  still  developing.  Attorneys 
argue  about  whether  programs  are 
tangible  or  intangible;  whether  they 
are  subject  to  the  Uniform  Commer- 
cial Code;  whether  proprietary  rights 
can  be  better  protected  by  trade  se- 
crets, published  copyright,  unpub- 
lished copyright  or  patent;  under 
what  statutes,  if  any,  you  can  send 
a  software  thief  to  jail;  and  similar 
questions.  Their  resolution  will  not 
be  soon.  □ 


Prepared  by  Infosystems 

The  text  of  this  supplement  was  prepared 
bv  the  editorial  staff  of  INFOSYSTEMS, 
Wheaton,  IL,  a  leading  monthlv  business 
magazine  published  for  management  us- 
ers of  information  processing  systems.  The 
magazine  has  been  reporting  on  develop- 
ments in  computer  hardware,  software 
and  other  information  system  processes 
for  nearly  23  years.  This  month  the  maga- 
zine is  sponsoring  Software  INFO,  the  2nd 
Annual  National  Software  Package  Con- 
ference and  Exposition  in  Chicago.  An  in- 
ternational version  of  the  show  will  be 
held  near  London,  England,  December  1- 
3.  1981.  Software  INFO  Spring  is  sched- 
uled for  Anaheim,  CA,  March  16-18, 
1982. 


Mow  that 
your  computer 

has  made  data 

management 

possible... 

Software  AG 
makes  it  easy 


Vhen  you  rely  on  fast,  accurate 
iformation  to  compete  success- 
ally  in  a  tough  marketplace 
ou've  got  to  have  more  than 
ist  a  powerful  computer, 
bu  also  need  sophisti- 
ated  software  that  can 
andle  even  your 
lost  complex 
ata  management 
equirements 
asily  and 
ffectively. 


At  Software  AG,  we're  meeting  today's 
exploding  data  management  demands  head- 
on  —  with  technically  unsurpassed  software 
systems  that  are  also  remarkably  easy  to  use. 

For  example:  Our  unique  Data  Base 
Management  System,  ADABAS,  helps  you 
get  exactly  what  you  want  from  your  com- 
puter —  when  you  want  it.  Yet  ADABAS  is 
so  easy  to  use  that  almost  anyone  in  your 
company  can  utilize  it  after  just  a  few  hours 
training.  And  ADABAS  grows  right  along 
with  your  expanding  information 
needs,  too  —  so  you  never  have  to  re- 
place the  system  once  it's  up  and 
running. 

Software  AG  offers  a  wide  variety 
of  software  systems  that  can  make  data 
management  easier  and  more  effective  for 
your  company.  To  find  out  more,  simply  fill  in 
the  coupon  below,  and  mail  it  today. 


Software  AG 
makes  data 
management 

easy 


Yes,  I  want  to  make  data  management  easy 
for  my  company.  Please  tell  me  more! 


State:. 


ZIP: 


Operating  System: . 
TP:  


OF  NORTH  AMERICA,  INC 

Corporate  Headquarters, 
11800  Sunrise  Valley  Drive,  Reston,  VA  22091 
Telephone:  703/860-5050 


The  Lj> And- Comers 


While  big  conglomerates  struggle  for  mas- 
tery of  the  booming  wine  business,  profit- 
able little  Monarch  Wine  is  hopping  from 
one  ethnic  market  to  another 


"Let  them 
keep  laughing" 


By  Steven  Flax 


EVERYTHING  IN  THIS  COUNTRY  is 
sweet,"  says  Chet  Moss  heated- 
ly. "Your  baby  food  is  sweet. 
Chocolate  ice  cream  is  sweet.  You 
bring  people  up  like  that  and  then  you 
[he  points  accusingly  at  the  Forbes 
reporter]  want  them  to  drink  a  dry 
white  wine?  Forget  about  it." 

As  head  of  operations  at  about  $60 
million  (sales)  Monarch  Wine  Co., 
Inc.,  Brooklyn-based  makers  of  sweet 
Manischewitz  kosher  wines,  Moss  is 
not  exactly  an  unbiased  observer. 
Monarch  has  somehow  managed  to 
double  its  sales  in  just  five  years  de- 
spite being  in  a  declining  ethnic  mar- 
ket. Our  question  about  how  it  was 
able  to  do  that  when  Americans  were 
apparently  switching  to  dry  white 
wines  has  obviously  struck  a  raw 
nerve.  From  all  sides,  the  owner-man- 
agers of  Monarch — Leo  Star,  presi- 
dent; Meyer  Robinson,  general  man- 
ager; Marshall  Goldberg,  chairman  of 
the  management  committee,-  Cliff 
Adelson,  sales  director;  and  oper- 
ations chief  Moss — respond  by  going 
on  the  offensive. 

"The  truth  of  the  matter  is  that  if 
you're  in  an  upward-mobility  group,  it 
is  chic  to  be  dry,"  Adelson  concedes 
in  the  deep,  hearse  voice  of  a  Damon 
Runyon  character.  "You're  not  going 
to  go  to  J.G.  Melon's  [a  bistro  on  New 
York's  Upper  East  Side]  and  order 
sweet  wine.  But  you  and  your  group 
represent  zilch  population-wise!" 

"You  tell  me  that  people  drink 
dry?"  asks  Goldberg  somatically. 
"What  is  the  largest-selling  imported 
wine  in  the  United  States?  Did  you 
ever  taste  Lambrusco?  Sweet,  right- 
Do  you  know  how  many  cases  of  that 


they  sell?  Would  you  believe  19  mil- 
lion cases  a  year?" 

On  goes  the  argument:  people 
standing,  shouting  across  the  table, 
interrupting,  good-naturedly  harangu- 
ing the  Forbes  reporter  on  a  topic  of 
vital,  visceral  interest  to  Monarch. 
The  interview,  barely  ten  minutes 
old,  has  degenerated  into  something 
out  of  a  Marx  Brothers  movie,  with 
several  of  the  firm's  rabbis,  bewil- 
dered by  all  the  commotion,  playing 
walk-on  parts. 

"The  other  day  we  were  at  lunch 
and  there  were  some  Frenchmen  and 
Italians  at  the  next  table,"  says  Moss. 
"And  do  you  know  what  they  were 
drinking?  Campari!  [He  smacks  his 
head  in  disbelief.]  The  worst  damn 
drink  in  the  whole  world.  Literally  the 
worst  in  the  world  and  they  were 
drinking  it  straight!  [Everyone  around 
the  table  grimaces.]  You  know  what 
that  is?  Medicine!  Poison!  [He  mim- 
ics someone  choking.]" 

"Zilch,"  Adelson  mutters,  readying 
another  blast  at  Forbes  now  that 
Campari  has  been  blown  out  of  the 
water.  "Your  set  doesn't  represent 
America.  You  travel  in  a  strata  that  is 
completely  above  us.  And  somewhere 
between  New  York  and  Los  Angeles 
are  the  people  who  are  drinking  it 
[Manischewitz]." 

Drinking  a  lot  of  it,  too.  Last  year 
Monarch  (it  licenses  the  name  "Man- 
ischewitz" from  the  B.  Manischewitz 
kosher  food  company)  shipped  over 
13  million  gallons  of  wine,  every  drop 
of  it  prepared  under  the  most  strin- 
gent rabbinical  supervision  (kashruth) 
and  certified  to  be  kosher  for  Pass- 
over. Today  Monarch  is  the  ninth- 
largest  winery  in  the  U.S.,  producing 
only  a  few  million  gallons  less  than 


Seagram's  Paul  Masson. 

Although  Monarch,  a  privately  held 
company,  declines  to  give  out  any 
earnings  figures,  experts  like  Marvin 
Shanken  of  Impact ,  a  widely  respected 
industry  newsletter,  believe  that 
Monarch's  profit  margins  are  among 
the  highest  in  the  industry.  "The 
Manischewitz  brand  is  a  very  unique 
and  well-established  franchise,"  says 
Shanken.  "Basically  they  use  eastern 
grapes  that  are  readily  available  and  not 
high  in  price  like  the  premium  vimfera 
grapes  that  California  vintners  must 
use  at  a  cost  of  up  to  $  1 ,000  a  ton.  The 
quality  of  Manischewitz  comes  from 
the  flavoring  rather  than  the  grapes.  So 
Monarch  enjoys  a  critical  advantage  in 
its  raw  materials  costs,  and  this  is 
obviously  reflected  in  the  margins  of 
the  brand." 

Monarch's  plant,  more  like  a  refin- 
ery than  anything  you  would  see  in 
the  Napa  Valley,  sprawls  500,000 
square  feet  over  the  docks  in  Brook- 
lyn, the  largest  tenant  in  Bush  Termi- 
nal Industrial  City.  (Most  of  its  vine- 
yards are  located  in  upstate  New  York 
near  Fredonia  and  Dunkirk,  where  the 
crushing  is  done.  The  clarified  grape 
juice  is  then  shipped  by  tank  cars  to 
Brooklyn.)  "Yet  when  you  talk  about  a 
kosher  winery,  it's  in  a  garage  some- 
where, right?"  asks  Adelson.  "Or  in  a 
small  building.  It's  three  little  guys 
running  around  making  a  bottle  of 
wine  every  hour,  right?  They  [the  pub- 
lic] don't  conceive  that  it  is  this  kind 
of  business." 

In  fact  the  closer  one  looks,  the 
more  unexpectedly  different  the  Mon- 
arch story  becomes.  The  image  of  the 
Manischewitz  wine  brand,  according 
to  advertising  director  Hal  Balk,  is 
that  of  "a  stodgy,  ethnic  sweet  wine 
for  old  Jewish  folks."  At  one  time 
there  was  some  truth  to  that  image. 
Years  ago  Monarch's  typical  customer 
was  the  head  of  a  Jewish  household 
who  bought  the  wine  for  Passover. 
The  rest  of  the  year  he  drank  2-cents- 
plain  (seltzer)  at  the  corner  candy 
store.  As  a  result,  sales  used  to  nose- 
dive so  badly  after  Passover  that  Mon- 
arch had  to  take  back  the  unsold  bot- 
tles.' Lord  help  it  had  that  pattern  per- 
sisted, because  today  that  man's 
grandson  is  drinking  Chablis  and 
buying  Perner  for  $2  a  bottle. 

Although  the  traditional  Man- 
ischewitz wines  have  continued  to 
sell,  sales  have  definitely  reached  a 
plateau  of  late.  By  contrast,  wine  in- 
dustry sales  over  the  last  ten  years  are 
up  85% .  So  in  the  past  few  years  Mon- 
arch has  gotten  itself  much  more  into 
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the  business  of  making  "party 
wines."  Its  bestselling  brand  is  called 
Piria  Coconetta — not  exactly  what 
you  would  call  a  sacramental  drink — a 
piria  colada-flavored  cocktail  in  a 
wine  base.  Piria  Coconetta  sold 
350,000  cases  the  year  it  was  intro- 
duced and  is  well  on  its  way  to 
500,000  cases  in  its  second  year.  Oth- 
er flavors  are  Cream  Anasetta  and 
Cream  Almonetta,  an  Amaretto  taste- 
alike.  "If  Ha'agen-Dazs  made  a  boy- 
senberry-strawberry  combination 
that  took  the  country  by  storm,  we'd 
seriously  consider  interpreting  that 
flavor  in  a  wine,"  says  Adelson. 

Monarch  doesn't  believe  that  every- 
one who  walks  into  a  liquor  store 
with  $5  to  spend  wants  to  drink  Ca- 
bernet Sauvignon  or  Chablis.  "A  lot  of 
people  like  and  are  willing  to  admit 
that  they  like  something  that  is  not 
dry,"  says  Goldberg.  "Those  are  the 
'beverages'  that  we're  able  to  make 
and  we're  not  ashamed  to  put  our 
brand  name  over  it."  The  result:  Mon- 
arch has  steady  sales  throughout  the 
year,  actually  selling  more  wine  dur- 
ing the  November-December  holiday 
season  than  it  does  during  Passover. 

So  who  is  doing  all  the  drinking? 
Monarch's  clientele  is  no  longer  pre- 
dominantly Jewish.  In  fact,  over  85% 
of  sales  are  to  non-Jews.  Man- 
ischewitz  wines  are  exported  to  30 
countries,  in  many  of  which  Jews  con- 
stitute a  minuscule  minority.  For 
years  Manischewitz  has  been  the 
number  one  imported  wine  in  Puerto 
Rico,  outselling  fine  Spanish  wines  2- 
to-1.  The  day  Forbes  visited  Mon- 
arch, two  containers  were  being  load- 
ed aboard  a  ship  bound  for  the  Repub- 
lic of  Cameroon.  Meyer  Robinson  de- 
lights in  reading  letters  sent  by 
satisfied  Gentile  customers  from,  for 
example,  Moose  Jaw,  Saskatchewan. 
"I  don't  have  to  tell  you  that  there 
probably  aren't  many  of  our  Jewish 
brethren  up  there  in  Moose  Jaw,"  he 
observes. 

In  fact,  Monarch's  clientele  is  no 
longer  predominantly  white:  60%  of 
sales  are  to  blacks.  According  to  a 
survey  conducted  for  the  company  by 
Simmons,  a  syndicated  national  survey 
that  provides  consumer  information, 
the  typical  Manischewitz  wine  drinker 
today  is  black,  is  a  blue-collar  worker,  is 
in  the  lower-middle  income  bracket 
and  lives  in  a  large  city.  Amazingly 
enough,  it  seems  to  be  just  as  important 
to  this  completely  different  ethnic 
group  that  the  wine  be  strictly  kosher 
for  Passover!  Competing  Welch  and 
Mogen  David  have  fallen  flat  on  their 
faces  trying  to  sell  an  identical-tasting 
nonkosher  line  of  traditional  wines. 
"So  you  can't  just  think  of  a  bunch  of 


Monarch's  oumer-rnanagers:  (top)  Robinson;  and  (1.  to  r.)Adelson,  Goldberg  and  Moss 
Cliff  Adelson:  "When  you  talk  about  a  kosher  winery,  it's  in  a  garage 
somewhere,  right?  It's  three  little  guys  running  around  making  a  bot- 
tle of  wine  every  hour,  right?  They  [the  public]  dont  conceive  that  it  is 
this  kind  of  business." 


people  sitting  around  the  Passover 
seder  table  [as  your  image  of  the  wine], " 
says  Goldberg. 

To  make  sure  it  stays  that  way, 
three-quarters  of  Monarch's  $4  mil- 
lion ad  budget  is  currently  focused  on 
the  high-flying  Piria  Coconetta.  It  is 
also  thinking  of  introducing  such 
fruity  wines  under  another  label  in  the 


hopes  of  snagging  the  customers  who 
either  don't  recognize  the  Mani- 
schewitz name  or  wouldn't  be  tempt- 
ed to  try  them  under  that  label.  Fur- 
thermore, about  50%  of  its  ad  budget 
is  being  targeted  at  the  company's  top 
1 1  big  city  markets,  which  contain 
40%  of  the  American  black  popula- 
tion. So  where  does  that  leave  the 
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IT'S  BASED  ON  THE 
PROPOSITION  THAT  GOOD 
IDEAS  SHOULDN'T  HAVE  TO 
60  BEGGING  FOR  MONEY. 

The  trouble  with  many  good  ideas  is  that  they're  a  bit 
unconventional. 

Which  can  put  them  at  the  mercy  of  investment  people 
who  may  be  rather  conventional  in  their  thinking. 

No  wonder  Atari  Inc.  had  some  difficulty  getting  financ- 
ing back  in  1974.  It  had  an  idea  that  took  real  vision  to  see. 

At  General  Electric  Credit  Corporation,  we  have  that 
kind  of  vision.  We  backed  Atari  because  we  knew  the  electron- 
ics business  and  exactly  where  it  was  going.  It  seems  we  were 
right.  Today,  Atari  is  a  major  force  in  home  and  coin-operated 
video  games  and  personal  computers. 

Over  the  last  50  years,  we've  made  it  our  business  to 
know  all  there  is  to  know  about  an  industry.  Perhaps  that's  why 
we've  become  a  leader  in  not  only  consumer  and  real- estate 
financing  but  commercial  leasing  as  well. 

Having  this  solid  base  of  knowledge  allows  us  to  be 
more  flexible  in  our  thinking. 

Rather  than  following  a  rigid  debt-to-equity  formula, 
we  weigh  all  the  assets  of  a  company— its  thinking,  its  imagi- 
nation, its  determination. 

This  year,  we'll  have  over  9  billion  dollars  in  earning 
assets.  And  8500  enterprising  people  who  don't  believe  in 
turning  their  backs  on  ideas  that  can  make  a  fortune. 

For  more  information  call  us  at  203-357-6666. 


General 
Electric 
Credit 

CORPORATION 

WE  BRING  GOOD  THINGS  TO  LIFE. 


The  Up-Arid-Comers 


10%  to  15%  Jewish  clientele?  "We 
might  take  back  a  little  of  that  adver- 
tising for  our  traditional  brands,"  says 
Balk,  "but  we're  certainly  not  going  to 
let  the  tail  wag  the  dog." 

Monarch  doesn't  have  much  choice 
but  to  focus  its  promotional  efforts 
drastically.  While  titanic  for  an  ethnic 
winery,  it's  a  pygmy  among  the  ele- 
phants of  the  wine  industry.  Powerful 
conglomerates  like  Heublein  (Ingle- 
nook),  National  Distillers  (Almaden) 
and  Coca-Cola  (Taylor)  have  muscled 
into  the  business,  and  even  a  private 
company  like  Gallo,  with  the  largest 
share  (25.6%)  of  the  market,  can  easi- 
ly spend  almost  10  times  Monarch's 
ad  budget.  "We're  survivors,"  says 
Moss.  "We  have  to  be  tricky,  to  find  a 
niche,  to  be  ahead  of  everybody,  be- 
cause we  can't  spend  like  that,"  says 
Goldberg,  who,  along  with  Adelson, 
came  from  the  garment  business  and 
knows  how  urgent  it  is  to  come  up 
with  a  new  style  every  year.  So  for 
Monarch,  as  for  any  ethnic  minority, 
diversification  and  assimilation  have 
been  the  price  of  survival. 

For  years  Monarch  has  imported  a 
full  line  of  European  wines,  many  of 
them  chateau-  or  estate-bottled,  under 
the  Tytell  and  Federico  Paternma 
brand  names.  In  addition,  it  is  the 
metropolitan  New  York  distributor 
for,  among  others,  Almaden  imported 
and  California  wines,  Mateus,  Lillet 
and  Cribari.  But  its  most  startling 
coup,  to  date,  was  beating  Seagram  for 
the  distributorship  of  Tsingtao  beer 
from  mainland  China  in  1978. 

Goldberg  and  others  at  Monarch 
kept  noticing  that  the  only  beers  be- 
ing offered  at  Chinese  restaurants 
(12,000  in  the  U.S.  have  beer  and  wine 
licenses)  were  Kirin,  from  Japan,  and 
premium  European  brands.  They 
knew  of  a  brewery  in  China  at  Tsing- 
tao and  were  willing  to  help  the  Chi- 
nese modernize  it.  But  there  they  ran 
into  Seagram.  It  turned  out  that  the 
Chinese  were  much  more  interested 
in  selling  their  vodka  in  the  U.S.  to 
antagonize  the  Russians  than  they 
were  in  selling  beer.  So  Monarch  fig- 
ured that  they  would  surely  go  with 
Seagram:  Its  horde  of  salesmen  are 
experienced  vodka  pushers.  Goldberg, 
Moss  and  Star  headed  for  the  train 
back  to  Peking. 

But,  ultimately,  the  fact  that  Mon- 
arch needed  the  business  and  had  a 
loyal  network  of  distributors,  many  of 
whom  had  been  with  the  company  for 
30  or  40  years,  convinced  the  Chinese 
to  give  it  both  accounts.  They  also 
liked  the  idea  that  Monarch  was  a 


small  family  company  (Goldberg, 
Adelson  and  Moss  are  sons-in-law  of 
Robinson  and  Star)  whose  74-year-old 
president,  unlike  Seagram's.  Edgar 
Bronfman,  had  made  the  arduous  trip. 
"We  asked  the  Chinese  why  they 
didn't  go. with  Seagram,"  says  Gold- 
berg, "and  they  told  us,  'Because  what 
would  they  do  for  us  - '  You  see,  they're 
very  commonsense  business  people. 
Sure,  Seagram  has  all  these  people  on 
the  street  selling,  but  it  was  obvious 
to  the  Chinese  where  their  allegiance 
lay.  With  Seagram's  own  brands." 

Contract  in  hand,  Monarch  located 
every  licensed  Chinese  restaurant  in 
the  country  and  went  after  them, 
state  by  state.  It  knew  that  if  it  could 
get  that  distribution,  it  would  have 
one  of  the  leading  brands  in  the  U.S. 


Supenising  rabbi  Joseph  I.  Singer 
Today's  typical  Manischewitz  cus- 
tomer: A  black  blue-collar  worker. 

"With  Tsingtao  we  had  the  biggest- 
selling  introductory  year  any  new 
brand  ever  had:  185,000  cases,"  says 
Goldberg.  "And  we're  looking  for 
about  half  a  million  cases  in  1981, 
about  S6  million  to  $7  million  in 
sales,"  adds  Adelson. 

Business  has  been  just  as  good  for 
the  distributors.  "We  can't  keep  it 
[Tsingtao]  in  inventory,"  says  Wil- 
liam Freid,  president  of  Whitehall 
Co.  in  Norwood,  Mass.  "Boston  Chi- 
nese restaurants  have  driven  to  New 
York  City  to  get  some  when  we  ran 
short." 

Sadly,  the  vodka  business  hasn't 
worked  out  nearly  as  well.  When  the 
Russians  invaded  Afghanistan, 
prompting  Americans  to  pour  brands 
like  Stolichnaya  down  the  drain, 
Monarch  saw  an  opportunity  for  its 
Chinese  vodka.  It  promptly  poured 
millions  into  a  media  blitz  that,  unfor- 
tunately, worked.  Only  after  it  had 
gained  a  toehold  in  the  imported  vod- 
ka market  did  it  realize  that,  contrary 
to  what  competitors  had  said,  its  po- 
tential market  share  was  too  small  to 
justify  the  effort  and  expense.  "About 
95%  of  the  bull  in  this  industry  is 
purely  bull  when  you  go  up  against  it," 


says  Adelson  ruefully 

So  in  the  future  Monarch  is  going  to 
stick  with  its  expanding  beer  business. 
The  Chinese,  delighted  with  the  beer 
sales,  haven't  minded  that  the  vodka 
has  slumped.  And  the  Tsingtao  cam- 
paign has  spawned  an  entirely  separate 
beer  distribution  channel.  Now  Mon- 
arch is  going  to  push  through  it  an 
Italian  lager  beer  called  Raffo  (there  are 
15,000  Italian  restaurants  with  beer 
and  wine  licenses)  and  a  Swedish  beer 
called  Kalback.  "We  project  that  with- 
in five  years  50%  of  our  volume  will  be 
in  beer,"  says  Goldberg. 

The  beer  and  the  quirky  flavors  like 
Piria  Coconetta  may  well  prove  to  be 
Monarch's  salvation  because  there  are 
signs  of  a  major  shakeout  coming  in 
the  wine  industry.  The  number  of 
California  wineries  has  grown  27%  in 
the  last  five  years.  There  were  64  new 
entrants  in  1980  alone.  Heavy  com- 
petitive advertising  by  the  conglomer- 
ates was  over  $200  million  last  year, 
and  the  brawl  for  billion-dollar  sales 
volumes  by  1990  is  already  starting. 
It's  an  elephant  stampede  that  Mon- 
arch is  happy  to  avoid. 

For  years  the  other  wineries  treated 
Monarch  as  though  it  wasn't  even 
part  of  the  industry.  Now  Monarch 
sees  that  defect  as  a  virtue.  "Let  them 
keep  laughing  and  let  them  keep  going 
head  to  head  against  each  other,  all 
making  the  same  thing,"  says  Gold- 
berg. "We'll  keep  making  new  flavors 
because  it's  a  good  business.  We're 
not  here  to  go  broke  and  say,  'Hey 
look,  we  went  down  but  we  were  a 
pure  winery.'  " 

Doesn't  Monarch  worry  that  expan- 
sion has  already  sullied  its  image  as  a 
kosher  winery?  "Naw,  it's  still  going 
to  be  a  mom-and-pop  candy  store  be- 
cause that's  what  we  want,"  says 
Adelson.  "Could  you  ever  imagine 
coming  into  a  room  like  this  at  a 
major  corporation?  Six  raving  idiots 
talkmg  to  you  like  this,  and  then  they 
got  12  other  guys  supervising.  ..." 

"Don't  talk  about  the  rabbis  like 
that,"  shouts  Moss. 

"The  larger  the  corporation,"  Adel- 
son continues,  ignoring  Moss,  "the 
more  levels  of  insanity  there  are." 

But  didn't  he  iust  say  that  the  top 
six  men  at  Monarch  are  insane? 

"We  are,"  says  Adelson.  "But  here 
it's  all  on  only  one  level.  You  can  find 
the  insanity  immediately  here!" 

And  you  can  find  plenty  of  business 
acumen,  too.  From  a  little  kosher  win- 
ery that  began  after  repeal  on  Manhat- 
tan's Lower  East  Side,  it's  a  long,  long 
road  to  Tsingtao  beer.  The  next  time 
you  order  one  in  a  Chinese  restaurant, 
the  appropriate  toast  will  definitely  be 
/  'chaim.  ■ 
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TEN 
YEARS  AGO, 

MAI  PUT 
ITS  CHIPS  ON 

THE 
LITTLE  GUY 

Now,  that  foresight  is  paying  off. 
Because  today,  computers  for 
small  business  are  part  of  the 
rocketing  $4  billion  small-computer 
market  —  expected  to  approach 
$10  billion  by  1985. 

MAI  —  Management  Assistance 
Inc.  —  practically  introduced  com- 
puters to  small  business.  That's 
where  90%  of  our  sales  are. .  .and 
more  than  1 1,000  of  our  Basic  Four" 
information  processing  systems 
have  been  installed  to  date. 

One  reason  is  that  we  don't  try 
just  to  make  a  sale,  but  to  make  a 
friend.  First  we  really  get  to  know  the 
business  and  its  problems.  Then  we 
can  provide  solutions.  Including 
tailor-made  programs.  Operator 
training. 

And  outstanding  maintenance 
service,  through  our  Sorbus  Service 
Division.  This  not  only  helps  cement 
customer  relationships.  It  also  gives 
us  a  solid  position  in  the  $6  billion 
service  market  —  expected  to  more 
than  double  by  1985. 

Ten  years  ago,  helping  the  be- 


MM 

Our  business  is  helping  other  businesses  grow. 


leaguered,  overtaxed,  over- regulated 
small-business  owner  looked  like  a 
far-out  idea.  Today  it  looks  like  a  very 
good  investment. 


MAI  s  newest  boost  for  growing  businesses.  The  eco- 
nomical Basic  Four"  /S80™  computer  combines  data 
and  word  processing  and  distributes  processing 
capabilities  out  to  workstation  (crmlnals. 


To  find  out  more  about  MAI, 
write  for  our  Annual  Report : 
Management  Assistance  Inc., 
560  Lexington  Avenue,  New  York, 
NY  10022.  If  you're  in  business  your- 
self, write  for  our  free  Eliot  Janeway 
booklet,  "Survival  Tips  for  the  80s." 


Iff  91110  hiinillC  When  you  want  to  slow  things 
II I  QUI C  UUIII|lui  down,  Goodyear  has  the  answer. 
Just  lay  down  a  bright  yellow  rubber  safety  bump. 
It  stays  put  without  anchoring  to  give  you  added 
protection  for  shopping  malls,  schoolyards, 
parks,  and  highway  repair  sites.  And  you 
can  take  it  up  in  seconds,  whenever 
you  need  to.  /  j  ^: 


fires  that 
weigh  6  tons. 


IS? 


They're  over  11  feet  tall  and  5%  feet  wide. 
They  weigh  12,500  pounds  each.  They're  the  world's 
most  massive  tires.  Developed  by  Goodyear  to  help 
carry  the  load  of  America's  growing  need  for 
coal.  Another  reason  why  Goodyear  is  a 
leader  in  earthmover  tires.  From  mining  j| 
coal  to  moving  earth,  Goodyear  s  not 
your  ordinary  tire  company. 


The  energy  of 
149  gallons  of  oil 


A  pellet  of 
enriched  uranium 

this  small  can  supply  as  iiTg  tOQOIMfllt 
much  energy  as  149  gallons  III  fg  lud&pUUII. 

of  oil— and  Goodyear  is  a  leader  in  the  technology 

that  produces  it.  Goodyear  Atomic  Corporation  has 

been  operating  a  gaseous  diffusion  enrichment  plant  for 

the  government  since  1952.  But  gaseous  diffusion 

requires  huge  quantities  of  electric  power.  Recently, 

high-speed  gas  centrifuges  have  been  developed, 

which  use  95%  less  power.  Goodyear  Aerospace 

has  been  conducting  research  into  these 

Jfe       centrifuges  since  1972  and  is  now 

#|P  ^1      building  them  for  the  Department 

SPi  °f  Energy.  The  initial  contract  is  for 

|F  million.  Ultimately,  more  than 

$1  billion  worth  will  be  needed. 


Goodyears 
not  your  ordinary 


In  the  last  four  fiM)  pnitMSIIIV 

years,  we  ve  installed  new  radial  tire  III  O  UUIII|Jllil  f « 

apacity  that  stands  at  the  leading  edge  of  production  technology.  Result: 
radial  tires  of  excellent  quality  at  highly  competitive  costs.  We've  also 
ploped  new  ways  to  generate  ideas.  Result:  a  flood  of  innovations  ranging 
from  automatic  quality  control  for  tire  presses  to  entirely  new  products 
like  portable  safety  bumps.That's  why  we're  a  world  leader  in  so  many 
fields— from  conveyor  belts  to  aircraft  tires,  from  packaging  films  to 
Uranium  enrichment.  And  why  we're 

not  your  ordinary  tire  company.  GO0D j^YEA R 

Out  front.  WorkJ  wide. 


The  Up-And-Comers 


After  43  years,  the  folks  who  bring  you  the 
Peanut  Buster parfait  have  their  act  togeth- 
er (finally).  "We  are  just  beginning/'  says 
Dairy  Queen  President  Cooper 

"Mom  and  pop 
don't  read  memos" 


By  Paul  B.  Brown 


)ai>y  Queen  President  Ham's  Cooper 

'The  days  of  ruling  a  franchise  with  a  gun,  knife,  whip  and  chair  are  over." 


T\  HE  SKY  SHOULD  HAVE  BEEN  the 
limit  in  1938  when  J.F.  McCul- 
lough  of  Green  River,  111.,  with 
his  recipe  for  soft  ice  cream,  met  Har- 
ry Oltz  of  Hammond,  Ind.,  who  had  a 
machine  that  would  freeze  McCul- 
lough's  confection  and  make  it 
smooth  to  the  taste.  Together  they 
created  Dairy  Queen,  and  16  years 
before  Ray  Kroc  thought  about  taking 
Richard  and  Maurice  McDonald's 
hamburger  stand  beyond  California, 
Dairy  Queen  franchises  were  being 
sold  nationwide.  "Dairy  Queen  could 
have  had  it  all  back  then,  both  the 
frozen  dessert  market  and  the  fast- 
food  segment,"  says  DQ  President 
Harris  Cooper,  43,  with  a  sigh.  He 
stares  off  into  space  for  a  moment. 
"You  know,  I  think  about  that  a  lot." 

So  why  is  Dairy  Queen  an  up-and- 
comer  today,  instead  of  an  established 
member  of  the  Forbes  500,  like  $2.2 
billion  (sales)  McDonald's?  With  no 
one  else's  mistakes  to  learn  from, 
McCullough  and  Oltz  permitted  an  ex- 
cess of  free  enterprise.  The  1 9-year  pat- 
ent rights  to  the  DQ  freezer,  the  trade- 
mark on  the  formula  and  territorial 
franchises  were  sold  to  operators  who 
were  left  to  develop  their  own  regional 
stores.  There  was  no  strong  centralized 
management  to  ensure  standardized 
menus  or  similar  buildings. 

Not  until  1962  was  any  attempt 
made  to  achieve  uniformity.  Noting 
the  spectacular  success  of  McDon- 
ald's, some  of  the  larger  territorial  op- 
erators banded  together  to  form  Inter- 
national Dairy  Queen  Inc.  But  the  re- 
sult was  political  infighting  as  each 
man  tried  to  control  the  fate  of  the 
company.  A  decision  made  at  one 
meeting  could  be  changed  at  the  next. 
Take,  for  example,  the  question  of 
adding  food  to  the  DQ  menu.  At  one 
of  their  first  meetings,  in  1962,  the 
directors  voted  to  start  selling  ham- 
burgers and  hot  dogs.  But  the  first 
hamburger  wasn't  sold  until  1965,  and 
even  by  1970  only  one  out  of  seven 
DQ  stores  had  added  the  company's 
Brazier  line  of  fast  food.  Gradually, 
the  individual  franchise  holders  lost 
faith  in  management.  Meanwhile, 
overstaffing  at  corporate  headquarters 
was  dragging  the  company  toward 
bankruptcy.  (DQ  today  has  10%  fewer 
employees  than  it  did  in  1970  and  is 
doing  nearly  3  times  the  business.) 

Enter  the  white  knights.  Following 
Flousehold  Finance's  1969  purchase  of 
National  Car  Rental,  some  of  Nation- 
al's original  investors  took  their  share 
of  the  $145  million  transaction  and 
went  hunting  for  a  new  enterprise; 
they  bought  DQ  for  $5  million.  Coo- 
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BARCLAYS  BANK  HELPS 
I  DE  HAVILLAND  OF  CANADA 
DELIVER  IN  THE  MIDDLE  EAST 


De  Havilland  of  Canada  engines  for  the  aircraft.  Engines  earnings  back  fast  through  our 

nanufacture  the 'Transporter,' an    capable  of  airlifting  a  one-ton  network  so  we  can  improve  the 

lircraft  that's  at  home  in  places      truck  1200  miles  and  delivering  exporters  cash  flow. 

it  to  a  tiny  sandstrip.  De  Havilland  and  their 

Small  wonder  de  Havilland  Transporter  are  just  one  of  an 

have  an  important  and  growing  impressive  list  of  customers  and 

market  in  the  Middle  East.  projects  that  we  help  through  our 

Small  wonder,  too,  that  they  branches  in  more  than  75  countries 

And  Barclays  Bank  of  Canada  chose  Barclays.  spanning  six  continents. 
?rovide  essential  finance  to  get         We  have  our  own  branches  in        We  help  most  of  the  world's 

he  Transporter  off  the  ground.     the  Middle  East  so  we  can  provide  successful  international  companies. 

Barclays  give  de  Havilland  a     up-to-the-minute  information  Somewhere  there  is  a  market 

ontinuous  line  of  credit  to  buy    on  local  markets.  We  transmit  where  we  can  help  you. 


BARCLAYS 

International 


vhere  conventional  ones  aren't. 
)n  incredibly  short  runways,  in 
)unishingly  high  temperatures, 
it  energy -sapping  altitudes, 
iven  in  deserts. 


ASK  BARCLAYS  FIRST 


arclays  Bank  has  over  120  branches  in  North  America.  Corporate  enquiries  will  be  welcomed  by: 

ice  President  Corporate  Business  Development.  Barclays  Bank  International,  200  Park  Avenue,  New  York.N.Y.  10166.  Telephone  (212)  687  8030. 
ice  President  International  Banking,  Barclays  Bank  of  California,  2971  Wilshire  Boulevard,  Los  Angeles,  California  90010.  Telephone  (213)  385  1501. 
ice  President,  International  Banking, Barclays  Bank  of  California,  111  Pine  Street, San  Francisco, California  91111.  Telephone  (415)  981  8090. 
arclays  Bank  of  Canada ,  Suite  3505,  Commerce  Court  West, Toronto,  Ontario  M5L  1G2.  Telephone  (416)  862  0594. 
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The  boom  in  drilling 
is  taking  all  the  Armco  oil  country 
pipe  we  can  make.  To  serve  this 
growing  market  we're  adding 
more  capacity." 


John  Rascoe  is 
product  manager 
for  National  Supply 
Company's  Armco 
TuPular  Division. 


John  Rascoe  says  that  finding  oil  and  gas  calls  for  record  amounts  of  pipe  . . .  14% 
more  this  year  than  last.  That  means  a  full  order  book  for  Armco's  National 
Supply  Company. 

Confident  of  sustained  growth  in  this  area,  National  Supply  is  adding  more 
tubular  capacity,  to  be  ready  by  1984.  That's  the  kind  of  planned  growth  that 
keeps  National  Supply  the  world  leader  in  supplying  drilling  machinery, 
production  equipment,  tubulars  and  services. 

In  the  past  four  years.  National  Supply  has  doubled  its  net  assets.  And  in  the 
next  four  years  investment  will  more  than  again  double. 

National  Supply  is  a  big  reason  why  Armco  has  become  one  of  America's 
brightest  energy-oriented  companies.  For  more  information  write.  Investor 
Relations,  Armco.  General  Offices,  Middletown,  Ohio  45043. 
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per,  the  whiz  kid  who  had  been  run- 
ning National's  franchising  oper- 
ations, became  president  at  32. 

"It  takes  consistency,  direction  and 
uniformity  to  get  things  done  in  the 
franchise  business,"  says  Cooper, 
weighing  his  words  with  the  care  be- 
fitting his  legal  training.  "When  we 
took  over,  the  only  thing  that  was 
consistent  was  the  product."  To  per- 
suade the  franchisees  to  add  food  and 
different  kinds  of  sundaes,  he  had  to 
convince  them  that  Harris  Cooper 
knew  his  bananas  (splits).  That  meant 
selling  himself  as  well  as  the  new 
products.  "The  moms  and  pops  who 
own  our  stores  don't  read  memos," 
Cooper  says.  "We  can't  just  sit  in 
Bloomington  [Minn.,  corporate  head- 
quarters] and  send  out  directives. 
They  want  to  see  you  and  talk  to 
you."  When  you  have  4,800  stores  in 
the  U.S.  and  1 1  foreign  countries 
(about  90%  of  them  in  towns  of 
60,000  or  less),  that  means  a  lot  of 
traveling.  Cooper  is  on  the  road  85% 
of  the  time. 

But  it  was  years  before  Cooper's 
road  show  produced  significant  re- 
sults. When  he  took  over  in  1970, 
some  15%  of  DQ  stores  sold  the  Braz- 
ier line  of  food.  That  number  is  now 


70%,  and  where  DQ  had  0.5%  of  the 
hamburger  market  in  1970,  it  now 
owns  5%.  To  see  why  the  addition  of 
food  is  so  important,  just  look  at  DQ's 
first-quarter  results.  Unless  an  ice- 
cream-only store  is  in  the  Sunbelt 
(and  only  about  40%  of  DQ's  4,300 
U.S.  stores  are),  the  franchise  must 
close  for  about  four  months  a  year. 
You  can't  sell  much  ice  cream  in  New 
Hampshire  during  February.  This 
means  the  first  quarter  is  the  slowest. 
In  the  first  three  months  of  1981,  DQ 
showed  a  $216,000  profit  (7  cents  a 
share),  the  only  time  in  corporate 
history  that  the  first  quarter  ended  in 
the  black. 

In  addition  to  adding  food  and  cut- 
ting staff,  Cooper  has  brought  in  ex- 
tensive consumer  testing,  which 
showed,  among  other  things,  that  cus- 
tomers wanted  all-beef  burgers  and 
hot  dogs.  So  Cooper  banished  meat 
extenders  and  raised  his  prices.  Then 
he  upgraded  the  quality  of  DQ's  ice 
cream  toppings  and  introduced  more 
attractive  packaging.  Perhaps  the 
most  difficult  task  Cooper  faced  was 
to  convince  the  individual  owners  to 
contribute  more  money  to  spread  the 
word  about  the  improvements  in 
"one  of  life's  little  pleasures"  (a  for- 
mer slogan).  That  is  where  the  road 
show  paid  an  extra  dividend.  Anyone 
can  show  the  flag,  but  Cooper  waved 


"Armco's 
Annual  Report 
tells  all  about 
our  strategy  for  growth 

for  National  Supply  Company  I 
and  Armco's  other  businesses!'  I 

John  Rascoe,  product  manager  for  Armco  Tubular  Division  i 

Name  .  
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□  Please  check  if  you  wish  to  be  placed  on  Armco's  Annual  Report  mailing  list 
Send  coupon  to  Armco  Corporate  Communications, 

Dept.  C-261D.  PO  Box  600.  Middletown.  OH  45043.  | 
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it  so  well  that  he  got  the  money. 

"In  1970  we  spent  $800,000  on  ad- 
vertising; next  year  it  will  be  $18  mil- 
lion," Cooper  says.  "It  isn't  easy  per- 
suading someone  to  contribute  more 
than  is  specified  in  his  franchise 
agreement  [anywhere  between  zero 
and  5%  of  sales,  depending  upon 
when  the  contract  was  written],  but 
most  people  understand  that  they  will 
profit  by  it,  after  we  explain  it." 

Cooper's  sales  pitch  is  low  key 
("The  days  of  ruling  franchisees  with 
a  whip,  chair,  gun  and  knife  are 
over").  Over  and  over  again  Cooper 
sings  the  same  two  themes  with  his 
soft  baritone:  DQ  needs  more  adver- 
tising to  maintain  its  leading  (40%) 
share  of  the  ice  cream  market  against 
increasing  competition  from  Swen- 
sen's,  Carvel,  Friendly 's  and  Ha'agen- 
Dazs,  and  inflation  has  made  that  ad- 
vertising more  expensive. 

His  audience,  the  moms  and  pops, 
are  respectful  but  leery.  They  are  not 
eager  to  fork  over  any  more  money  for 
advertising,  especially  since  their 
franchise  agreement  says  they  don't 
have  to.  But,  after  1 1  years  on  the 
road,  Cooper  has  learned  a  few  tricks. 
When  the  president  of  DQ  meets  with 
a  store  owner  he  is  likely  to  be  dressed 
in  a  less-than-elegant  plaid  sports 
jacket  rather  than  a  three-piece  pin- 
striped suit,  and  it  is  quite  possible  he 
will  make  his  pitch  while  munching 
on  a  double  cheeseburger,  followed  by 
a  Double  Delight  (which,  as  any 
schoolchild  knows,  consists  of  two 
scoops  of  vanilla,  one  covered  with 
hot  fudge,  the  other  with  butter- 
scotch, topped  with  pecans  and 
whipped  cream). 

"You  know,"  he  tells  mom  and  pop, 
"maybe  the  advertising  agreement 
you  signed  was  right  back  then,  may- 
be it  wasn't,  but  it  isn't  right  any- 
more. We  have  competition  like  nev- 
er before.  Radio  costs  more,  television 
costs  more  and  newspaper  ads  cost 
more.  What  we  want  you  and  every 
other  store  in  the  area  to  do  is  in- 
crease your  contribution  so  we  can 
pool  the  money  and  buy  more  time 
and  more  space.  In  the  end/you  will 
profit  more,  because  your  revenues 
will  increase." 

It  is  working  like  a  charm.  Of 
course,  increased  revenues  for  the 
franchisees  means  more  money  for 
DQ  as  well.  The  parent  makes  money 
on  the  franchise  fee  (now  $20,000), 
the  royalty  arrangement  (about  4%  of 
sales)  and  by  selling  DQ  products  to 
the  stores.  As  local  store  revenues  in- 
crease (sales  last  year  were  slightly 
over  $1  billion),  DQ's  numbers  go  up. 
Net  income  since  1977  has  doubled  to 
$4.7  million  on  sales  of  $79  million, 
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return  on  equity  has  averaged  29.8% 
since  1977  and  earnings  have  been 
growing  an  average  of  30%  a  year. 
"Dairy  Queen  never  capitalized  on  its 
potential,"  Cooper  says. 

DQ  is  considering  adding  hard  ice 
cream  to  its  line.  What  is  served  now 
at  DQ  stores  is  technically  ice  milk, 
which  contains  5%  butterfat  and 
about  20%  air.  Hard  ice  cream  has 
about  14%  butterfat  and,  surprisingly, 
more  air,  about  50%. 

"I  have  always  questioned  whether 
there  are  two  frozen  dessert  markets," 
Cooper  says.  "A  lot  of  people  say  there 
is  only  one,  but  I  never  believed  that, 
primarily  because  I  like  Dairy  Queen, 
but  I  also  like  hard  ice  cream."  DQ's 
preliminary  research  shows  Cooper 
may  be  right.  According  to  the  tests, 
about  40%  of  consumers  like  soft  ice 
cream  (ice  milk),  40%  like  the  hard  and 
the  other  20%  happily  eat  both.  The 
current  limited  testing  of  hard  ice 
cream,  to  be  known  as  Queen's  Choice, 
will  soon  be  expanded  to  25  stores. 

Says  Cooper:  "Preliminary  data 
show  hard  ice  cream  is  compatible, 
conceptually  and  operationally,  and 
will  allow  a  store  to  increase  market 
share  and  enhance  its  image."  In  oth- 
er words,  a  customer  won't  have  to  go 
down  the  street  to  Baskin-Robbins  if 
one  of  the  kids  wants  hard  ice  cream. 
Cooper  hopes  Queen's  Choice  will  be 
available  to  most  DQ  stores  in  1983. 

Cooper  is  also  seriously  considering 
acquisitions,  like  a  regional  pizza, 
chicken  or  Mexican  food  company 
that  is  looking  to  expand.  "If  we  make 
an  acquisition,  we  want  to  extend  the 
company,  by  using  our  expertise," 
Cooper  says.  But  so  far,  the  only  com- 
pany he  has  been  willing  to  buy:  Inter- 
national Dairy  Queen. 

"We  have  been  buying  our  stock 
and  will  continue  to  buy  it,  as  long  as 
there  is  not  a  better  investment  else- 
where," Cooper  says.  So  far,  DQ  has 
bought  back  about  half  the  6.7  million 
shares  that  had  been  outstanding, 
making  him  increasingly  popular 
with  the  shareholders.  Cooper  denies 
he  is  going  private.  The  stock  will  be 
used  for  the  acquisition,  he  says. 

But  there  is  no  great  rush  to  acquire, 
he  adds.  Dairy  Queen  is  finally  on 
solid  footing  and  continues  to  add 
about  150  franchises  a  year.  "Unlike 
other  operations,  we  don't  stress  the 
number  of  new  stores,"  Cooper  says. 
"I  am  convinced  our  future  depends 
on  the  stores  we  have." 

"We  don't  view  ourselves  as  an  old 
company,"  Cooper  says.  "Now  we  fi- 
nally have  everything  going  for  us. "  ■ 


Ronson  isn't  lighting  the  world  on  fire,  but 
could  its  flame  be  a  flicker  of  opportunity? 


What's  a  name 
worth? 


By  Paul  Bornstein 


Not  so  long  ago  Ronson 
meant  quality  cigarette  light- 
ers. Now  it  means  shaky  fi- 
nances. Competition  from  Bic  and 
Gillette  is  the  big  problem.  Last  year 
Ronson  lost  $1.27  a  share.  That's  a  lot 
of  money  for  a  company  that  ended 
1980  with  under  $3.60  in  book  val- 
ue— down  from  close  to  $10  in  1974. 
Such  flickering  performance  has  sent 
Ronson's  stock  plummeting — it's 
gone  from  $9.50  in  1974  to  its  current 
price  of  just  over  $2.  Delisting  from 
the  New  York  Stock  Exchange  is  now 
a  possibility. 

Lenders  are  keeping  the  company 
alive.  Interest  expense  hit  $8.6  mil- 
lion last  year  on  revenues  of  $143 
million.  Those  charges  are  bound  to 
be  higher  now,  and  sales  are  slump- 
ing. That  leaves  little  left  over  for 
advertising,  an  essential  for  any  con- 
sumer business.  Still,  Ronson  can  be 
seen  as  an  opportunity  of  sorts.  In- 
vesting in  a  severely  troubled  com- 
pany during  a  roaring  bear  market  is 
vintage  contrarian  strategy. 

First  a  look  at  why  Ronson  is  in 
such  dire  straits.  The  New  Jersey- 
based  company  patented  the  quick- 
action  lighter  in  1928.  In  1952  that 
patent  expired.  Competitors  joined 
the  fray  and  Ronson  diversified — un- 
successfully— into  small  appliances. 
Specialty  metalworking  and  aero- 
space components  were  the  hot  items 
then,  and  still  are  today. 

As  the  consumer  products  business 
gets  worse,  however,  these  prized  as- 
sets could  be  sold  off  to  raise  cash. 
Ronson  has  recently  sold  one  of  the 
most  profitable  operations,  a  hydrau- 
lics subsidiary,  for  $12  million.  That 
helped  reduce  the  company's  debt  by 


some  38%,  but  it  also  eliminated  one 
very  important  profit  center. 

Now  comes  what  looks  like  worse 
news.  Ronson's  British  subsidiary, 
which  produced  lighters  and  small  ap- 
pliances, recently  went  bankrupt.  The 
company  is  left  with  only  one  remain- 
ing lighter  plant,  in  Mexico,  so  it  must 
buy  nearly  all  of  its  products  from 
subcontractors — many  in  Asia.  Com- 
petitors do  that  regularly,  and  it  might 
boost  Ronson's  margins.  So  might  the 
closing  of  the  British  plant,  since  it 
has  been  the  source  of  some  signifi- 
cant losses. 

Despite  all  its  problems,  however, 
Ronson's  name  is  still  synonymous 
with  cigarette  lighters.  "The  com- 
pany name  is  respected  worldwide  as 
a  maker  of  quality  products  with  ex- 
cellent service,"  says  George  Wrublin, 
a  New  York  distributor.  Retailers,  in 
fact,  report  that  foreign  visitors  to  the 
U.S.  often  seek  out  Ronson  items.  A 
little  smart  promotion,  and  profits 
could  take  off.  After  all,  A.T  Cross 
earns  fat  25%  operating  margins — 
and  commands  a  stock  price  of  more 
than  twice  book  value — by  selling 
prestige  ball-point  pens.  Ronson  could 
do  a  lot  worse. 

Consider  this:  At  today's  prices,  a 
big  marketing  company  could  buy 
Ronson  for  less  than  $18  million,  even 
paying  a  premium  of  twice  the  cur- 
rent market  price.  Ronson  must  ac- 
knowledge one  potential  suitor,  Liqui- 
fin  A.G.,  an  Italian  firm,  which  has 
held  a  36%  stake  in  Ronson  since 
1974.  Chief  Executive  Louis  Aronson 
and  his  family,  meanwhile,  own  8.5% 
of  the  company's  shares.  The  entry  of 
a  third  party  might  spark  a  major 
ownership  change.  The  result  could 
produce  a  new  glow  for  shareholders 
as  well.  ■ 
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Precision  Heating  for  Metal  Processing 
increased  productivity  by  300  percent  and 
cut  energy  costs  by  50  percent  for  a  forging 
facility. 

The  Westinghouse  induction  heating 
system  is  so  much  faster  than  any  type  of 
surface  heating,  it  enables  the  forge  to  pro- 
duce parts  at  three  times  the  old  rate.  That's 
because  the  controlled  electric  current  flow 
within  the  bar  stock  heats  to  the  precise 
depth  required. 

Such  controlled  heating  from  within 
significantly  reduces  the  energy  waste  that 
accompanies  surface  heating.  It  also  means 
an  improved  environment  for  employes  in- 
volved with  forging,  forming,  rolling,  heat 
treating  or  curing  of  coatings. 


Office  productivity  increased  6  percent 
when  a  Westinghouse  "Open  Office" 
System  was  installed  by  a  major  Eastern 
bank. 

"Open  offices"  improved  communica- 
tions, provided  efficient  work  stations  and 
lowered  noise  levels  for  the  bank's  program- 
mers and  analysts.  Productivity  increased 
almost  overnight. 

Today,  white  collar  employes  represent 
half  of  the  American  work  force,  but  white 
collar  productivity  has  increased  only  0.4 
percent  per  year  in  the  last  five  years.  Install 
ing  "open  offices"  by  Westinghouse  can  im- 
prove those  figures. 


Microprocessor-based  production  control 
increased  productivity  300  percent  for  an 
agri-business. 

A  Westinghouse  Numa-Logic™  PC-700 
programmable  controller  system  replaced 
manual  batching.  Now  a  single  8-hour  shift 
can  mix  720  tons  of  30  different  types  of 
feed  requiring  41  separate  ingredients.  With 
only  a  1  percent  weight  error  in  a  given 
ingredient. 

Before  Numa-Logic,  the  same  output 
required  two  12-hour  shifts,  and  there  was  a 
20  percent  weight  error. 

The  Westinghouse  Numa-Logic  can  in- 
crease productivity  in  a  wide  variety  of 
process  and  manufacturing  operations. 


Ultrasonic  Cleaning  and  Degreasing 
increased  productivity  by  over  900 
percent  for  a  manufacturer  of  iron  molds. 

Instead  of  1,300  man-hours  and 
$21,500  to  clean  100,000  units,  now  it  takes 
133  man-hours  and  slightly  over  $2,100. 

Westinghouse  Ultrasonic  Cleaning  does 
a  faster,  more  thorough  cleaning  job  than  any 
other  method.  Using  less  harsh  chemicals 
and  no  elbow  grease,  high  intensity  sound 
waves  implode  small  vapor  bubbles  that 
blast  off  dirt  and  residue. 

If  cleaning  has  been  your  productivity 
bottleneck,  ultrasonics  could  be  the  answer. 


esfinghouse  technolo 
saves  energy. 


Energy  Management  will  save  over  $800,000 
per  year  in  fuel  consumption  and  labor  costs 
for  a  600-acre,  150-building  chemical  plant. 

A  Westinghouse  Industrial  Energy  Man- 
agement System  replaced  the  plants  slower, 
traditional  ways  of  monitoring  and  adjusting 
energy  generation  and  use. 

Now,  over  1 ,800  sensors  provide  the 
central  computer  with  continuous  data  for 
real  time  analysis  of  the  entire  plant's  energy 
generation,  distribution  and  process 
systems. 

Result:  Any  deviation  from  optimum 
operational  levels-anywhere-can  be  spot- 
ted and  corrected  in  seconds.  By  one  opera- 
tor. At  the  press  of  a  button. 


Illumination  costs  were  cut  $233,000  per 
year  for  a  22-story  bank. 

The  reason?  Westinghouse  Ultralume" 
lamps.  Westinghouse  researchers  discov- 
ered that  combining  three  particular  wave- 
lengths of  light  produced  a  fluorescent  that 
gives  better  lighting  for  less  money. 

Two  Westinghouse  Ultralume  Fluores- 
cents  provide  the  bank  with  a  lighting  envi- 
ronment which  the  employes  agree  com- 
pares to  four  standard  fluorescents  while 
using  only  half  the  electricity. 

The  bank  has  since  installed  Ultralumes 
in  two  other  facilities.  And  is  saving  an  addi- 
tional $84,000  annually  as  a  result. 


Combustion  Control  has  cut  the  fuel  bill  of 
an  Eastern  chemical  company  15  percent, 
iaving  it  $75,000  per  year. 

The  company  installed  a  Westinghouse 
ully  automatic  boiler  system  on  one  of  its 
bur  boilers. 

Combining  a  probe-type  oxygen  ana- 
yzer  with  a  microprocessor-based  oxygen 
rim  controller,  the  system  optimized  fuel 
:onsumption,  increased  safety,  and  de- 
ceased excess  oxygen  by  8  percent. 

It  has  been  so  impressive  that  the  com- 
)any  has  ordered  similar  equipment  for  its 
hree  other  boilers. 


Modular  escalators  will  save  over  $150,000 
per  year  in  energy  costs  for  the  mass  transit 
system  of  a  major  East  Coast  city. 

The  354  Westinghouse  Moduline  100s 
escalators  used  there  save  30  percent  of 
energy  costs  when  going  "up"  60  percent 
when  going  "down"  compared  to  the  con- 
ventional type. 

These  advanced  Westinghouse  escala- 
tors can  be  connected  in  modular  sections, 
giving  architects  a  design  freedom  they 
never  had  before.  These  escalators  can  skip 
a  floor,  span  vertical  rises  of  100  feet  or 
more,  and  provide  a  nonstop  10-story  ride. 

That's  right,  10  stories. 


VlWestinghouse  technology 
f  for  the  future. 


Electricity  from  sunlight  is  one  step  closer  to 
economic  reality. 

The  unique  Westinghouse  Dendritic 
Web  process  promises  to  significantly  re- 
duce the  cost  of  manufacturing  photovoltaic 

cells. 

It  produces  long,  thin,  continuous  strips 
of  single  crystal  silicon,  the  main  component 
of  solar  cells.  The  costly  and  wasteful  slicing 
of  silicon  blocks  has  been  eliminated. 

Modules  like  the  one  pictured  behind 
the  dendritic  strip  above  can  produce  up  to 
16  watts  per  square  foot.  Now,  Westinghouse 
is  working  toward  automated  production  fa- 
cilities. And  we've  designed  and  installed 
systems  for  residential  application. 


Fuel  Cells  promise  to  be  a  highly  efficient, 
compact,  nonpolluting  source  of  electric 
power. 

Westinghouse  is  developing  two  types 
of  fuel  cells. 

One  is  a  phosphoric  acid  fuel  cell  tar- 
geted for  the  mid  80's.  It  converts  any  hydro- 
gen-rich fuel  such  as  synthetic  gas  from  coal 
directly  into  electricity.  It's  environmentally 
benign,  the  only  by-products  are  carbon 
dioxide,  heat  and  pure  water. 

The  other  type  is  a  solid  oxide  design. 
It's  even  more  compact  and  more  fuel  effi- 
cient than  the  phosphoric  acid  fuel  cell. 
With  an  1800°F  operating  temperature,  it's 
ideal  for  industrial  cogeneration.  It  should 
be  ready  for  use  by  the  mid  90's. 


High  Power  Battery  technology  may  soon 
give  commercial  vehicles  such  as  delivery 
vans  a  100-mile  cruising  range,  take  only 
4  to  6  hours  to  recharge,  and  last  100,000 
miles. 

Westinghouse  is  developing  a  high 
power  nickel-iron  battery  that  offers  the  best 
combination  of  high  energy  density,  long  life 
cycle,  longer  time  between  charges  and 
competitive  life  cycle  costs. 

Smaller  and  lighter  than  older  types  of 
batteries,  the  new  Westinghouse  nickel- 
iron  battery  could  also  replace  fossil  fuels  as 
the  power  source  for  industrial  forklifts,  min- 
ing machines,  and  airplane  tow  trucks. 

It's  already  in  limited  production. 


Super  Small,  Super  Fast  Processors  will 
dramatically  enhance  America's  military 
capabilities  and  ultimately  revolutionize 
American  industry. 

Very  High  Speed  Integrated  Circuits 
(VHSIC)  will  increase  processing  capabili- 
ties by  over  1,000  percent.  It  will  be  possible 
to  put  up  to  500,000  transistors  on  a  single 
chip. 

The  production  and  use  of  very  pure 
silicon  will  enable  such  chips  to  process  in- 
formation at  much  higher  rates  of  speed. 
And  they'll  require  1,000  times  less  power. 

And  advanced  circuit  pattern  printing 
techniques  will  help  deliver  all  of  this  capa- 
bility in  a  package  400  times  smaller  than 
today's! 


Through  its  technology,  Westinghouse  is  ready 
to  help  American  industry  increase  productivity 


PRODUCTIVITY  INCREASE  IN  MANUFACTURING,  1970-1980 


United  States 

Japan 

the  Netherlands 

74.8% 

France 

60.6% 

Germany 

59.9% 

Italy 

59.0% 

United  Kingdom 

25.5% 

Source:  Based  on  most  recent  data  from  the  Bureau  of  Labor  Statistics,  United  States  Department  of  Labor,  )une,  1981 


and... 

Reestablish  our  worldwide  industrial  leadership. 
Improve  our  trade  balance.  Slow  inflation,  and 
help  preserve  and  improve  our  quality  of  life. 

For  more  information,  call  toll  free 

800-245-4474 

In  Pennsylvania,  call  800-242-2550 
Or  write:  Six  Gateway  Center, 
Dept.  10,  Pittsburgh,  PA  15222. 


Cbesebrough-Pond's  chief  executive  officer,  Ralph  Ward 

"Sometimes  you  cant  admit  you're  scared.  You  just  keep  going  until  you  get  it  right." 


Ralph  Ward  certainly  didn't  invent  the  art  of  marketing,  but  there 
are  few  chief  executives  around  who  can  match  him  at  it. 


Chesebrough  Pond  3: 
the  unsung  miracle 


By  Howard  Rudnitsky 
with  Jay  Gissen 

IN  the  13  years  he  has  run  Chese- 
brough-Pond's  Inc.,  Ralph  Ward 
has  done  some  very  peculiar 
things.  Back  in  1969,  for  example,  just 
19  months  after  he  became  chief  ex- 
ecutive, Ward  paid  $44  million  in 
stock  for  a  small  Rochester-based 
company  that  made  spaghetti  sauce. 
Wall  Street  sneered;  critics  chuckled. 
Why  move  a  then  89-year-old  person- 
al products  outfit  like  Chesebrough 


into  the  food  business?  Did  Ward 
think  he  was  running  Procter  & 
Gamble? 

Just  four  years  later,  Ward  made  an- 
other offbeat  acquisition.  He  paid 
$194  million  in  stock  for  Health-tex,  a 
manufacturer  of  children's  clothes. 
Again,  there  was  little  applause.  Why 
spend  good  money  to  enter  the  rag 
business,  much  less  the  low-fashion 
kiddie  segment?  The  baby  boom  had 
peaked,  and  birthrates  were  heading 
down.  Here  was  a  man  who  would 
buy  anything. 


In  a  diversification  even  more  off- 
beat than  spaghetti  sauce  or  baby 
clothes,  Ward  next  moved  boldly  into 
the  shoe  business.  For  $27  million  in 
cash  he  bought  ailing  Maine-based 
G.H.  Bass  &  Co.  That  planted  Chese- 
brough squarely  in  what  is  a  classic 
cyclical  industry,  plagued  by  cut-rate 
imports  and  soaring  leather  prices. 

With  such  unlikely  ingredients, 
Ralph  Ward,  in  his  patient,  disciplined 
way,  has  transformed  Chesebrough 
from  a  small  company  with  limited 
and  mature  product  lines  into  a  mar- 


FORBES,  SEPTEMBER  28,  1981 


ID  . 


International 

Overseas  business  accounts  for  30% 
of  Chesebrough  sales.  This  is  the 
firm's  largest  single  division — and 
where  Ralph  Ward  got  his  start. 


$  Billions 


kcting  giant  with  a  return  on  share- 
holders' equity  of  over  20%.  Year  after 
year,  with  almost  monotonous  regu- 
larity, Chesebrough's  dividend  in- 
creases and  so,  year  after  year,  does  its 
net  profit.  While  the  bold  merger- 
makers  have  captured  the  headlines, 
Ward  has  quietly  performed  one  of  the 
most  creditable  management  jobs  in 
all  of  U.S.  industry. 

Although  Ward  has  made  his  share 
of  takeovers,  his  company's  success 
stems  as  much  from  internal  growth 
as  from  acquisitions.  Ward  is  no 
slouch  when  it  comes  to  new  prod- 
ucts. Though  he  can  play  the  mega- 
buck  promotion  game,  he  would  just 
as  soon  catch  a  competitor  napping, 
get  started  with  a  powerful  push  and 
spend  more  as  he  helps  a  market  ex- 
pand. In  1978,  for  example,  Chese- 
brough launched  Rave,  aimed  at  the 
then  $40  million-a-year  home  perma- 
nent market  dominated  by  Gillette's 
Tom.  "The  categoiy  had  been  asleep 
for  years,"  says  Ward.  "We  intro- 
duced a  product  with  no  ammonia — 
and  no  smell — and  now  it's  a  $100 
million-a-year  market."  The  Rave 
line,  incidentally,  just  pulled  into  first 
place.  Other  recent  Chesebrough  de- 
buts: the  Matchabelli  men's  fragrance 
line,  Chimere  perfume  for  women  and 


the   Filac   electronic  thermometer. 

Such  successes  have  quietly  trans- 
formed Chesebrough.  When  Ward 
took  over,  its  mainstays  were  111- 
year-old  Vaseline  petroleum  jelly, 
equally  venerable  Pond's  cold  cream 
and  a  small  cosmetics  line.  Under  less 
capable  management,  Chesebrough 
would  probably  have  long  since  been 
bought  out  by  a  far  bigger  company. 
Now,  however,  the  Greenwich, 
Conn. -based  company  peddles  over  50 
principal  products,  not  one  of  which 
accounts  for  more  than  14%  of  sales, 
and  it  should  earn  $115  million  this 
year  on  revenues  of  $1.6  billion. 
"Over  15  years  Chesebrough  has  been 
the  most  consistent  earnings  per- 
former I've  seen,"  says  consumer 
goods  analyst  lim  Waggoner  of  Bear, 
Stearns.  "Growth  has  never  varied  by 
more  than  3%  or  4% ." 

This  predictability  shows  up  else- 
where. "Chesebrough  is  consistent  in 
its  approach  to  the  trade,  which  is 
unusual, "  says  economist  Robert  Wun- 
derle  of  Supermarkets  General.  Many 
consumer  goods  companies,  he  ex- 
plains, are  generous  one  year  and  stingy 
the  next.  It's  not  just  that  Chesebrough 
will  spend  some  $200  million 
this  year  on  marketing, 
it's  how  reliably  the  mon- 


Health  and 
beauty  products 

This  old-line  business  is 
now  less  than  20%  of 
Chesebrough  sales.  Still, 
new  products  are  flow- 
ing— most  recently,  the 
Rave  hair-care  line. 


$  Millions 
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ey  is  invested  year  after  year. 
The  man  behind  this  success  is 
surprisingly  obscure.  Though  his 
record  ranks  him  as  one  of  the  shrew- 
dest managers  and  corporate  acquisi- 
tors  around,  Ward's  smallish  take- 
overs generate  few  headlines.  Ask  an 
investment  banker  for  a  textbook  ex- 
ample of  smart  diversification,  and 
odds  are  he  will  not  mention  Chese- 
brough-Pond's.  Ward  also  wears  his 
marketing  mantle  lightly.  Vaseline  ad- 
vertising changed  the  way  Americans 
perceived  hand  lotion,  and  Ragu's  Ital- 
ian hard  sell  helped  create  the  current 
fascination  with  pasta.  Still,  Chese- 
brough's chief  executive  doesn't  court 
waiters  at  chic  Manhattan  restaurants 
or  personally  script  television  spots 
from  his  private  yacht.  Understand 
Ralph  Ward's  strategy,  however,  and 
you  will  appreciate  the  virtues  of 
thinking  small — and  knowing  exactly 
what  you  want  to  do. 

Ward  grew  up  in  Plainfield,  N.J.,  the 
son  of  a  truck  production  engineer.  He 
got  out  of  high  school  in  1940  and 
soon  joined  the  Air  Force.  During  the 
war,  as  a  P-40  pilot,  he  flew  88  combat 
missions  in  the  Pacific.  Afterwards  he 
spent  a  year  at  Lafayette  College  and 
supplemented  his  GI  Bill  income  by 
selling  pots  and  pans  door-to-door. 

Ward's  Chesebrough  career  began 
in  1946.  At  a  friend's  suggestion,  he 
became  a  trainee  in  the  company's 
international  department — at  a  salary 
of  $3,000  per  year.  Soon,  Ward  got  a 
big  break,  though  management  at  the 
time  may  have  regarded  it  differently. 
Chesebrough  sent  its  erstwhile  fighter 
pilot  to  Australia  to  develop,  from 
scratch,  its  business  there. 

It  took  several  years  to  build  a  small 
health-and-beauty-aids  business — in 
part  because  exchange-starved  Aus- 
tralia barred  the  import  of  nonessen- 
tials like  Chesebrough's  products.  But 
the  experience  was  worth  more  than  a 
business  school  degree.  At  the  very 
beginning  of  his  career,  Ward  was 
thinking  full-blown  corporate 
strategy — but  on  a  very  small 
scale.  He  learned  a  "down  under" 
directness  from  the  Aussies  that  to 
this  day  helps  him  manage  people. 
And  building  on  his  experience  as  a 
squadron  leader,  Ward  showed  he 
knew  "how  to  motivate  a  team. 

Eventually,  earnings  from  Australia 
impressed  the  folks  at  Chesebrough 
headquarters.  By  1957,  Ward  was  run- 
ning the  corporation's  Far  Eastern 
business,  and  three  years  later  he 
headed  all  international  activities. 
With  revenues  of  $413  million  today, 
that  division — largely  health  and 
beauty  products — is  the  largest  and 
most  profitable  of  the  company's  sev- 
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Packaged 
foods 


These  specialty  lines  typify 
the  Chesebrough  operating 
strategy.  Operating  margins 
regularly  top  14% — twice  the 
food  industry  average. 


en  operating  segments — bringing  in 
almost  30%  of  total  earnings.  Ward's 
success  led  his  predecessor,  Jerome 
Straka,  to  select  him  for  the  top  job  at 
Chesebrough.  This  was  in  1968. 

What  was  one  of  Ward's  first  con- 
cerns? He  worried  Chesebrough 
might  be  on  someone  else's  takeover 
list.  The  company,  formed  in  1955 
through  the  merger  of  Chesebrough 
Manufacturing  Co.  and  Pond's  Extract 
Co.,  had  mature,  high-margin  brand 
names  that  were  classic  cash  gener- 
ators— making  it  particularly  alluring. 
"People  bigger  than  us  were  being 
gobbled  up  all  the  time,"  says  Ward. 
"Most  of  our  growth  came  from  small 
acquisitions — like  Cutex,  Pertussin 
and  Matchabelh — but  we  had  no  new 
products.  Our  strength  was  that  we 
knew  how  to  market,  and  I  decided 
that  we  had  to  grow  faster." 

Ward's  first  major  move — all  the 
bolder  considering  he  had  been  run- 
ning Chesebrough  only  19  months 
when  he  made  it — was  to  buy  Ragu 
Packing  Co.  Many  Wall  Street  analysts 
and  a  few  board  members  questioned 
the  acquisition.  Ward  was  effectively 
turning  a  neat,  clean  health-and-beau- 
ty-aids  company  into  what  smacked  of 
a  conglomerate  on  the  make. 

Still,  Ward  knew  just  what  he  was 
getting.  Ragu  was  a  regional  brand 


with  sales  of  $25  million  and  a  mar- 
ket leader  where  it  was  sold.  Just  as 
important,  it  had  margins  compara- 
ble to  Chesebrough's  health  and  beau- 
ty lines — almost  unheard  of  in  the  food 
business.  "If  we  made  mistakes,  the 
earnings  were  so  strong  it  wouldn't  be 
costly,"  Ward  explains.  "Also,  the  op- 
eration was  healthy  to  begin  with.  If 
someone  else  had  messed  up  things, 
I'm  not  arrogant  enough  to  think  I  can 
straighten  them  out." 

Making  Ragu  a  national  brand,  of 
course,  loomed  large  in  Ward's  strate- 
gy. In  classic  Procter  &  Gamble 
style — but  with  far  fewer  resources — 
Chesebrough  launched  a  heavy  adver- 
tising and  dealer  promotion  blitz 
against  a  variety  of  regional  brands. 
By  1972,  spaghetti  sauce  was  Ragu, 
and  it  accounted  for  almost  two  out  of 
every  three  purchases  in  what  is  now 
a  $350  million-a-year  market. 

Hunt-Wesson  Foods,  a  division  of 
Norton  Simon,  sniffed  an  opportunity. 
In  the  mid-Seventies  it  launched  a 
sauce  called  Prima  Salsa  and  sparked 
the  first  national  competition  with  a 
massive  promotion  campaign.  Ward, 
like  a  good  soldier,  let  the  enemy  use 
its  ammunition  and  reveal  its  strate- 
gy— at  a  cost  of  perhaps  $15  million 
over  18  months.  Initially,  Ragu  gave  up 
market  share.  Then  Chesebrough 
counterattacked  with  a  new  sauce 
called  Extra  Thick  and  Zesty,  to  help 
blunt  the  claim  that  Prima  Salsa  was 
thicker  and  spicier.  Ragu's  penetration 
eventually  climbed  to  its  old  highs, 
leaving  Norton  Simon  sadder  and 
poorer.  What  with  all  the  advertising, 
however,  the  overall  market  for  spa- 
ghetti sauce  expanded  even  faster. 

Throughout  the  Seventies,  Ward 
was  proving  himself  as  adept  at  inter- 
nal growth  as  in  exploiting  shrewd 
acquisitions.  Until  1970  the  Andrew 
fcrgens  Co.,  now  a  division  of  Ameri- 
can Brands,  dominated  the  hand  lo- 
tion business.  But  that  was  a  dubious 
distinction.  Little  old  ladies  rubbed  in 
Jergens,  bringing  an  unfortunate  asso- 
ciation with  aging. 

Not  for  long.  Ward  positioned  Vase- 
line Intensive  Care  lotion  as  a  good- 
for-you  "therapeutic"  product.  The 
market  surged,  and  Chesebrough  set 
the  pace.  "Ward  is  always  on  the 
prowl  for  special  niches,"  says  Merrill 
Lynch  analyst  Deepak  Raj.  "When  he 
finds  them,  he  likes  to  carve  out  a 
leading  position." 

Eventually  Ward's  success  brought 
competition,  this  time  from  no  less  a 
marketer  than  Procter  &.  Gamble.  In 
1977  P&G  moved  into  the  hand  lo- 
tion market  with  Wondra  skin-condi- 
tioning  lotion.  Chesebrough  mounted 
a  two-pronged  defense.  To  confuse 


the  opposition,  Ward  brought  out  a 
new  product,  Pond's  Cream  &  Cocoa 
Butter  lotion.  At  the  same  time  he 
flooded  Wondra 's  test  markets  with 
10-ounce,  two-for-the-price-of-onc 
bottles  of  Vaseline  Intensive  Care. 

That  stalled  P&G  long  enough  for 
Chesebrough  to  begin  pushing  its  "en- 
riched" Vaseline  Intensive  Care  to 
take  on  Wondra  directly.  By  the  end 
of  last  year  Ward  still  held  more  than 
25%  of  the  lotion  market.  Wondra 
had  stalled  with  no  more  than  8%, 
third  behind  Jergens. 

If  you  think  you  are  beginning  to 
understand  Ward's  method,  look  now 
at  his  biggest  acquisition.  In  1973  he 
bought  Health-tex,  then  a  $64  mil- 
lion-a-year New  York  City-based 
manufacturer  of  children's  clothing.  It 
was  a  profitable  regional  market  lead- 
er, like  Ragu,  though  with  a  far  small- 
er share  of  a  far  bigger  market.  Chil- 
dren's apparel,  however,  was  anything 
but  an  instant  success.  But  because 
Chesebrough  didn't  pay  through  the 
nose,  its  learning  process  was  not  an 
earnings  disaster. 

"I  knew  when  we  acquired  Health- 
tex  that  it  would  be  difficult,"  says 
Ward,  "but  you  can't  admit  you're 
scared.  You  just  keep  going  until  you 
get  things  right."  There  were 
problems  such  as  competi- 


Health-tex 

Margins  at  this  apparel  com 
pany  have  slumped  since 
Chesebrough  took  over.  Rev- 
enues have  soared,  however, 
so  profits  haven't  fallen. 
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Prince 
Matchabelli 

This  cosmetics  line  produces 
Chesebrough's  highest  over-  200 
all  margins,  nearly  17%.  Its 
bestseller:  a  women's  fra- 
rance  called  Cachet. 
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tion  from  imports,  high  labor  and  in- 
terest costs  and,  until  a  few  years  ago, 
there  were  delivery  bottlenecks. 

Today  Ward  is  working  to  boost 
operating  margins,  which,  at  about 
9%,  are  below  the  levels  that  Health- 
tex  maintained  when  Chesebrough 
bought  the  company.  "Traditionally, 
the  children's  apparel  business  had 
four  seasons,"  he  explains.  "Now 
we've  pulled  summer.  We  can  cover 
the  same  activity  with  the  other 
three.  That  helps  our  inventory  posi- 
tion. Before,  we  had  to  manufacture 
the  next  season's  clothes  without  see- 
ing how  the  current  line  was  doing." 

For  the  long  term,  however,  the  po- 
tential of  Health-tex  is  significant. 
Ward  already  expanded  from  regional 
to  nationwide  distribution  and  moved 
up  the  age  scale  by  adding  the  Our 
Gang  line  of  clothes  for  boys'  sizes  8 
to  14.  Health-tex'  lead  over  second- 
ranked  Carter  in  the  branded  chil- 
dren's apparel  market  is  increasing, 
and  the  prospect  of  Ragu'-like  domi- 
nance in  the  children's  clothing  busi- 
ness is  mouth-watering.  Still,  Ward 
isn't  turning  the  company  upside 
down.  Says  an  executive  at  its  adver- 
tising agency:  "His  first  comment 
when  I  met  him  was  'Your  campaign 
works  well;  don't  change  a  thing.'  " 

On  paper,  at  least,  Ward's  most 
recent  acquisition  looked  like  the  best 
of  all.  In  1978  he  paid  $27  million  cash 
for  G.H.  Bass  &  Co.,  and  in  the  three 
years  since,  revenues  have  soared  and 
operating  profits  have  risen  over  50%, 
to  $16.5  million.  Like  Ragu'  and 
Health-tex,  the  New  England  shoe 
company  was  a  strong  regional  brand 
with  the  potential  for  broader  market- 
ing. A  nationwide  push  for  its  casual 
Weejuns  loafer  and  Sunjuns  sandal  is 
vintage  Ward.  But  this  time  there  was 
an  unforeseen  bonus.  The  preppie 
fashion  craze  brought  immediate 
Weejuns  sales  gains.  Sunjuns  sales 
took  off  too.  Last  summer,  when  busi- 
ness was  booming,  Ward  bought  two 


plants,  boosting  capacity  by  35%. 

Bass,  however,  isn't  without  prob- 
lems. With  interest  rates  above  20%, 
retailers  have  been  slow  to  restock, 
bringing  a  4%  sales  decline  in  the 
most  recent  quarter.  In  addition,  a 
retraining  program  is  behind  sched- 
ule, bringing  production  bottlenecks. 
But  selling  the  quintessential  "penny 
loafer"  at  a  time  when  the  fashion 
trend  is  squarely  traditional  is  bound 
to  be  a  plus.  The  betting  is  that  Ward 
will  capitalize  on  the  Bass  image  as 
effectively  as  with  Ragu  and  Vaseline. 

Conservative  and  methodical  in  his 
approach  to  diversification,  Ward  is  a 
real  risk-taker,  a  gambler  almost, 
when  it  comes  to  building  Chese- 
brough's  management  team.  "A  guy 
here  won't  get  bored,  believe  me,"  he 
explains.  Consider  Ward's  approach 
to  setting  things  right  at  Health-tex. 
Its  problems,  he  believed,  were  largely 
organizational.  Instead  of  putting  an 
old  apparel  hand  in  charge,  Ward 
plucked  Robert  Breakstone,  a  43-year- 
old  executive  with  a  data-processing 
background.  "He  knows  systems  bet- 
ter than  anyone  else  here,  and  he's  a 
good,  hard-driving  manager,"  says 
Ward.  "People  complained  that  he 
didn't  know  the  clothing  business — 
but  he  certainly  knows  it  now." 


Then  there's  Charles  Chapman. 
He  ran  Ragu  for  five  years,  but  in  1979 
Ward  moved  him  to  the  big  health- 
and-beauty-aids  division.  Chapman  is 
now  launching  a  spate  of  new  prod- 
ucts, including  a  Cutex  nail-care  line, 
a  special  Vaseline  lotion  for  problem 
skin  and  a  new  extra-curly  Rave  home 
perm.  George  Goebeler,  a  16-year 
Chesebrough  veteran  now  in  charge 
of  packaged  foods,  is  heading  the  lat- 
est sauce  entry,  Ragu  Homestyle. 
"The  minute  a  division  starts  running 
smoothly,  we  make  it  independent," 
says  Ward.  "The  president  has  his 
own  financial  and  marketing  people." 
Salaries  are  good,  too.  Top  Chese- 
brough executives,  for  example,  can 
make  over  $200,000. 

This  year  Chesebrough's  cash  flow 
could  reach  $150  million,  allowing 
Ward  ample  room  to  maneuver.  At 
the  moment  his  strongest  competi- 
tive challenge  is  in  spaghetti  sauce. 
Since  Ragu  beat  back  Norton  Simon's 
Prima  Salsa  in  1976,  that  market  has 
expanded  to  annual  sales  of  about 
$350  million,  and  Ragu's  58%  share  is 
still  a  tempting  target.  Meanwhile, 
Ward  is  busily  launching  product  ex- 
tensions such  as  Pizza  Quick,  on  the 
shelves  since  July  1980,  aimed  at  the 
smaller  but  faster-growing  home  pizza 
market.  Taking  chances  also  means 
having  occasional  product  flops  like 
Overtime  air  freshener  or  Family  Dog, 
a  deodorizing  spray  for  canines.  But 
that  is  part  of  the  business. 

So  is  always  having  to  defend  your 
turf.  Chesebrough's  toughest  current 
rival  is  Campbell  Soup,  which  has  a 
new  spaghetti  sauce  simmering.  Over 
the  past  year  or  so,  Campbell's  Prego 
has  snared  up  to  25%  of  the  market  in 
tests  that  now  include  nearly  half  of 
the  U.S.  True  to  form,  Ward  has  let 
the  competition  gain  some  ground — 
and  spend  perhaps  $15  million  along 
the  way.  "We've  been  watching  them 
promote  heavily,  but  now 
it's  going  to  be  our  turn 
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G.H.  Bass 

Famed  for  its  penny  loafers,  Bass 
has  been  part  of  Chesebrough  since 
1978.  Sales  stepped  out  smartly, 
but  lately  the  pace  is  slowing. 
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at  bat,"  he  explains. 

Ward  is  stepping  up  to  the  plate 
with  a  new  product  and  a  fat  budget 
that  he  claims  amounts  to  over  $80 
million  in  advertising,  dealer  promo- 
tion and  coupon  incentives.  Chese- 
brough  is  launching  Ragu  Homestyle 
sauce,  positioned  to  be  an  alternative 
for  those  who  shun  commercial 
sauces.  To  get  that  point  across,  $20 
million  worth  of  advertising  is  on  or- 
der. The  big  push,  however,  will  come 
from  an  eight-month  period  of  special 
trade  promotions — cents-off  coupons 
and  generous  discounts  to  grocery 
:hains.  Besides  stopping  Prego  in  its 
tracks,  Chesebrough  hopes  that  its 
spending  blitz  will  coax  at  least  a  few 
would-be  chefs  to  spend  their  time  on 
something  other  than  cooking  home- 
made pasta  sauce.  Ragu's  huge  market 
share  means  that  if  the  overall  de- 
mand for  store-bought  sauce  expands, 
it  gets  most  of  the  profit. 

But  after  Ralph  Ward,  what  next? 
rhe  question  is  academic.  At  60,  he 
las  another  five  years  before  retire- 
ment, and  he  talks  as  if  he  would  like 
:o  postpone  his  departure.  He  says  he 
loves  the  challenges. 

Ward's  salary  last  year  was 
B4 16,250 — good  money,  but  hardly  ex- 
:ravagant  in  light  of  what  many  chief 
executives  earn.  Most  chief  executives, 
)f  course,  build  their  wealth  through 
stock  ownership.  But  Wall  Street  isn't 
billing  to  pay  these  days  for  Ward's 
aerfbrmance.  He  owns  some  44,000 
chesebrough  shares,  mostly  obtained 
:hrough  employee  stock  plans.  Chese- 
irough  stock  trades  at  $32  per  share — 


I  

Hospital 
products 

This  is  Chesebrough's  small- 
est division  but  it's  the  leader 
in  earnings  growth.  A  1979  ac- 
quisition added  a  line  of  elec- 
tronic medical  devices. 
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only  30%  more  than  it  commanded  13 
years  ago  when  Ward  took  over — even 
though  earnings  arc  4  times  what  they 
were  then. 

Ward,  however,  doesn't  waste 
much  time  fretting  about  that.  Chese- 


brough arranged  its  first  long-term 
financing  a  year  ago — $100  million 
in  ten-year  notes  at  105/s% — and 
Ward's  balance  sheet  is  strong, 
eanwhile,  ordinary  capital  spending 
isn't  burdensome  and  cash  from  earn- 
ings piles  up  fast. 

Don't  expect  all  that  money  to  burn 
a  hole  in  Ward's  pocket;  among  other 
things,  he  would  like  to  put  Chese- 
brough into  household  products  and 
has  been  shopping  quietly  for  three 
years.  Still,  Ward  is  likely  to  buy 
something  offbeat,  not  something 
that  "fits"  with  his  existing  product 
lines.  That's  Ward's  real  pride:  the 
belief  that  he  and  his  team  can  mar- 
ket anything — not  because  they  are 
geniuses  but  because  they  try  a  bit 
harder  than  the  next  guy. 

It  all  goes  back  to  one  of  Ward's  first 
coups  at  Chesebrough.  Sent  early  in 
his  career  to  Asia  to  report  on  poten- 
tial markets  there,  Ward  took  along 
an  inexpensive  camera.  "I  knew  no- 
body ever  read  reports,"  he  recalls, 
"and  I  decided  to  make  mine  differ- 
ent." When  he  sent  it  to  his  bosses 
the  package  was  supplemented  with 
snapshots  of  local  sights  and  nitty- 
gritty  business  information. 

The  photography  wasn't  much,  but 
the  novelty  attracted  attention  and 
the  report  got  read.  That's  what  mar- 
keting is  all  about:  Anyone  can  write 
down  recommendations;  the  trick  is 
to  get  people  to  read  them.  The  same 
with  spaghetti  sauce:  Anyone  can 
make  it;  the  trick  is  to  get  people  to 
buy  it.  Take  a  bow,  Ralph  Ward.  ■ 


They  are  all 
number  one 

From  spaghetti  sauce  to  baby 
clothes,  each  of  these  Chese- 
brough products  is  a  market 
leader.  That  dominance  brings  su- 
perior growth  and  profitability. 


Health-tex 

Infanr  and  toddler  clothe: 
Department  and  specialty  store 
Rank  No  I 
Market  share:  35% 
Nearest  competitor:  Carter 


Vaseline  petroleum  jelly 

Rank:  No.l 

Market  share:  over  90% 
Nearest  competitor  Regional 
and  private  brands 


Vaseline  Intensive  C  are  and 
Pond's  Cream  &  Cocoa  Butter 
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The  right  structure 
brings  bright  ideas  into 
focus. 

The  capability  of  a  universal  bank  can 
transform  ideas  into  projects  —  and  help 
you  to  realize  them.  Itrequiresdisciplined 
creativity,  critical  concern  and  an  alert 
presence  at  the  focal  points  of  the  inter- 
national finance  market.  That's  why 
Deutsche  Bank  is  represented  through- 
out the  world.  Observing,  analysing  and 
acting. 

Come  to  Deutsche  Bank  and  let  us 
focus  on  the  best  way  to  achieve  your 
goals.  Call: 

New  York  (212)  940-8000 


Deutsche  Bank 

A  century  of  universal  banking 

Central  Office  Frankfurt  am  Main/Diisseldorf  Branches  abroad  Antwerp,  Asunci6n. 
Barcelona.  Brussels.  Buenos  Aires.  Hong  Kong.  London.  Madrid,  Milan.  New  York.  Paris. 
S3o  Paulo.  Tokyo.  Representative  Offices  Beirut.  Bogota.  Cairo.  Caracas,  Istanbul, 
Johannesburg.  Lagos.  Mexico.  Moscow.  Nairobi.  Osaka.  Rio  de  Janeiro.  San  Jose. 
Santiago.  Sydney.  Tehran,  Tokyo,  Toronto;  Subsidiaries  Geneva.  Hong  Kong.  London, 
Luxembourg.  Singapore,  Zurich 


The  biggest  mutual  S&L  took  one  of  the 
industry's  worst  losses,  but  its  top  men  still 
plan  a  major  offensive. 

Dreams 
born  of 
desperation 


By  Michael  Kolbenschlag 

Chairman  Robert  Dockson  of  $6.4 
billion  (assets)  California  Federal  Sav- 
ings &  Loan  Association  recently  told 
the  world  just  how  had  things  are  at 
the  nation's  largest  federally  chartered 
mutual  savings  association.  Low-cost 
core  deposits  are  drying  up  faster  than 


a  puddle  in  the  Mojave  desert,  and  the 
job  of  replacing  those  funds  with  high- 
er-cost borrowings  has  saddled  Cal 
Fed  with  the  largest  reported  S&L  loss 
to  date,  a  first-half  1981  deficit  of 
$30.8  million.  That's  more  than  dou- 
ble the  losses  of  such  larger  California 
S<S,Ls  as  Home  Savings,  Great  West- 
ern and  First  Chattel 


Nevertheless,  the  ex-dean  of  the 
University  of  Southern  California 
Business  School  not  long  ago  showed 
the  door  to  a  real  estate  speculator 
wanting  to  buy  Cal  Fed's  prestigious 
28-story  Los  Angeles  headquarters. 
The  sale  of  the  $80  million  building 
would  have  more  than  made  up  for 
Dockson's  projected  full-year  losses, 
but  he  would  not  do  it.  "Some  of  the 
other  S&Ls  have  sold  their  buildings," 
he  says,  shaking  his  head  sadly. 
"They  used  all  the  gimmicks  in  their 
bag  just  to  make  the  quarterly  reports 
look  better.  Now  they're  stuck  with 
nothing  left  to  do." 

Of  course,  the  S&Ls  Dockson  is 
referring  to  are  among  the  800  or  so 
public  stock  companies  in  his  belea- 
guered industry.  Most  S&Ls — some 
3,904  in  the  U.S. — are  mutuals  like 
California  Federal.  Without  share- 
holders to  impress,  the  mutuals  have 
so  far  appeared  stoic  about  their  in- 
dustry's mounting  losses.  "With  the 
government  insurance  behind  them 
they  think  they  can  exist  with  zero 
capital,"  Blyth  Eastman  Paine  Webber 
Vice  President  Kenneth  Rilander  says 
sarcastically. 


Chairman  Dockson  and  President  Jams  oj  California  Federal 
With  public  money  and  family  finance,  perhaps  a  future. 
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But  Dockson  harbors  no  illusions  of 
security.  Cal  Fed's  first-half  perfor- 
mance reduced  its  net  worth  by  10%, 
to  $290.2  million,  and  he  acknowl- 
edges the  need  for  fresh  capital.  From 
where?  "The  only  way  I  know  to  get 
the  kind  of  capital  we'll  need  is  to  go 
public,"  he  says.  It  is  only  a  matter  of 
time,  says  Dockson,  before  Cal  Fed 
converts  to  a  stock  company  through 
a  $250  million  offering,  the  largest 
S&L  conversion  ever. 

For  years  Dockson  has  fought 
against  going  public.  Insiders  say  he 
has  worried  about  the  ability  to  mar- 
ket such  a  large  offering  and  about  his 
own  financial  ability  to  buy  the  5% 
interest  in  the  resulting  company  that 
S&L  regulations  permit  him  to  take. 

Both  bridges  remain  to  be  crossed, 
but  today's  arithmetic  has  forced  the 
issue.  Currently  Dockson  is  paying 
17%  and  18%  for  his  money,  giving 
him  an  overall  cost  of  funds  of  11.6%. 
The  bigger  half  of  his  $6  billion  home 
mortgage  loan  portfolio,  however, 
yields  only  7%  to  9%,  leaving  him 
with  an  overall  yield  of  only  10.2% 
and  a  deficit-producing  negative 
spread. 

To  be  sure,  times  could  change. 
Reaganomics  might  slow  inflation 
and  interest  rates  could  take  a  perma- 
nent tumble.  Or  Washington  regula- 
tors might  allow  S&Ls  to  sell  off  old, 
fixed-rate  loans  at  a  loss  that  could  be 
comfortably  amortized  over  ten  years. 
Or  All  Savers  Certificates  could  at- 
tract funds  to  S&Ls  at  interest  rates  as 
low  as  11%. 

But  Dockson  and  his  right-hand 
man,  President  fay  Janis,  who  joined 
Cal  Fed  earlier  this  year,  aren't  bet- 
ting on  miracle  cures  or  easy  salva- 
tion. Instead,  they  have  a  strategy: 
broaden  the  product,  spread  the  oper- 
ation. Janis,  onetime  home  builder 
and  former  chairman  of  the  Federal 
Home  Loan  Bank  Board,  puts  it  con- 
cisely: "We  are  going  to  have  to  be- 
come true  full-service  family  finance 
centers,"  he  says.  "We  must  become 
the  consumer  finance  institutions  of 
tomorrow." 

Cal  Fed  has  already  begun  to  travel 
the  new  road.  Its  television  ads  featur- 
ing Bob  Hope  have  created  crowd 
problems  in  the  lobbies  of  some  of  its 
100  branches.  Customers  have  come 
seeking  new,  high-paying  invest- 
ments, car  loans,  boat  loans  and  new 
trust  services  designed  for  the  individ- 
ual with  a  modest  net  worth  and  a 
salary  of  $50,000  or  less. 

On  Dockson's  large,  crescent- 
shaped  walnut  desk  lie  even  bigger 
plans.  On  one  side  are  papers  confirm- 
ing the  purchase  of  $54  million  (as- 
sets) California  Thrift  and  Loan,  a 


consumer  finance  company  that  will 
soon  become  the  first  vehicle  for  tak- 
ing Cal  Fed's  lending  business  across 
state  lines.  On  the  other  side  are  of- 
fers from  a  number  of  smaller  Califor- 
nia S&Ls  that  would  like  to  sell  out  to 
Cal  Fed.  And  in  the  middle,  a  list  of 
projects  including  more  mortgage 
banking,  big  equity  positions  in  real 
estate,  real  estate  management  and 
maybe  even  the  acquisition  of  a  bro- 
kerage firm  to  get  into  the  securities 
business.  The  empire  exists  in  those 
plans  and  papers — plausible,  appealing 
to  an  institution  underpressure.  All  it 
lacks  is  the  capital  to  develop  it. 

But  could  any  company  with  Cal 
Fed's  losses  make  a  success  of  a  public 
offering?  There  are  those  who  say  yes. 
"So  they  lose  a  few  million  in  1981,  so 
what?"  says  Maurice  Mann,  the  San 
Francisco-based  vice  chairman  of  in- 
vestment bankers  Warburg  Paribas 
Becker,  Inc.  "If  they  use  this  period  to 
retool  and  restructure  they  will 
emerge  very  strong."  Mann  predicts 
that  within  five  years,  all  S&Ls  will  be 
public,  with  most  of  the  mutuals 
merged  strategically  into  a  few  giants 
like  Cal  Fed. 

A  dozen  or  so  smaller  mutuals, 
such  as  $800  million  (assets)  Texas 
Federal  Savings  &  Loan  (Forbes,  Aug. 
31),  have  successfully  tested  the  con- 
version waters.  But  mammoth  Cal 
Fed  will  be  the  real  test  of  whether  or 
not  conversion  can  truly  serve  as  a 
new  capital-producing  avenue  for 
loss-plagued  S&Ls. 

In  such  a  tough  economic  environ- 
ment, Dockson  should  have  no  trou- 
ble winning  the  required  50%  vote  of 
depositors  to  convert.  Depositors  will 
have  first  crack  at  the  shares,  followed 
by  management,  with  the  remainder 
offered  to  the  public.  Wall  Street  con- 
version experts  predict  that  deposi- 
tors and  management  would  take 
10%  to  20%  of  the  offering. 

The  public  will  make  its  own  esti- 
mate as  to  how  attractive  an  invest- 
ment the  new  Cal  Fed  will  be.  But 
consumer  finance  is  not  virgin  land. 
Beneficial  Corp.  and  Household  Fi- 
nance— to  say  nothing  of  the  nation's 
14,000  banks — will  have  their  own  re- 
sponses to  Dockson's  and  Janis'  ambi- 
tions to  make  Cal  Fed  "the  consumer 
finance  institution  of  tomorrow." 

Still,  better  alive  and  in  the  fray 
than  dying  a  lingering  death,  as  Cal 
Fed  is  doing  at  present.  That's  why,  if 
the  All  Savers  provisions  of  the  re- 
cently passed  tax  law  make  his  bal- 
ance sheet  look  better  in  the  next  year 
or  so,  Robert  Dockson  will  be  eager  to 
sell  the  whole  business,  where  a 
month  ago  he  refused  even  to  sell  its 
building.  ■ 


^         In?  TANQUERAY  * 


Own  a  bottle. 


Its  worth  the 
price  to  have  at  least  one 
thing  in  your  life  that's 
absolutely  perfect. 


Tariqueray  Gin.  A  singular  experience. 

IMPORTED. ENGLISH  GIN'.  100%  NEUTRAL  SPIRITS,  94.6  PROOF, 
,  IMPORTED  BY  SOMERSET  IMPORTERS,  LTD.,  N  Y.  C  1981 
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Todd  Shipyards,  the  nations  largest  inde- 
pendent shipbuilder,  nearly  starved  to 
death  following  the  Vietnam  War  But  now 
the  lean  years  are  over. 


All  ahead,  full 


By  Paul  B.  Brown 


ON  THE  WALL  OF  HIS  OFFICE  in 
lower  Manhattan,  Todd  Ship- 
yards Chairman  |ohn  T.  Gil- 
bride  keeps  a  simply  framed  adage: 

"The  true  measure  of  a  person  is 
not  when  he  stands  and  aets  in  mo- 
ments of  comfort,  prosperity  and  se- 
curity, but  when  he  stands  and  acts  in 
times  of  challenge,  controversy  and 
adversity." 

"I  really  believe  that,"  Gilbride  says 
in  a  soft  voice.  He  should  know  about 
true  measures.  For  Todd,  the  1970s 
were  about  as  challenging,  controver- 
sial and  adverse  as  they  could  be. 
Todd  primarily  works  on 
military  contracts.  Last  year, 
for  example,  about  70%  of  its 
$610  million  in  revenues 
came  from  defense  contracts. 
But  the  Vietnam  War  was  a 
bad  time  for  shipbuilders,  be- 
cause the  Navy  typically  re- 
commissioned  mothballed 
ships  instead  of  ordering  new 
ones.  And  following  the  war 
there  were  not  many  defense 
contracts  to  be  had.  "The 
military  was  viewed  so  ad- 
versely that  we  lost  a  decade 
of  shipbuilding,"  Gilbride 
concedes. 

There  wasn't  any  commer- 
cial market  to  switch  to,  ei- 
ther. Throughout  the  1970s 
the  U.S.'  position  as  a  mari- 
time power  continued  to 
erode,  as  American  ship- 
builders found  themselves 
underpriced  by  foreign  com- 
petition, particularly  by  the 
Japanese.  In  1973  U.S.  yards 
received  orders  for  43  ocean- 
going commercial  vessels. 
Last  year  the  U.S.  received 
only  7.  The  U.S.  flag  ocean- 


going fleet  of  commercial  ships, 
which  had  stood  at  5,000  during  the 
1940s,  has  fallen  to  fewer  than  600. 
That  total  lack  of  market  was  reflect- 
ed in  Todd's  balance  sheet.  The  com- 
pany lost  $21  million  more  than  it 
made  during  the  1970s. 

"It  was  an  awfully  difficult  time. 
We  had  enormous  losses  [$43.4  mil- 
lion in  1974  alone]  and  no  prospects," 
says  Gilbride.  "We  were  the  victim  of 
circumstances  over  which  we  had  no 
control:  runaway  inflation,  and  cus- 
tomers going  belly  up  on  us."  Todd 
was  also  a  classic  victim  of  poor  tim- 
ing in  1973  when  the  company  moved 
into  oil  tankers  just  as  the  Arab  oil 


li  hLI  Shipyards  Chairman  John  T.  Gilbride 
"It  was  an  awfully  difficult  time." 


embargo  devastated  the  market.  In 
addition,  Gilbride  was  forced  to  can- 
cel several  contracts,  at  substantial 
penalties,  because  inflationary  factors 
were  "so  severe  that  were  we  to  build 
the  ships,  we  would  have  gone  bank- 
rupt," says  Gilbride.  The  result  of  all 
this  was  a  $43  million  loss  that  drove 
long-term  debt  up  to  a  dangerously 
high  82%  of  capitalization. 

During  those  extremely  lean  times, 
Todd  existed  by  doing  "nickel  and 
dime  contracts,"  Gilbride  says.  The 
company  built  a  barge  here,  an  off- 
shore drilling  vessel  there,  as  senior 
management  combed  through  the 
shipping  market,  trying  to  find  more 
substantial  work  that  would  keep 
them  afloat.  If  a  major  job  could  not  be 
found,  Gilbride  was  prepared  to  get 
out  of  the  shipbuilding  business  alto- 
gether and  stick  to  repairs.  After  all, 
with  both  military  and  commercial 
fleets  overage,  it  promised  at  least 
some  growth.  "I  think  we  could  have 
survived  with  that,"  he  says. 

What  kept  Todd  in  the  shipbuilding 
business  was  Gilbride's  do-or-die  de- 
cision in  the  early  Seventies  to  gam- 
ble on  the  company's  ability  to  beat 
its  competition  (like  General  Dynam- 
ics and  Newport  News  Shipbuilding) 
and  win  a  Navy  contract  to  build  frig- 
ates, warships  larger  than  a  destroyer 
but  smaller  than  a  cruiser.  It  was  an 
expensive  bet.  "It  cost  us  $4  million 
to  do  the  design  work  and  stay  in  the 
program  in  the  early  1970s,"  Gilbride 
recalls.  "It  was  a  difficult  pe- 
riod. It  took  some  guts  for  a 
public  company  to  be  spend- 
ing that  kind  of  money  and 
not  have  a  contract."  But 
Todd,  with  its  reputation  for 
on-time,  on-budget  deliv- 
eries, won  a  $1.7  billion  con- 
tract for  over  half  of  the  frig- 
ates. The  company  should 
net  between  6%  and  7%  of 
that,  or  about  $110  million, 
before  the  last  of  the  28  frig- 
ates is  delivered  in  1985.  It  is 
obviously  a  great  relief  for 
Gilbride,  the  65-year-old  son 
of  a  Todd  Shipyard  manager 
who  has  spent  his  entire  ca- 
reer with  the  company,  to  be 
able  to  say:  "We  are  in  a  very 
healthy  situation." 

What  happens  after  1985? 
There  is  talk  in  Washington 
of  cutting  the  defense  budget 
in  an  attempt  to  balance  the 
national  budget  in  years 
ahead.  And  what  happens  if 
there  is  a  change  of  adminis- 
tration in  1984  and  defense 
spending  is  cut  even  further? 
By  way  of  reply,  Gilbride 
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points  to  Navy  Secretary  John  Leh- 
man's pledge  to  increase  fleet  size, 
from  460  to  600  ships  by  the  end  of 
the  decade,  and  notes  that  one  of 
President  Reagan's  first  acts  was  to 
raise  the  Navy's  1982  construction 
and  acquisitions  budget  from  $6.6  bil- 
lion to  $10.3  billion.  "I  am  quite  confi- 
dent that  shipbuilding  in  our  field  is 
going  to  continue  on  a  constant  ba- 
sis," says  Gilbride.  "That's  not  just 
wishful  thinking.  It  is  my  opinion, 
based  on  many  years  of  frustration  in 
dealing  with  the  government."  But 
the  problems  of  the  1970s  taught  Gil- 
bride  to  hedge  his  bets. 

Todd  has  earmarked  $81  million  for 
the  next  five  years  to  expand  its  ship- 
yards in  Los  Angeles,  Houston,  Seat- 
tle and  Galveston  in  order  to  handle 
more  repair  work.  Gilbride  expects 
his  government  repair  business, 
which  in  1980  accounted  for  15%,  or 
$90  million,  to  increase  by  10%  a 
year.  Gilbride  hopes  to  capitalize  on 
predicted  growth  in  the  international 
commercial  repair  market  with  his 
larger  repair  facilities.  The  goal  is  to 
increase  repair  work  from  its  present 
31%  of  revenues  to  50%  by  1985, 
when  Gilbride  expects  total  sales  to 
approach  $1  billion.  But  the  main 
*vent  is  still  new  defense  contracts. 
Todd  engineers  are  now  doing  pre- 
iminary  design  work  on  the  Navy's 
lext  generation  of  ships,  the  DDGX, 
.vhiclvwill  be  larger  than  the  frigates 
6,000  tons  as  opposed  to  3,500  tons) 
md  more  heavily  armed.  The  DDGX 
Navy  code  for  an  experimental  guided 
nissile  destroyer)  is  expected  to  go 
nto  production  in  the  late  1980s. 

The  money  for  all  this  is  coming 
)rimarily  from  the  frigate  contract, 
dthough  Todd  raised  a  total  of  $42.5 
hillion  last  year  by  selling  an  addi- 
ional  600,000  shares  of  stock  and 
ome  convertible  debentures,  which 
vere  called  for  redemption  in  June, 
rhat  money  was  used  to  reduce  long- 
erm  debt  to  a  manageable  45%  of 
:apital.  So  Todd  now  is  sitting  on 
ibout  $100  million,  and  Gilbride 
topes  to  have  enough  left  over  after 
he  current  expansion  program  to  be- 
;in  considering  acquisitions.  He  says 

heavy-machinery  company  would 
ie  compatible. 

On  Wall  Street,  where  Todd  shares 
rade  at  just  7  times  earnings,  inves- 
ors  remain  a  bit  nervous  about  the 
uture.  But  not  Gilbride.  Not  after 
vhat  he  has  been  through.  "It  is  a  nice 
eeling,"  he  says,  gazing  contentedly 
iut  the  window  at  ferries  gliding 
lowly  across  the  Upper  Bay  to  Staten 
sland  and  the  Statue  of  Liberty.  "But 
fter  what  has  happened  around  here, 
/e  will  never  be  complacent."  ■ 


Durand  B.  Blatz,  chairman  of  Insilco  Corp. 

"If  you  dont  have  a  computer,  you  have  to  look  at  the  numbers.' 


Nearly  everyone  has  forgotten  about  In- 
silco since  it  spun  off  Times  Fiber  Commu- 
nications. That's  a  mistake. 


The  neglected 
parent 


By  Subrata  N.  Chakravarty 

W1  hat's  important  about 
this  building  is  what  isn't  in 
it,"  says  Durand  B.  Blatz, 
chairman  of  Insilco  Corp.,  waving  at 
the  small  corporate  headquarters 
building  in  Meriden,  Conn.  "There's 
no  corporate  staff  to  bug  the  subsid- 
iary heads  and  no  computer.  If  you 
don't  have  a  computer,  you  have  to 
look  at  the  numbers." 
Taking  a  hard-nosed  look  at  the 


numbers  has  led  Blatz  to  change  the 
nature  of  his  company  quite  drastical- 
ly over  the  past  decade.  Once  the 
world's  largest  silver  company  and  the 
target  of  trustbusters,  the  old  Interna- 
tional Silver  Co.  is  now  merely  one 
small  division  of  $641  million  (sales) 
Insilco.  Less  than  5%  of  sales  and 
earnings  will  come  from  International 
Silver  this  year. 

Insilco  is  a  conglomerate  with  16 
operating  companies,  mostlysmal'  and 
in  market  segments  of  their  own.  Blatz, 
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IT  PAYS  TO  LISTEN. 

Columbus'  ideas  fell  on  deaf  ears  for  years 
before  Queen  Isabella  finally  chose  to  listen. 
It's  a  lesson  that  wasn't  lost  on  Spenry. 
Listening  keeps  us  alert  to  ever-expanding 


possibilities  in  computer  science,  aerospa 
and  defense. 

What's  more,  it  helps  us  expand  ther 
ourselves. 

Real  breakthroughs  increasingly  oca 
when  seemingly  unrelated  advances  get  c 
nected-and  then,  suddenly,  explosively  fx 

This  takes  an  attentive,  imaginative 
of  listener  who  combines  the  unlikely  in 


>ected  ways. 

s  why,  at  Sperrys  Research  Center, 

ists  from  eighteen  totally  different  disci- 

regularly  meet. 

b  listen  to  each  other. 

7e  at  Sperry  are  convinced  that  listening 

mites  new  insights,  guides  us  into 

For  a  booklet  on  list 


uncharted  areas  of  thought,  and  ultimately 
uncovers  whole  new  worlds. 

We  understand  how  important  it  is  to  listen. 

Sperry  is  Sperry  Umvac  computers,  Sperry  New  Holland  farm  equipment, 
Sperry  Vickers  fluid  power  systems,  and  defense  and  aerospace  systems 
from  Sperry  division  ami  Sperry  Flight  Systems. 

\,  write  to  Sperry,  Dept.CS,  1290  Avenue  of  the  Americas,  New  York,  N.Y.  10104- 


who  joined  the  company  in  1957  and 
became  CEO  in  1 966,  is  responsible  for 
most  of  those  diversifications.  Wall 
Street  is  drooling  over  one  of  the  com- 
panies, Times  Fiber  Communications, 
a  leader  in  coaxial  cable  and  the  emerg- 
ing technology  of  fiber  optics  (see  box, 
p.  122).  Blatz  recently  sold  23%  of  TFC 
to  the  public,  and  the  stock  now  sells  at 
a  glittering  31  times  earnings.  But,  in 
its  infatuation  with  Times  Fiber,  Wall 
Street  may  be  overlooking  Insilco  it- 
self, which,  though  heavily  involved  in 
recession-sensitive  industries,  has 
continued  growing  nicely  and  current- 
ly sports  a  return  on  equity  of  1 8% .  And 
because  it  still  owns  73%  of  Times 
Fiber,  Insilco  will  continue  to  consoli- 
date TFC's  results.  At  TFC's  present 
stock  price  of  around  23,  each  fully 
diluted  share  of  Insilco  has  $9.95  of  TFC 
stock  underlying  its  $  1 7.75  share  price. 
In  other  words,  the  rest  of  Insilco, 
which  earned  $1.76  per  share  (fully 
diluted)  last  year,  is  selling  at  $7.80, 
about  4  times  earnings.  Even  without 
TFC,  Insilco  is  a  balanced  company 
with  good  potential  to  grow  once  the 
economy  picks  up.  With  Times  Fiber, 
Insilco  could  sparkle. 

One  of  the  keys  to  Insilco's  growth 
in  the  last  decade  has  been  its  housing 
group.  In  1972  Blatz  bought  Miles 
Homes,  a  leader  in  build-it-yourself 
housing,  for  $29  million.  To  pay  for  it 
he  unloaded  some  disappointing  early 
diversifications,  like  the  makers  of 
bottle  caps  and  lipstick  containers 
that  in  their  final  year  rang  up  $100 
million  in  sales  but  only  $100,000  in 
earnings.  The  cash  from  those  dives- 
titures took  a  decade  to  come  in, 
however,  because  Insilco  had  sold 
the  companies  for  debt.  So  Insilco 
had  to  borrow  to  pay  for  Miles,  a 
considerable  risk  since  it  destroyed 
Insilco's  debt/equity  ratio.  It  was 
only  in  1976  that  the  ratio  dropped 
below  1  again.  But  Blatz  saw  tre- 
mendous potential  in  Miles,  and  he 
has  since  proved  his  point.  Miles  has 
grown  from  $7.8  million  in  1972 
sales  to  $58  million  in  1980,  and 
from  net  operating  earnings  of  $1.7 
million  to  $11  million  (aftertax,  but 
before  corporate  charges). 

Miles  occupies  a  unique  place  in  the 
housing  industry,  one  that  is  more 
resistant  to  recession  and  rising  home 
prices.  "It  serves  a  segment  of  the 
population  that  can't  build  homes  any 
other  way,"  Blatz  explains.  "Probably 
more  than  half  are  built  on  land 
owned  by  the  kids'  parents,  where 
there  isn't  a  builder  that  could  be 
brought  in  at  any  decent  rate.  The  rest 
are  built  by  blue-collar  workers  who 
make  $15,000  a  year  or  less  and  who 
have  been  driven  out  of  rental  quar- 


ters or  trailers,  usually  because  the  Pill 
didn't  work."  Miles'  homes  sell  for 
between  $18,000  and  $36,000  at  a 
time  when  the  average  single-family 
home  costs  $65,000. 

To  complement  Miles,  Insilco 
bought  Nationwide  Homes,  a -maker 
of  modular  homes,  in  1979.  Because 
the  finished  houses  are  built  at  the 
factory  and  transported  in  two  units 
by  road,  distance  is  a  limiting  factor. 
Nationwide  only  sells  within  a  500- 
mile  radius  of  its  Martinsville,  Va.  fac- 
tory. Its  houses  range  from  $33,000  to 
over  $200,000  and  can  be  delivered  to 
the  building  site  four  weeks  after  be- 
ing ordered. 

In  a  year  when  the  housing  industry 
went  into  its  worst  tailspin  in  a  half 
century,  both  Miles  and  Nationwide 
posted  record  sales  and  earnings. 
They  generated  operating  earnings  of 
over  $24  million  on  $84  million  in 
sales  last  year,  a  sparkling  46%  on 

homes  are  built  on  land 
owned  by  the  kids'  parents. 
The  rest  are  built  by  blue 
collar  workers  who  make 
$15,000  a  year  or  less  and 
who  have  been  driven  out  of 
rental  quarters  or  trailers, 
usually  because  the  Pill 
didnt  work." 


invested  assets.  For  all  that,  the  hous- 
ing group  has  a  negative  cash  flow  and 
an  off-balance-sheet  debt  of  $144  mil- 
lion. The  reason:  Although  sales  and 
earnings  are  booked  when  materials 
are  delivered  to  the  site,  the  cash  actu- 
ally comes  in  over  36  months.  As  the 
company  is  growing  rapidly,  that 
means,  at  present,  more  cash  going 
out  than  coming  in. 

To  balance  that  need  for  cash  flow, 
Insilco  has  acquired  its  way  into  a 
number  of  other  businesses.  "Each  is 
in  a  specific,  isolated  area  that  is 
more  than  ordinarily  profitable  and 
one  that  we  can  understand,"  says 
Blatz.  That  approach  has  met  with 
mixed  results.  Insilco  has  fared  well 
in  the  office  products  business  by 
Rolodex,  which  dominates  the  roll- 
ing-file business  and  McDonald  Prod- 
ucts, which  sells  expensive  desktop 
accessories,  both  highly  profitable. 
Insilco  has  also  done  nicely  with  Tay- 
lor Publishing,  which  specializes  in 
high  school  and  college  yearbooks 
and  specialty  books. 

But  Insilco  has  fared  far  less  well  in 
the  paint  business,  where  Blatz  ac- 
quired three  companies,  each  serving 
different  segments  of  the  market.  He 


concedes  that  the  paint  business  has 
been  barely  satisfactory  in  terms  of 
return  for  more  than  five  years,  but 
argues  that  it  is  at  least  recession- 
resistant — it  is  up  sharply  this  year — 
and  throws  off  a  lot  of  cash.  Insilco's 
two  automotive  products  companies 
are  also  hurting.  But  by  deliberately 
staying  small,  concentrating  on  spe- 
cialized markets  and  bidding  only  for 
work  on  cars  that  were  selling  well, 
both  companies  have  achieved  ac- 
ceptable margins. 

As  the  silver  business  declined,  In- 
silco closed  plants  and  laid  off  work- 
ers. But  Blatz  retained  the  tool-and- 
die-making  skills  built  up  over  gen- 
erations because  he  saw  such  skills 
dwindling.  To  capitalize  on  that 
shortage,  a  couple  of  plants  were 
converted  to  making  precision  parts 
for  high-technology  companies  like 
Pratt  &  Whitney  and  Sikorsky.  An- 
other is  the  nation's  largest  maker  of 
key  blanks,  which  returns  17%  on 
relatively  low  investment.  Blatz  now 
plans  further  acquisitions  in  preci- 
sion tooling. 

And  the  old  silver  business  has 
been  stripped  to  its  profitable  basics. 
Earlier  this  year  Insilco  took  a  $9 
million  aftertax  writedown  and  shut 
its  ailing  Webster  Wilcox  hollowware 
division.  Then  International's  ster- 
ling-silver operation  was  moved  from 
Meriden  to  Puerto  Rico  for  tax  rea- 
sons. Thanks  to  such  moves,  the  sil- 
ver company  will  drop  40%  in  sales 
this  year  but  will  quadruple  its  prof- 
its. International's  earnings  will  be 
matched  by  World  Tableware,  the 
other  company  in  the  tableware  divi- 
sion. World  has  50%  of  the  market 
for  stainless  steel  and  silver-plated 
tableware  sales  to  the  U.S.  institu- 
tional market. 

But  Insilco's  greatest  potential 
growth  area  is  in  electronics  and  com- 
munications. Times  Fiber  Communi- 
cations is  the  star  of  that  group,  but 
there  are  two  other  companies, 
which,  though  smaller  and  growing 
less  spectacularly,  are  more  profitable 
than  TFC.  The  Computer  Circuitry 
Group  makes  electronic  components 
and  supplies  assembly  services  for 
computer  manufacturers,  IBM  being 
the  major  customer.  CCG  has  quadru- 
pled" sales  and  earnings  since  1976. 
Stewart  Stamping,  also  very  profit- 
able, makes  billions  of  small  metal 
parts  and  electronic  assemblies  for 
companies  like  North  American  Phil- 
lips and  Western  Electric. 

How  does  Blatz  manage  this  decen- 
tralized melange  of  businesses?  "Well, 
it's  pretty  goddamned  simple,"  he  re- 
plies. "All  there  is  to  the  business  is 
motivating  people.  The  subsidiary 
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How  do  you  improve  a  perfect  product? 


)0D  HOUSEKEEPING  IS  A  PUBLICATION  OF  HEARST  MAGAZINES,  A  DIVISION  OF  THE  HEARST  CORPORATION 
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With  the  amount  of  fuel  it  takes  v 
to  London,  you  can  fly  the  aircra 

Then  Amsterdam,  Btusse  \ 


Gulf  stream  III 


With  the  fuel  required  to  fly 
the  aircraft  on  the  left  Los 
Angeles  to  New  York,  you  can 
fly  the  aircraft  on  the  right  Los 
Angeles  to  New  York.  Then 
Boston,  Philadelphia  and 
Washington,  D.C. 

The  aircraft  on  the  left  is  a 
direct  descendant  of  a  cor- 
porate jet  designed  and  built  in 
the  early  sixties,  when  the 
average  cost  of  a  gallon  of  jet 
fuel  was  9$. 

The  aircraft  on  the  right  is 
a  direct  descendant  of  the 
gas  lines,  the  fuel  shortages, 
the  price  hikes,  the  increased 
federal  regulation— and,  para- 
doxically, the  demand  for 
greater  comfort— that  came 
twenty  years  later.  By  which 


time  the  cost  of  jet  fuel  had 
risen  tenfold. 

Thus  the  aircraft  on  the 
left  will  fly  three  thousand 
nautical  miles  burning  383 


Fuel  burn  in  gallons  per  hour  at  long  range  cruise  with  NBAA IFR  reserves. 


STAGE  LENGTH 

CHALLENGER 

GULFSTREAM  III 

GULFSTREAM  II 

500  nautical  miles 

266 

408 

450 

1.000  nautical  miles 

262 

388 

409 

2.000  nautical  miles 

264 

391 

411 

3,000  nautical  miles 

278 

383 

420 

gallons  of  fuel  per  hour.  \ 
the  aircraft  on  the  right  v 
three  thousand  nautical 
burning  278  gallons  per 

Thus  the  aircraft  on 
left,  as  a  modified  versio 
business  jet  designed  afl 
built  in  the  early  sixties,  c 
plies  with  Federal  Air  Re£ 
tions  Part  25  as  defined 
in  1965. 

While  the  aircraft  on 
right,  as  a  new  business 


f  the  aircraft  on  the  left  NewYork 
r  the  right  NewYork  to  London. 

ankfurt  and  Munich. 


Canadair  Challenger 


led  and  built  from 
i  in  the  seventies,  com- 
'ith  Federal  Air  Regulations 
5  as  redefined  in  1976, 
ising  the  strictest  design 
)erational  requirements  in 
»n  history. 

ius  the  aircraft  on  the  left 
ier  than  the  aircraft  on 
ht. 

3cause  the  aircraft  on  the 
imains  the  only  large- 
ntercontinental  corporate 


jet  quiet  enough  to  be  well 
below  Federal  Air  Regulation 
Part  36  noise  limits  for  1985. 

Thus  the  aircraft  on  the 
left  is  long,  yet  offers  a 
paccQnrtor  \. 
cabin  only^  b  ?i 

five  feet,  six  inches 
wide 

at  the  floor  line 

While  the  aircraft 
on  the  right  is  shorter,  yet 
offers  the  single  most  cru- 


cial advantage  to  executives 
seeking  maximum  comfort 
and  the  least  confining  work 
environment  during  trans- 
continental and  interconti- 
nental flights:  a  seven-foot, 
two-inch  wide  passenger 
cabin,  measured  at  the 
floor  line. 

For  more  information  on 
the  aircraft  on  the  right—for 
example,  why  it  will  cost  over 
one  million  dollars  less  than 
the  aircraft  on  the  left— call 
James  B.  Taylor,  President 
of  Canadair  Inc.,  at  (203) 
226-1581.  Or  write  Canadair 
Inc.,  274  Riverside  Avenue, 
Westport,CT  06880. 


canadair 
chalienqer 


heads  are  motivated  by  peer  pressure, 
and  the  result  is  that  they  have 
worked  harder  for  us  than  they  did  for 
themselves." 

What  it  comes  down  to  is  this:  Of 
Insilco's  six  segments,  three — elec- 
tronics, housing  and  publishing — are 
growing  well.  Two,  paint  and  table- 


ware, have  been  in  the  throes  of  reor- 
ganization, but  are  nevertheless  hold- 
ing their  own.  Only  one — metal 
parts — has  been  badly  hurt  by  the 
economy.  Still,  it  remains  profitable,  a 
boast  not  many  companies  serving 
the  automotive  and  industrial  mar- 
kets could  have  made  last  year.  So 

A  star  is  born 


Durand  Blatz  is  proud  of  himself  these 
days.  "I  think  I've  created  a  financial- 
ly harmonious  company  that  is  moti- 
vated in  special  niches  to  produce  bet- 
ter than  average  profits  and  tends  to 
balance  itself,"  he  says. 

Not  quite  yet.  But  he's  getting 
there.  ■ 


T limes  Fiber  Communications  may  be  Insilco's  star 
subsidiary  today,  but  it  wasn't  always  so.  It  started 
as  Times  Wire  &  Cable,  a  coaxial  cable  manufacturer, 
and  was  Insilco's  first  acquisition.  Insilco  bought  it  in 
1955  mainly  because  it  could  be  moved  into  an  empty 
silver  factory.  "The  empty-factory  syndrome  was  the 
only  reason  they  finally  bought  Times,  after  having 
turned  it  down  three  times,"  says  Insilco  Chairman 
Durand  B.  Blatz.  "They  paid  the  munificent  sum  of 
$600,000  for  half  the  company,  but  what  they  really  got 
was  Larry  De  George." 

Under  De  George,  a  scientist-engineer  and  one  of 
Times'  founders,  the  company  stayed  technologically 
ahead  of  the  rest  of  the  industry  and  grew  steadily  by 
serving  the  struggling  cable  television  (CATV)  market 
and  scrambling  for  defense  business  on  the  side.  In 
1960  Blatz  bought  the  rest  of  the  company  from  De 
George  and  his  partners  for  $1.1  million.  But  when  De 
George  moved  up  and  became  Insilco's  financial  vice 
president  in  1971,  Insilco  quickly  lost  its  technological 
edge.  By  1976,  says  Blatz,  "Times  had  become  a  very 
mundane  company,  and  if  you  had  asked  me  to  name  a 
company  that  I  would  most  readily  sell  if  I  could  get 
book  value  for  it,  it  would  have  been  Times  Wire." 

In  that  year,  however,  Western  Electric  began  to 
ballyhoo  its  discoveries  in  fiber  optics  technology.  Ini- 
tially skeptical  about  the  immediate  potential  of  fiber 
optics,  De  George,  by  then  Insilco's  vice  chairman,  was 
persuaded  by  supersalesman  Irving  Kahn  (Forbes,  Nov. 
24,  1980)  that  Insilco  could  get  a  leg  up  on  fiber  optics 
technology  by  buying  Fiber  Communications  Inc.,  a 
tiny  New  Jersey  company  headed  by  two  of  the  scien- 
tists who  had  developed  fiber  optics  at  Western  Elec- 
tric. So  Insilco  merged  the  two  companies,  renamed 
them  Times  Fiber  Communications  and  gave  49%  of 
TFC  to  Kahn,  the  two  scientists  and  two  other  inves- 
tors. De  George  took  over  TFC  again  and  bought  a 
nonexclusive  license  to  the  Western  Electric  fiber  op- 
tics patent. 

The  trouble  was,  says  Blatz,  that  the  right  technology 
did  not  exist.  "The  CATV  business  requires  specialized 
applications,  namely  analog,"  he  says.  "All  of  the  work 
up  to  this  period  and  all  of  the  telephone  thrust  was 
digital.  If  you  transmit  a  picture  over  a  fiber  optics 
cable  in  digital,  you  can  transmit  only  one  channel. 
Done  in  analog,  we  can  now  do  8  channels  efficiently 
and  we  expect  within  12  months  to  be  doing  24  chan- 
nels over  a  single  fiber." 

The  Times  Fiber  research  group  wasn't  able  to  solve 
the  problems,  however,  and  in  September  1979  Insilco 
bought  out  Kahn  and  the  others  for  $5  million.  "Today, 
buying  half  of  Times  Fiber  for  5  million  bucks  looks 
like  one  hell  of  a  financial  deal,"  says  Blatz,  pausing  to 
underscore  the  coup.  "But  back  then,  we  had  nothing." 

Then  came  a  breakthrough.  Shortly  after  buying 
hack  the  minority  share,  Times  Fiber  hired  Dr.  Doug- 


las Pinnow,  leader  of  the  Western  Electric  fiber  optics 
team  as  TFC's  director  of  research.  Pinnow  quickly 
solved  most  of  the  problems  involved  in  analog  appli- 
cations of  fiber  optics  technology. 

To  lure  Pinnow  to  Times  Fiber,  Blatz  needed  to  offer 
stock  options  that  meant  something.  In  order  to  do 
that  and  to  raise  money  for  acquisitions  to  fill  in  any 
technology  gaps,  Blatz  sold  23%  of  Times  Fiber  to  the 
public  in  March  of  this  year  for  $38  million.  TFC  stock 
now  sells  at  about  $23  per  share  or  31  times  earnings. 
Insilco  still  owns  some  6.2  million  shares,  about  73%  of 
the  total. 

But  Times'  troubles  weren't  over.  Pinnow's  initial 
work  demonstrated  the  feasibility  of  using  optical  fi- 
bers in  CATV  systems,  but  using  fibers  was  still  not 
economical  because  the  system  needed  high-cost  con- 
nectors and  lasers.  Then,  at  the  end  of  June,  Pinnow 
announced  another  breakthrough.  By  using  a  "fat  fi- 
ber," 16  times  the  core-area  thickness  of  normal  opti- 
cal fibers,  he  could  use  cheap  standard  connectors  and 
light-emitting  diodes  instead  of  a  laser.  And  because 
the  Western  Electric  patent  makes  fibers  from  inexpen- 
sive silicon  and  boron  instead  of  the  scarce  germanium 
used  by  others,  the  cost  of  increasing  the  fiber  size  is 
not  prohibitive. 

Even  without  optical  fibers,  Times  Fiber's  growth 
has  been  impressive.  Thanks  to  the  explosive  growth 
of  the  CATV  industry  in  recent  years,  TFC's  coaxial 
cable  sales  have  rocketed  from  under  $23  million  in 
1976  to  over  $100  million  in  1980,  and  net  earnings 
from  $649,000  to  $5.3  million.  TFC  currently  has  over 
40%  of  coaxial  cable  sales  to  the  CATV  market  as  well 
as  significant  defense  business.  Now  the  fiber  optics 
business  can  add  enormously  to  that  growth  rate.  In 
some  applications  it  has  important  advantages  over 
coaxial  cable. 

For  example,  TFC  has  the  contract  to  supply  commu- 
nications and  control  cables  for  the  B-l  bomber.  When 
optical  fiber  replaces  coaxial  cable  after  the  first  several 
planes,  it  will  pare  some  6,000  pounds  from  the  weight 
of  the  huge  bomber.  But  the  market  Blatz  is  really 
shooting  for  is  wiring  urban  apartment  buildings.  Us- 
ing optical  fiber  would,  he  says,  significantly  reduce  the 
electromagnetic  interference  suffered  by  coaxial  cable. 
Not  only  that,  but  a  TFC  "mini  hub"  computer  would 
eliminate  the  problem  of  pirating  of  cable  signals,  he 
claims. 

How  much  of  a  breakthrough  the  fat  fiber  and  the 
mini  hub  really  are  remains  to  be  seen.  The  system  has 
both  boosters  and  skeptics  among  cable  system  opera- 
tors. But  Blatz  says  enough  cable  operators  have  placed 
orders,  contingent  on  successful  testing  of  the  mini  hub 
system,  that  Times  Fiber  will  be  sold  out  for  at  least 
two  years  if  the  orders  are  confirmed  when  the  tests 
end  next  year.  And  that's  a  very  nice  way  to  fill  a 
factory.— S.N.C. 
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economy  and  many  other  fields  of  national  concern  such 
irian  reform,  education  and  social  welfare, 
ie  notable  fact  has  been  the  steady  increase  in  foreign  in- 
;nt,  which  we  consider  vital  to  our  national  development 
same  way  that  friendly  collaboration  with  other  countries 
ntial  to  the  pursuit  of  our  international  relations, 
ie  recent  Presidential  election  which  gave  me  a  new, 
r  mandate  proved  the  will  of  our  people  to  reaffirm  the 
utional  changes  that  have  made  possible  the  creation  of 
w  republic.  It  is  new  in  both  structure  and  character, 
lidly  based  on  democratic  concepts  in  keeping  with 
rit  and  traditions  of  the  Filipinos.  1 
i  we  look  to  the  eighties  with  enthusiasm  and  determina- 
te will  continue  to  deal  with  our  problems  with  firmness, 
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patience  and  persuasion.  Our  nation  has  never  been  more  close- 
ly united  under  one  faith,  our  people  never  more  prepared  for 
nation-building,  and  the  government  never  more  stable  and 
strong  to  fulfill  its  policies  and  programs  than  it  is  today. 


FERDINAND  E.  MARCOS 
President  of  the  Philippines 


THE  PHILIPPINES 
FACES A 
NEW  DECADE 


Chief  Justice  of  the  Supreme  Court  Enrique  Fernando  swears  in  President  Ferdinand  Marcos  as  President  of  the  Philippines. 


IN  THE  PHILIPPINES 
STAGE  SET  FOR 
ECONOMIC  TAKEOFF 

The  1970s  were  years  of  crisis  in 
many  parts  of  the  world,  attended  by 
double-digit  inflation,  soaring  energy 
prices,  serious  balance-of- payments 
problems  and  other  difficulties  plaguing 
the  economies  not  only  of  developing 
but  also  of  developed  countries. 

To  open  economies  like  the  Philip- 
pines, therefore,  the  general  external 
conditions  were  barriers  to  national  de- 
velopment. Despite  these,  the  Philippine 
economy  was  able  to  sustain  its  drive  to- 
wards economic  sufficiency  at  rates  and 
levels  even  more  impressive  than  those 
of  the  sixties.  In  the  1970s,  the  economy 
grew  at  an  annual  rate  of  about  6.5  per 
cent,  appreciably  higher  than  the  histor- 
ical average  of  5.3  per  cent  a  year  in  the 
stable  world  economic  situation  of  the 
sixties.  This  performance,  when  set 
against  the  adverse  external  factors  of 
the  1970s,  could  only  mean  vigorous  and 
responsive  internal  policies  and  enlight- 
ened economic  management. 

The  positive  effects  of  such  a  per- 
formance are  manifested  in  various  areas 
of  social  and  economic  importance. 

EXPORT  PROMOTION 

Intensified  export  promotion  and 
the  development  of  industry  enabled 
economic  planners  to  reduce  the  reliance 
on  the  four  products  that  have  tradi- 
tionally been  our  major  exports — sugar, 
coconut  products,  wood  products  and 
mineral  ores — from  80  per  cent  of  export 
earnings  in  the  1960s  to  only  45  per  cent 
today.  More  significantly,  new  products, 
including  electronic  items,  semi-proc- 


essed food  chemicals,  and  garments,  are 
now  on  the  export  list. 

Exports  of  manufactured  products, 
which  in  the  early  seventies  were  neg- 
ligible, now  constitute  almost  half  of  the 
country's  total  exports  and  contributed 
about  $2.7  billion  to  total  export  earnings 
in  1980. 

Exports  of  products  based  largely 
on  labor-intensive  operations  also  grew 
substantially.  These  included  textiles, 
garments,  handicrafts,  toys  and  sporting 
goods.  Manufacture  and  assembly  of 
high  technology  products  such  as  elec- 
tronics, optical  instruments,  time  devices 
and  chemicals  are  also  expanding. 

FINANCIAL  TRENDS 

Liberal  but  selective  credit  measures 
supported  the  investment  climate,  with 
domestic  credits  increasing  by  about 
22  per  cent  annually  in  the  past  decade. 
Domestic  savings  from  personal,  govern- 
ment and  corporate  sources  increased 
from  P8.8  billion  in  1970  to  P65.9  billion 
in  1980.  This  represents  a  22.3  per  cent 
yearly  increase  resulting  from  vigorous 
resource  mobilization  undertaken  by  the 
government  in  the  form  of  massive  sav- 
ings campaigns,  responsive  interest-rate 
policies,  streamlined  government  opera- 
tions and  cost-reduction  measures. 

The  total  budget  of  the  national  and 
local  governments  grew  in  response  to 
the  needs  of  the  developing  economy, 
from  P5.3  billion  in  1970  to  P42.7  billion 
in  1980  or  an  average  annual  growth  rate 
of  24.0  per  cent. 

Tax  reforms,  initiated  to  meet  the 
development  objectives  of  equity,  and 
the  promotion  of  desired  economic 
patterns,  contributed  substantially  in 


generating  the  necessary  resources. 

Revenue  receipts  rose  by  an  avei 
annual  rate  of  25.0  per  cent  during  tl 
past  decade,  representing  a  revenue 
effort  (ratio  of  total  revenue  to  GNP)i 
11.4  per  cent  in  1970  and  15.1  per  eel 
1980.  The  progressivity  of  the  tax  str 
ture  has  improved  significantly  since 
latter  half  of  the  sixties  owing  to  clos 
monitoring  and  intensified  revenue 
collections.  Higher  taxes  on  energy 
products,  liquor,  cigarettes  and  othe: 
nonessentials  have  greatly  enhanced 
equity.  Tax  administration  was  simp) 
and  local  governments  were  allowed 
strengthen  their  resource-generating 
capacity. 

PRICES,  EMPLOYMENT 
AND  INCOMES 

The  inflation  rate  has  been  drarr 
cally  brought  down  to  12.5  per  cent  i 
May  1981.  This  stabilization  was 
achieved  through  reimposition  of  tet 
porary  price  control  on  ten  basic  com 
modifies,  the  improvement  in  the 
marketing  and  distribution  system 
through  the  initiation  of  the  Kadiwa 
program  and  the  freeze  in  gasoline  b 
during  the  second  round  of  oil-price 
increases  in  1980. 

Unemployment,  which  averagec 
about  7.5  per  cent  in  the  1960s,  was 
duced  to  5.2  per  cent  in  the  1970s.  W 
adjustments  and  wage  supplements 
were  made  in  times  of  inflation  to  pr 
tect  workers  from  rising  costs.  Total 
take-home  pay  per  day,  or  the  effecti 
wage  of  workers,  increased  more  tha 
threefold  since  1970  up  to  a  maximui 
P31.82  today. 

Private  incomes  received  by  the 


We've  been  making  Orient 
business  trips  seem  shorter  longer 
than  any  other  Asian  airline. 


Philippine  Airlines  was  the  first 
Asian  airline  to  fly  trans-Pacific.  In  1946. 

Today  we  fly  the  fastest,  most  direct 
routes  daily  between  San  Francisco  and 
the  Philippines  and  direct  from  Los 
Angeles  3  nights  a  week.  With  easy 
Manila  connections  to  all  the  Orient 
business  centers. 

We've  had  35  years  to  refine  the  art 
of  making  a  long  business  trip  not  seem 
like  a  long  business  trip. 


Instead  of  just  reclining  chairs,  we 
offer  14  full-length  beds  —  our  "Skybeds." 
We  offer  you  a  new,  modern  wide-body 
fleet  of  747's  and  DC-10's. 

And  the  lightest,  most-awarded 
French  Nouvelle  Cuisine  in  the  air. 

On  Philippine  Airlines  you  get 
business  flight  know-how  that  stretches 
back  35  years.  And  a  tradition  of  natural 
Philippine  friendliness  that  stretches 
back  1,000  years  further! 


Philippine 

Airlines 

Asia's  first  airline. 

Amsterdam  Athens  Bahrain  Bangkok  Canton  Frankfurt  Hong  Kong  Honolulu  Jakarta  Karachi  Kota  Kinabalu 
uala  Lumpur  London  Los  Angeles  Manila  Melbourne  Peking  Port  Moresby  Rome  San  Francisco  Singapore  Sydney  Taipei  Toky 


The 

Manila  Fbninsula 
opens 
new  Horizons 

with  the  closing  of  a  d<x>r 


New  Horizons  in  the  realm  of 
comfort  and  convenience  that 
is.  From  a  luxurious  swimming 
pool  to  luxurious  accomoda- 
tions with  the  finest  food  and 
businessmen's  facilities  in 
addition.  From  the  time  the 
door  closes  on  one  of  our 
chauffeur  driven  limousines 
at  the  arrival  terminus  to  the 
time  it  closes  upon  departure. 
The  Manila  Peninsula  will 
demonstrate  what  luxury 
reaily  means. 

@) 

The  Manila  Peninsula 

Corner  Makati  and  Ayala  Avenues 
Makati,  Metro  Manila,  Philippines 


Cable:  PENHOT  Manila 
Telex:  22507  PEN  PH/ 
22476  PEN  PH 
Tel  85-77-11 

J  A  Member  of  the  Peninsula  Group 

For  reservations  please  contact 
Cathay  Pacific  Airways  Worldwide 
Steigenberger  Reservation 
Service  (SRS). 


In  Hongkong:  The  Peninsula 
The  Repulse  Bay  Hotel. 
The  Hongkong  Hotel. 
The  Empress  Hotel. 
In  Singapore:  The  Marco  Polo 


THE  PHILIPPINES 

/2|  FACES  A 

NEW  DECADE 


Mrs.  Imelda  Romualdez  Marcos, 
the  First  Lady  of  the  Philippines, 
concurrently  governor  of 
Metropolitan  Manila  and  Minister 
of  Human  Settlements. 


duction  of  entities  with  expanded  com- 
mercial banking  authority,  elimination  of 
all  functional  distinction  among  thrift 
banks  and  additions  to  the  powers  and 
functions  of  quasibanks.  These  reforms 
are  envisioned  to  improve  the  financial 
system's  efficiency  through  greater  com- 
petition and  realization  of  economies  of 
scale,  as  well  as  to  increase  the  availabil- 
ity of  and  access  to  longer-term  funds. 

HOUSING,  LIVELIHOOD  AND 
HUMAN  SETTLEMENTS 

Housing  and  livelihood,  together 
with  human  settlements  rate  a  high 
priority  in  the  field  of  social  develop- 
ment. 

The  government  has  just  launched 
the  Kilusang  Kabuhayan  at  Kaunlaran 
(Movement  for  Livelihood  and  Prosper- 
ity), an  ambitious  program  to  organize 
livelihood  enterprises  in  rural  communi- 
ties all  over  the  country. 

The  purpose  is  to  uplift  in  a  decisive 
manner  the  quality  of  life  among  the 
masses  by  developing  economic  activity 
in  these  areas. 

The  projects  for  which  blueprints 
already  have  been  drawn,  range  from 
farming  to  aquaculture,  forest  farming, 
livestock  raising  and  cottage  industries. 

The  initial  appropriation  for  this 
mass  livelihood  program  is  P  1.8  Billion 
(US$  227.8  Million). 


In  taking  care  of  the  housing  net 
of  the  population,  the  government  si 
to  achieve  the  upgrading  and  renew 
blighted  urban  communities,  the  spe 
ing  up  of  construction  of  new  low-cc 
houses  and  more  effective  use  of  loc 
building  materials. 

The  Home  Development  Mutual 
Fund  Law  of  1980  was  passed  to  esti 
lish  a  housing  fund  called  PAG-IBIG 
augment  other  house  financing  pro- 
grams. This  fund  seeks  to  motivate  H 
employed  and  other  earning  groups 
better  plan  and  provide  for  their  hon 
needs  by  membership  in  an  integral 
and  nationwide  savings  system. 

In  human  settlements,  the  polic: 
thrust  is  towards  the  total  developm 
of  communities.  This  is  being  im- 
plemented through  a  comprehensive 
approach  in  the  delivery  of  basic 
services — water,  power,  food,  liveli- 
hood, shelter,  medical  service,  educi 
and  technology,  clothing,  cottage  im 
tries,  sports  and  recreation,  ecologic; 
balance  and  mobility — whose  succes 
will  rely  heavily  on  the  active  partici 
tion  of  the  communities 


The  text  for  the  special  Philippines  adver 
section  was  prepared  by  Adrian  E.  Cristc 
Mr.  Cristobal  is  both  an  author  and  jourr 
who  is  an  expert  on  economic,  cultural  ai 
political  issues  in  The  Philippines. 
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of  the  51  reasons  why  the  PNB  - 

the  Philippine  National  Bank  is  a  "Universal  Bank 


Foreign  loan  syndications. 

»    The  PNB  will  participate  in 
(ign  loan  syndications  involving 
)  million  or  more  with  maturities 
n  six  months  to  ten  years  for 
ort- orientated  or  government 
janteed  projects  within  the  Philip- 

2S. 

Issuing  and  trading  financial 
»    notes.  PNB  will  be  issuing  its 
1  bonds  and  capital  notes  in  both 
iign  and  domestic  markets. 

Bonds  and  commercial 

>  papers.  PNB  branches  usually 
e  Philnabank  Bills  as  money 

ket  instruments  while  the  head  of- 
oflers  other  commercial  papers 
^nationally. 

Loans  to  industry.  The  in- 
»    creasing  credit  needs  caused 
he  industrial  expansion  of  the 
ippines  has  been  met  by  a 
stanial  increase  in  the  PNB  loan 
:folio.  By  year-end  1980,  outstan- 
g  loans  amounted  to  P24.4  billion. 

Trust  funds.  Assets  held  in 

>  trust  by  the  Trust  department 
rently  amount  to  PI  2  billion 

Investment  management.  The 

>  volume  of  transactions  for  the 
quarter  of  1980  was  PI. 07 

ion.  This  service  has  now  been 
quely  expanded  to  cater  for  the 
eral  public  for  a  minimum  inital 
losit  of  PI 00,000. 


Vhat  is  Universal  Banking? 

Resident  P.  O.  Domingo  on  the 
ubject:  'Universal  banking  is 
department  store  banking  in  the 
ense  that  there  is  a  much  wider 
election  of  financial  services 
vailable  than  in  regular 
ommercial  banking  .  . .  Our 
mention  is  to  have  the  client  talk 
o  only  one  account  executive  who 
vill  arrange  for  him  a  banking 
)lan  that  will  be  executed  by 
arious  operating  departments  of 
he  bank '.  Universal  banking  is 
ommon  in  both  Japan  and 
iermany.  It  has  often  been 
redited,  in  part,  with  those  two 
ountries  amazing  industrial  and 
ommercial  success. 


Three  offers 

If  you  would  like  to  know  more  about 
the  Philippines,  trade  possibilities 
and  the  Philippine  National  Bank 
here  are  three  things  you  can  do 
about  it. 

-|     Free  We  will  gladly  send  you  a 
*■  •  free  book  describing  the 
Universal  bank  concept,  the 
Philippine  National  Bank  and 
opportunities  in  the  Philippines. 

2 Free  You  may  qualify  for  a  free 
•  annual  subscription  to  the 
monthly  magazine — Philippine 
Finance'  which  is  sponsored  by  the 
PNB  Please  send  your  visiting  card 
or  letterhead  to  us. 

3 Subsidised  Come  to  the 
•  Philippines  and  see  for  yourself. 
The  government  and  the  PNB  in 
association  with  the  national  flag 
carrier  Philippine  Airlines  are 
offering  a  special  business 
orientation  package.  We  at  the  PNB 
will  ensure  that  you  get  a  thorough 
understanding  of  the  potential  of 
the  Philippines  and  you'll  have  a 
splendid  holiday  into  the  bargain. 
The  price  for  these  tours  is 
subsidised  and  therefore  fow.  And 
you  can  probably  claim  it  as  a  tax 
deductable  expense.  Write  to  us 
P.O.  Box  1844.  Metro  Manila, 
Philippines. 


7 Overseas  branches.  There  is  a 
•    network  of  twelve  overseas 
branches,  agencies  and  represen- 
tative offices  covering  the  leading 
money-lending  centers.  These  twenty 
overseas  units  are  augmented  by 
PNB's  correspondent  ties  with  470 
banks  worldwide.  It  is  planned  to 
open  other  branches  in  Beijing, 
Bahrain,  Lagos,  Sandakan,  Port 
Moresby  and  Sydney. 

8 Local  branches.  The  Bank 
•    started  with  a  single  branch  in 
Mamla  in  1916.  There  are  now  174 
local  offices. 

9 Insurance.  The  insurance  arm 
•    of  the  Philippine  National  Bank 
and  its  congenerics  is  the  Philippine 
Exchange— Philex.  In  1980,  acting 
as  an  independent  insurance  broker  it 
handled  P  10.73  billion  of  insurance 
—  an  increase  of  36%  over  the 
previous  year. 


|  {%     International  bias.  It  is  in 
*  \J  •  tended  that  international 
transactions  shall  represent  50%  of 
the  business  of  the  PNB  by  1983. 

1|      Innovative  banking  ideas. 
X  •  In  1973  the  bank  introduced 
the  concept  of  the  'Bank  on 
wheels' — 160  jeep  mounted  teams 
which  process  and  release  loans  to 
small  farmers  It  also  has  two 
helicopters  performing  the  same  ser- 
vices— 'Bank  on  wings'.  Then  came 
the  Small  Market  Vendors  Loans 
which  helped  to  stimulate  retail  trade 
at  grass  roots  level.  More  recently  has 
come  the  formal  move  of  the  Philip- 
pine National  Bank  into  the  role  of 
Universal  bank  in  the  special  sense  of 
that  word 

|  ft     Underwriting.  As  a  Univer- 

Imi  sal  bank  PNB  will  undertake 
the  underwriting  of  bonds  and  equity 
for  selected  bank  clients.  A  new  unit 
has  been  created  to  handle  this  ser- 
vice. Underwriting  of  securities  will 
be  on  three  bases ,  'best  effort',  'firm 
basis',  'stand-by". 
1  ft     Staff  expertise.  There  is 
X  w  •  a  total  committment  by 
the  bank  to  continually  improve  the 
expertise  of  its  more  than  6,000 
staff — the  majority  of  whom  already 
have  an  university  degree  in  an  ap- 
propriate discipline. 

U Foreign  exchange. 
•  Foreign  currency  deposits 
held  by  the  International  department 
amount  to  P6.6  billion. 


Write  to  us  P.O.  Box  1844. 
Metro  Manila,  Philippines, 
i  am  interested  in: 

□  PNB  booklet 

□  Philippines  Finance 
Magazine 

□  Subsidised  business  tours 
to  the  Philippines 

Name:  


Address: 


Company: 
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1980,  up  from  about  622  in  1970. 

Farmers  benefited  from  the  more 
than  100  per  cent  expansion  of  irrigated 
areas  from  653,900  hectares  in  1970  to 
1.33  million  hectares  in  1980. 


RECENT  DEVELOPMENTS  & 
PROGRAM  REALIGNMENT 

Energy  remains  one  of  the  most 
vulnerable  sectors  and  most  pressing 
concerns  of  the  Philippine  economy.  At 


The  best  proof  of 
foreign  investors'  confidence 
in  the  Philippine  export 
processing  zones 


To  inspire  confidence  and  attract  foreign 
business,  other  countries  extol  the  various 
features  of  their  export  processing  zones. 

We  at  the  Philippine  Export  Processing  Zone 
Authority  simply  point  to  the  big  names  which 
are  already  operating  in  the  Philippine  zones. 
Many  have  expanded  their  facilities.  Some  are 
still  expanding.  More  are  coming  in.  That's 
the  best  proof  of  confidence. 

Only  one  thing  left  to  say:  We're  putting 
up  more  zones.  For  more  investors  to  put 
their  export  facilities  in. 


Come  join  our  confident  investors.  Write 
for  free  brochures  and  more  information. 


EXPORT 

PROCESSING 

ZONE 

AUTHORITY 


4th  Floor  Legaspi  Towers  III 
Pres.  Roxas  Blvd.,  Metro  Manila,  Philippines 
P.  O.  Box  PA  32  Manila,  Philippines 
Cable  Address:  "BATAAN  ZONE"  Manila 


present,  about  P20  billion  of  the  anr 
national  income,  or  roughly  a  third 
the  proposed  1982  budget,  is  paid  fc 
imported  oil  alone,  as  was  done  in  1 
So  the  objective  is  to  reduce  the  sha 
imported  oil  from  96  per  cent  of  con 
mercial  energy  consumption  to  arou 
50  per  cent  by  1985. 

The  country  is  stepping  up  the 
velopment  of  its  geothermal  resourc 
Geothermal  power  capacity  is  progr 
med  to  reach  1,300  megawatts  oy  19 
using  the  resources  of  Leyte  provinc 
Each  110-megawatt  station  saves  on 
million  barrels  of  oil  a  year. 

The  coal  use  and  development 
program  has  increased  domestic  coc 
production  from  39,000  tons  in  1973 
330,000  tons  in  1980.  With  the  devel 
ment  and  production  of  coal  from  S 
rara  Island  and  other  mines,  the  out 
should  reach  5  million  tons  by  1985. 

The  goal  of  the  accelerated  pro£ 
to  develop  hydropower  resources  is 
use  at  least  25  per  cent  of  the  counti 
known  hydro  potential.  This  will  ra 
the  contribution  of  hydropower  to  t 
energy  program  from  the  present  12 
cent  (940  megawatts)  to  27  per  cent 
(2,200  megawatts)  by  1985. 

The  government  has  promoted 
development  of  nonconventional  er 
technology  with  improvements  in  tl 
livelihood  of  rural  population  as  the 
principal  criterion.  Thus  a  dendroth 
mal  power  program  to  serve  as  an  c 
for  tree  plantations  has  been  establi 
in  the  countryside.  Researchers  hav 
veloped  gasiriers  that  will  enable  m 
portation  and  refrigeration  systems 
use  charcoal  or  wood  chips  as  propi 
lants  and  perfected  the  use  of  alcog. 
as  another  alternative  to  gasoline 
and  diesel  oil. 

The  energy  program  is  geared  t 
crease  domestic  production  from  th 
present  level  of  5,000  barrels  a  day  t 
20,000  barrels  a  day  by  1985.  New 
offshore  oil  fields — Cadlao,  Matinlo 
and  Pandan — will  be  put  into  comn 
cial  product  on  in  1981  and  1982. 

The  program  for  developing  co 
ventional  energy  resources  will  reqi 
P42.3  billion  during  1981-85.  One  of 
critical  elements  of  the  program  is  tl 
construction  of  a  transmission  line  f 
Tongonan,  Leyte  Province  to  Metro 
Manila  to  transport  geothermal  enei 
The  government  has  asked  the  Gov- 
ernment of  Japan  to  help  finance  th 
project. 

Efforts  at  energy  development  1 
begun  to  vield  results.  The  share  of 
ported  oil  in  the  country's  commerc 
energy  consumption  dropped  from 
per  cent  in  1973  to  83  per  cent  in  19t 
While  a  barrel  of  oil  equivalent  prod 


Everybody  has  their  own  way  of  doing  business, 
and  the  Philippines  is  no  exception. 

As  an  international  bank  operating  in  the 
Philippines  for  more  than  a  century,  The  Hongkong 
Bank  understands  the  subtle  differences,  because  we 
understand  both  your  approach  to  business  and  that  of 
the  Philippines. 

With  offices  throughout  Asia,  in  Europe,  the 
Middle  East  and  North  America  over  the  past  100 
years,  we've  developed  a  special  expertise  in  linking  the 
business  worlds  of  East  and  West. 

Today  our  800  offices  in  50  countries  connected 
by  satellite  Speedlink  offer  the  full  spectrum  of 
banking  services  including  commercial  and  merchant 
banking,  insurance,  finance  and  investment 
management,  and  trustee  services. 

Our  Business  Profiles  on  Asian  countries  are 
just  one  example  of  the  specialist  service  we  can  provide. 

For  our  Profile  on  the  Philippines,  write  to  our 


Manila  Office  at  6780  Ayala  Avenue,  Makati,  Metro 
Manila  or  our  New  York  Office  at  5  World  Trade 
Center,  New  York,  NY  10048  or  any  of  our  offices  in 
Chicago,  Houston,  Los  Angeles,  Portland,  San 
Francisco,  Seattle  and  Washington  DC. 

Before  you  look  at  the  Philippines  again,  see 
how  many  doors  we  can  help  you  open. 


The  Hongkong  Bank 

The  Hongkong  and  Shanghai  Banking  Corporation 
Marine  Midland  Bank,  N.A. 
The  British  Bank  of  the  Middle  East 
Hang  Seng  Bank  Limited 
Wardley  Limited 
Antony  Gibbs  &  Sons  Limited 
Mercantile  Bank  Limited 


Consolidated  Assets  at  31  December  1980  exceed  US$47  billion. 


B 1 4004  U.57l.f 


"We  speak  the  language 
of  money  internationally." 


If  your  financial  requirements  take  you 
halfway  around  the  globe,  you  need  a 
good  speaker  One  that  speaks  your 
language  And  that  of  the  international 
market. 

Land  Bank  is  quickly  earning  a  reputation 
for  being  a  competent  speaker  Backed 


with  a  depth  of  resources,  massiv 
cial  strength,  and  an  extensive  networ 
globe-wide  correspondent  banks. 

Along  with  helping  you  do  things  right 
the  multinational  market  places,  Land 
Bank  offers  its  various  international 
banking  services  - 


n- 
k  of 


•  export -import  financing 

•  letters  of  credit 

•  foreign  exchange 


•  foreign  remittances 

•  foreign  currency  deposits 

•  travelers  cheques 


Bank  with  us. 

Our  international  Group  with  its 
multinational  capabilities  is  your  best 
bet  in  dealing  with  the  world 

LAND  BANK  OF  THE  PHILIPPINES 

The  Financial  Arm  of  Agrarian  Reform    A  Full  Service  Universal  Bank 

Manila  OMice  6th  Floor  B  F  Condominium  Aduana  St  ,  Intramuros.  Manila  Tels  48-47-51  TO  58 
Makati  Branch  319  Buendia  Ave  Ext  .  Makati,  Metro  Manila  Tel.  85-62-11 
Cable  Address  LANDBANK  •  Telex  RCA  2679  •  Eastern  4045 


The 
ATLAS 
Commitment 


For  26  years,  Atlas  Consolidated 
Mining  and  Development  Corpora- 
tion has  led  the  progress  of  the  mining 
industry  in  the  Philippines  and  Asia. 
Bold  innovative  Management  and  a  pio- 
neering spirit  have  made  Atlas  the  country's  top 
export  earner  from  the  production  of  copper,  gold  and  silver. 
Atlas  operates  one  underground  and  two  open  pit  mines,  moves  over 
300,000  MT/day  of  ore  and  wastes,  and  mills  110,000  MT/day  of  copper  ore 
at  Toledo  City,  Cebu.  In  addition,  it  mills  3,500  MT/day  of  gold  ore  at  its 
open  pit  mine  in  Masbate.  Operations  at  both  Cebu  and  Masbate  give  direct 
employment  to  11,987  persons. 

As  in  the  past,  Atlas  continues  to  improve  production  and  general  employ- 
ment by  investing  in  more  advanced  technology,  modern  equipment  and 
manpower  training  and  prospecting  for  new  mining  properties. 

This  is  Atlas'  commitment  to  the  Filipino  nation. 


ATLAS  CONSOLIDATED  MINING  AND  DEVELOPMENT  CORPORATION 
A.  SORIANO  CORPORATION  -  GENERAL  MANAGERS 

Main  Office  A  Soriano  Building  Paseo  de  Roxas.  Makati ,  Metro  Manila,  Philippines 
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P854  of  GNP  (at  1972  prices)  in  1973, 
energy  efficiency  has  increased  this  I 
Pl,042  of  real  GNP  in  1980  or  22  per 
The  program  to  reduce  reliance 
imported  oil  nas  been  so  successful  I 
the  World  Bank  commented  in  Febn 
this  year: 

"How  impressed  we  have  been  b 
the  way  in  which  the  governmen 
addressed  its  energy  program.  W 
think  other  countries  can  learn  fn 
some  of  the  ways  in  which  energ 
matters  are  being  tackled  in  the 
Philippines." 

INDUSTRY  AND  TRADE 

A  major  restructuring  program 
industry  has  been  started  with  the  ir. 
plementation  of  the  following  intern 
lated  measures: 

1)  Extensive  export  incentives  a 
development;  2)  reduction  of  protec 
through  tariff  reforms;  3)  efficiency- 
oriented  investment  incentives  and 
administration;  4)  revitalization  of  ir 
tries  and  reduction  of  investment  co 
trols  and  5)  implementation  of  the  1 
major  industrial  projects. 

In  1979  and  early  1980,  wide- 
ranging  improvements  in  export  pre 
tion  were  made,  including:  1)  streng 
ening  and  broadening  of  fiscal  incen 
for  export  production  and  trading; 
2)  simplification  of  import  and  expo: 
procedures;  3)  liberalization  of  bond 
warehouse  arrangements;  4)  improv 
ment  and  broadening  of  export  final 
and  facilities  and  5)  strengthening  o 
stitutions  that  promote  exports. 

As  the  first  step  in  the  four-yea 
program  of  tariff  reform,  rates  on  84 
tariff  lines  affecting  14  major  indust 
sectors  were  reduced  during  the  fir; 
quarter  of  1981.  In  all  the  sectors,  ra 
above  70  per  cent  were  cut  to  70  pec 
cent,  and  rates  between  50  and  70  p 
cent  were  reduced  to  50  per  cent.  M 
reductions  in  tariff  were  made  in  M. 
and  others  were  planned  to  take  eff 
from  July  1,  1981  onward.  Twenty  p 
cent  of  the  items  in  the  restricted  irr 
list  were  liberalized. 

The  investment  priorities  plans 
emphasize  labor-intensive  processe: 
the  promotion  of  international  subc 
tracting.  Steps  are  being  taken  to  sit 
plify  and  streamline  procedures  for 
administration  of  incentives. 

Revitalization  and  rationalizatic 
programs  will  be  developed  for  cert 
key-industry  sectors  alongside  liber 
tion  and  improvement  of  investmer 
promotion  procedures.  These  meas 
are  aimed  at  helping  industries  proc 
at  lower  costs,  improve  efficiency  ai 
increase  their  competitiveness. 


Banking 

...  is  knowing  the 
business,  the  place 
and  the  people  like  the 
back  of  one's  hand. 

Education,  experience 
and  enthusiasm  have 
taken    Traders  Royal 
Bank  to  its  position  as 
one  of  the  top  commercial 
banks  in  the  Philippines.  The 
bank's  effectiveness  in  serving 
Philippine  business  and  industry 
rests  in  knowing  very  well  the 
people  it  serves  —  their  needs, 
hopes  and  strengths.  And  in  its 
intimate  familiarity  with  the  country 
where  it  lives  and  works  —  its 
culture,  history,  challenges  and 
opportunities,  and  its  future. 

"Count  an  us.w 

iTBtraders  royal  bank 

Kanlaon  Towers  Bldg  ,  Roxas  Blvd.,  Pasay  City.  Metro.  Manila 
Tel.  Nos.  831-28-21  to  31  to  30    Telex:  Capitol  Wire  14618  TRABNK  PS 
Eastern  63254  PN  ITT/Globe  Mackay  40051  PM 

"IPAGPATULOY  ANG  KAUNLARAN,  MAG  IMPOK  SA  3ANGKO    MEMBER  PDIC 
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Eleven  major  industrial  projects  will 
be  implemented  to  intensify  the  tech- 
nological component  of  the  industrial 
structure  and  the  development  of  an 
efficient  domestic  intermediate  goods 
industry.  Through  the  National  Devel- 
opment Company,  and  other  agencies, 
the  government  takes  an  active  role  in 
initiating  industrial  "infrastructure"  be- 
cause they  are  typically  large  and  of  long 
gestation  periods  and,  hence,  considered 
risky  by  private  entrepreneurs.  These 
projects  will  be  evaluated  further 
through  the  conduct  of  rigid  feasibility 
studies  before  implementation. 

The  government  has  laid  the 
groundwork  for  the  diesel  engine,  phos- 
phatic  fertilizer  and  copper  smelter  pro- 
jects. Phasing  of  implementation  and 
financing  of  the  rest  of  the  projects  will 
be  carried  out  after  detailed  feasibility 
and  engineering  studies. 

Export  expansion  and  diversification 
is  an  important  component  of  develop- 
ment strategies.  In  this  regard,  a  more 
vigorous,  better  coordinated  and  inte- 

f;rated  export-promotion  drive,  particu- 
arly  for  nontraditional  export  products 
has  been  launched. 

To  date,  there  are  three  export 
zones:  Bataan,  Baguio  and  Mactan.  To 
further  strengthen  the  growth  prospects 
of  exports,  more  export  processing  zones 
will  be  established  throughout  the  coun- 
try. It  will  also  benefit  the  logging  re- 
gions. A  more  effective  foreign-trade  in- 
formation system  is  a  very  important 
part  of  the  export  drive.  Target  markets 
include  those  where  less  protection  ex- 


BANK  WITH  THE  FAST-GROWING 
COMMERCIAL  BANK 

BANKING  SERVICE  OFFERED: 

•  DEPOSIT  FACILITIES 

•  FOREIGN  TRANSACTIONS 

•  LOAN  FACILITIES 

•  TRUST  SERVICES 

WITH  CORRESPONDENT  BANKS  IN  THE 
PRINCIPAL  CITIES  OF  THE  WORLD 

Member:  PDIC  &  BAP 

VETERBANK 

Ang  Bangko  Natmg  Lahat! 
PHILIPPINE  VETERANS  BANK 

A.  Bonifacio  Drive.  Port  Area.  Manila 
Cable:  VETERBANK/ PHIL  VET  BANK 
P.O  Box  2330  TELEX  #  ITT  742-0109 
RCA  72227623 
Tel.  489580-89-489591  &  92 
(Linking  all  departments) 


Vice  President  George  Bush  of  the  United  States  and  President  Ferdinand  Marcos  trade  smiles.  Bush 
attended  President  Marcos'  inauguration  as  the  personal  representative  of  U.S.  President  Ronald  Rea 


ists  and  those  which  have  barely  been 
tapped,  such  as  the  Middle  East  coun- 
tries. 

INTERNATIONAL  ECONOMIC 
COOPERATION 

Political  tensions  in  many  parts  of 
the  world,  particularly  in  Kampuchea, 
Lebanon,  Afghanistan  and  Poland  bear 
dim  prospects  for  international  peace. 
This  nas  not  been  helped  any  by  those 
by-now-familiar  problems  besetting  the 
world  economy,  primarily  inflation,  re- 
cession and  rising  unemployment. 

As  with  other  nations  of  the  world, 
the  Philippines  views  these  develop- 
ments witn  grave  concern,  a  concern 
which  it  has  sought  to  express  construc- 
tively in  a  realistic  foreign  policy,  the 
"development  diplomacy"  the  new  re- 
public now  stands  heir  to. 

This  diplomacy  will  be  intensified 
on  all  fronts.  Active  support  will  be 
given  all  initiatives  towards  the  solution 
of  current  global  conflicts,  particularly 
the  Kampuchea  crisis. 

At  the  same  time,  efforts  will  be 
directed  at  the  economic  front  where  the 
government  will  enlist  the  help  of  the  in- 
ternational community  in  the  Philippine 
development  program,  where  such 
assistance  may  be  necessary  and 
appropriate. 

In  bilateral  economic  relations,  the 
basic  thrust  will  be  toward  trade  and 
economic  diversification.  In  recent  years 
the  Philippines  has  gradually  diversified 
its  markets  by  tapping  several  nontradi- 
tional outlets  such  as  the  Middle  East, 
the  EEC,  the  socialist  countries  and 
ASEAN  by  signing  25  bilateral  trade 
agreements.  The  Government  has  con- 
cluded investment  agreements  with 
some  developed  countries  to  stimulate 


greater  foreign  investment  participat: 
in  the  country's  industrialization  effc 
and  to  develop  new  sources  of  foreig 
investments.  As  a  complementary  m 
ure,  it  has  signed  9  bilateral  tax  treati 
to  further  improve  the  climate  for  en 
trepreneurial  activities. 

Efforts  at  the  regional  sphere  wil 
directed  towards  the  strengthening  c 
the  Association  of  Southeast  Asian  N 
tions.  The  ASEAN  countries  will  rerr 
the  country's  most  important  partnei 
establishing  peace  and  stability  in  th 
gion,  and  as  significantly  in  promorii 
closer  economic  collaboration. 

In  economic  cooperation,  ASEAl 
experiments  in  trade  liberalization  ar 
industrial  integration  are  now  movin 
into  high  gear.  Tariff  concessions  on 
7,331  products  have  been  exchanged 
under  the  ASEAN  Preferential  Tradii 
Arrangement  (PTA),  and  other  trade 
liberalization  schemes  have  recently 
been  adopted.  Three  ASEAN  industi 
projects  are- in  the  advanced  stages  oi 
implementation.  Recently,  ASEAN 
Foreign  Ministers  signed  in  Manila  tl 
Basic  Agreement  on  ASEAN  Industr 
Complementation.  This  is  a  pioneeri 
ASEAN  activity  where  there  will  be 
direct  and  substantive  participation  t 
the  private  sector. 

To  link  foreign  policy  initiatives 
with  economic  development  objectiv 
the  Philippine  government  has  in- 
creasingly involved  itself  in  global 
affairs,  particularly  in  resolving  conte 
porary  world  economic  issues.  The  F 
ippines  participated  in  the  Tokyo  Re 
of  the  GATT-Multilateral  Trade  Negc 
tions  not  only  to  seek  better  market  i 
cess  for  exports  and  diversify  market 
but  also  to  enhance  its  role  in  world 
commerce.  This  culminated  in  the  foi 
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When  You  Want  To  Invest 
In  The  Philippines,  SeeThe 
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NIDC  resources  exceed  US$  231  million. 

Financial  assistance  aggregating 
US$  153  million  has  been  extended  to 
53  priority  projects.  To  mining  companies, 
manufacturing  concerns,  transportation 
and  communication  enterprises. 

NIDC.  RESPONSIVE.  To  projects 
that  are  viable  and  pivotal.  Export  oriented 
and  labor  intensive.  RESPONSIBLE. 
Geared  toward  the  economic  develop- 
ment of  the  Philippines. 


NATIONAL  INVESTMENT  &  DEVELOPMENT  CORPORATION 

(Subsidiary  of  Philippine  National  Bank) 

259-263  NIDC  Bldg.,  Buendia  Ave.,  Makati,  Metro  Manila,  Philippines 

Tel.  89-70-61 
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ssion  of  the  Philippines  to  the  GATT 
980.  It  also  supported  international 
nn  toward  resolving  world  commodi- 
roblems,  particularly  those  affecting 
iucts  of  interest  to  the  Philippines, 
ancert  with  other  participating  coun- 
I  the  Philippines  drew  up  the  histor- 
greement  Establishing  the  Common 
d  for  Commodities,  which  was  con- 
led  in  June  1980  and  participated  in 
negotiating  and  renegotiation  of  in- 
ational  commodity  agreements. 
Towards  reforming  the  global 
letary  order,  the  Philippines  has 
/e\y  supported  the  worn  of  the 
up  of  24  in  the  International  Mone- 
Fund.  This  grouping  of  developing 
itries  seeks  to  establish  a  more  equi- 
^  and  rational  world  monetary 
em. 

In  the  past  few  years,  constructive 
dynamic  participation  in  many  inter- 
□nal  undertakings  has  made  the 
ippines  an  important  leader  in  the 
lagement  of  global  affairs.  This 
rging  role  received  its  highest  recog- 


nition and  fulfillment  when  the  Philip- 
pines was  chosen  as  one  of  the  partici- 
pants in  the  World  Summit  Meeting  on 
International  Cooperation  and  Develop- 
ment, which  will  be  held  in  Mexico  in 
October  1981.  The  meeting  of  the 
selected  23  heads  of  governments  will 
discuss  the  current  global  economic 
issue  ranging  from  international  trade  to 
world  monetary  reform. 


FINANCIAL  RESTRUCTURING 

The  Philppine  financial  system 
weathered  the  trials  of  the  19/0's 
through  policies  designed  to  ensure  the 
efficient  management  of  financial  re- 
sources. 

At  the  beginning  of  the  year,  prob- 
lems experienced  by  some  firms  pro- 
duced widespread  disruption  in  the 
financial  markets  with  liquidity  problems 
emerging  from  a  number  of  enterprises, 
some  of  which  had  expanded  their 
capacity  considerably  and  were  hard  hit 
by  the  decline  in  export  demand.  To  pre- 


vent a  crisis  in  the  financial  markets,  the 
Government  granted  large  emergency 
credits  to  nonbank  financial  institutions, 
from  which  investors  were  withdrawing 
funds,  and  established  the  Industrial 
Financing  Fund,  amounting  to  P5  billion 
to  provide  credit  to  basically  sound  and 
viable  enterprises  with  serious  liquidity 
difficulties.  These  loans  are  conditional 
on  restructuring  and  rehabilitation  mea- 
sures, thereby  dealing  with  the  under- 
lying source  of  the  difficulties. 

To  avoid  future  liquidity  problems, 
emanating  from  situations  such  as  those 
which  occurred  during  the  early  part  of 
the  year,  a  credit  information  exchange 
has  been  established  and  policies  on 
commercial  paper  issues  are  being 
rationalized.  The  operations  of  the 
Securities  and  Exchange  Commission  are 
being  improved.  The  financial  system 
therefore  remains  basically  sound. 

The  financial  policy  reforms  prom- 
ulgated in  April,  1980  are  being  im- 
plemented. The  changes  brought  about 
by  the  new  measures  included  the  intro- 
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tere  you  get  the  best. ..for  so  much  less. 


PICC  gives  you  more  of  everything  it  takes  to  make 
your  next  meeting,  your  best  meeting.  The  best  in  modern 
facilities  and  equipment  for  conferences  of  5-5,000.  And  a 
professional  staff  with  renowned  experience  and  expertise  in 
the  specialized  needs  of  meeting  planners  and  conferees. 
All  to  make  your  meeting  a  sure  success! 

We  also  give  you  a  big  bargain  package.  Besides  inex- 
pensive prices,  the  Philippines,  with  its  rich  resources,  offers 
you  a  wide  range  of  business  contacts  and  opportunities. 

But  the  best  part  is  the  paradise  you'll  be  seeing.  7,000 
islands  of  lomance,  beauty  and  charm.  And  such  warm, 
loving  people. 

The  Philippines.  Yours  to  discover  —  in  your  next 
convention. 


Philippine  International  Convention  Center 

Call  or  write:  PICC 

P  O.  Box  7276.  MANILA  •  Tel.  832-0309  •  Cable  Address.  PICC,  MANILA 
Telex:  64234  PICC  PN 


in  the  guest  rooms  upstairs. 

And  General  Mac  Arthurs  favorite  Lapu  Lapu  in  Banana  Leaves 
in  the  Champagne  Room  downstairs. 


The  grand  old  manners 
and  impeccable  personal 
service  you  thought  were  long 
gone  are  very  much  alive  at 
The  Manila  Hotel. 

The  magnificent  lobby 
with  marbled  floors  and 
gleaming  columns  still  has 
white-tuniced  attendants  to 
answer  a  guest's  every  wish. 

Strolling  Philharmonic 
string  sections  still  play  during 
sumptuous  gourmet  dinners. 

There's  still  a  Butler- 
on-Call  stationed  on 
every  floor. 

Today,  The  Manila 
I  lotel  is  back  to  pamper 
you  with  all  the  old 
traditional  service  and 
attention  that  once 
pampered  movie  stars 


and  royalty.  And  with  modern 
comforts  they  never  knew. 
Like  cordless  telephones  at 
your  restaurant  table  or  lobby 
chair,  color  TV  in  every  room, 
a  swimming  pool  with  swim- 
in  "wet"  bar,  a  complete 
sports/health  complex, 
and  a  roof-top  heliport! 


Remember,  if  you  want  to 
stay  in  the  hotel  in  Manila, 
always  insist  on  The  , 
Manila  Hotel. 

For  reservations,  please 
consult  your  travel  agent  or 
Philippine  Airlines  sales  office. 


There  are  perhaps  a 
dozen  incredible  places 
you  must  see  in  the 
Orient.  One  of  them  is 
a  hotel. 


National  Development  Company. 

Gearing  up  for  an  industrial  future. 

An  industrial  future  is  a  national  priority.  And  it  is  NDC's 
topmost  concern. 

Towards  this  end,  NDC  has  geared  itself  to  be  the 
Government's  corporate  arm  for  joint  ventures  in  a 
number  of  key  industrial  projects  vital  to  the  Philippines'  economic 
growth  as  for  instance  in  the  copper  and  aluminum  smelter  projects. 

And  more  are  in  store:  the  Phosphate  Fertilizer  Project.  Integrated 
Pulp  and  Paper.  Mining  ventures.  Agricultural  plantation  projects. 

Investments  in  industries  vital  to  the  country's  future  are  vital  to  NDC.  I 
this  regard,  NDC  stands  ready  to  assist  the  interested  foreign  investor. 

National  Development  Company,  377  Buendia  Ave.  Ext.,  Makati.  Metro  Manila 
P.O.Box  631  MCC,  Makati.  Metro  Manila  •  Tel.  89-70-61  •  Telex  No  45420  NDC  P.M. 


NOC  Autorized  Capital.  P10  Billion 

NOC  Qoard  ot  Directors:  Chairman  Roberto  V  Ongpin.  Ministry  of  Industry  Members.  Cesar  E  A  Virata.  Ministry  of  Finance, 

Gorcnino  Z.  Velasco,  Ministry  ot  Energy;  Jaime  C  Laya,  Governor,  Central  Bank,  Ralael  A  Sison  Development  Bank  ol 
the  Phils ..  Constante  L  Farinas -Former  NDC  Chairman;  Manuel  S  Alba,  Ministry  ol  Budget.  Edgardo  L  Tordesillas. 

Vice-Chairman,  Board  ol  Investment;  Antonio  L.  Carpio  NDC  Gen  Mgr 
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poorer  50  per  cent  of  the  population 
from  17.6  per  cent  of  total  incomes 

1971  to  20.5  per  cent  in  1975.  The  m 
basic  of  the  policies  that  tend  to  red] 
bute  income  among  income  recipier 
are  now  built  into  the  laws  adopted) 

1972  in  taxation,  public  investment 
government  social  expenditures. 

AGRICULTURE  AND 
AGRARIAN  REFORM 

The  seventies  saw  impressive 
strides  in  food  production.  A  sustai 
growth  of  5  per  cent  a  year  was  ach 
in  agriculture,  leading  to  self-suffici 
in  our  principal  food  staple,  rice,  arj 
to  its  exportation  at  367,114  metric  fj 
since  19/7.  The  country's  agricultur. 
make-up  was  also  diversified,  redut 
the  dependence  on  traditional  crops 
sugar  and  coconut. 

The  Agrarian  Reform  Program 
given  tenant  farmers  capacity  Tor  ini 
vidual  advancement.  From  423  Cert 
cates  of  Land  Transfer  (CLTs)  issued 
1972,  some  523,163  CLTs  benefiting 
some  374,196  farmers  will  have  bee] 
issued  by  the  end  of  the  year.  Area 
under  land  reform  also  increased  in) 
by  more  than  a  thousandfold  to  73d 
hectares.  Tenants  cultivating  crops 
than  rice  and  corn  have  also  been  gj 
security  of  tenure  with  the  program 
expanded  coverage. 

ENERGY 

Offshore  oil-exploration  prograi 
begun  in  1973,  yielded  12  significarn 
covery  wells,  which  produced  some 
million  barrels  of  oil  as  of  Decembei 
and  generated  dollar  savings  of  abo 
US  $300  million.  Geothermal  source 
now  contribute  446  MW  of  installed 
capacity. 

With  the  strides  in  the  energy  j 
gram,  Philippine  dependence  on  im 
ported  oil  was  reduced  from  almost! 
95  per  cent  of  total  consumption  in 
early  seventies  to  83  per  cent  today 

The  campaign  to  expand  electri 
service  to  households  in  the  rural  ai 
has  intensified,  power  generation 
doubling  in  1970-80  from  6,794  to 
15,026  million  kilowatt-hours. 

INFRASTRUCTURE 

Supportive  physical  facilities  wi 
provided  to  spur  the  growth  of  the  : 
gions  of  our  country  and  to  facilitate 
movement  of  goods  and  services  am 
them.  ArouncTl29,lll  kilometers  oi 
roads  were  built  as  of  1980  compare 
70,605  kilometers  as  of  1970. 

Ports  developed,  which  include 
construction,  expansion,  rehabilitati 
and  improvement,  numbered  909  in 


rjaman  Corp.  learned  to  live  without  de- 
?nse  contracts.  But  it's  nice  to  have  them 
>ack  again  all  the  same. 


Icing 
on  the  cake 


By  Subrata  N.  Chakravarty 

r|  HIS  HELICOPTER  CONTRACT  is 
just  one  more  program,"  says 
Charles  H.  Kaman,  62,  founder 
nd  chief  executive  of  $382  million 
;ales)  Kaman  Corp.  "Our  aerospace 
ivision  is*  already  growing  without 
tie  program." 


Kaman  Corp.  is  no  McDonnell 
Douglas  with  huge  defense  contracts. 
That  $160  million  helicopter  contract 
is  a  bonanza  for  its  $62  million  (sales) 
aerospace  division  and  will  reopen  a 
long-closed  helicopter  production  line. 
But  Kaman  has  reason  to  be  wary. 
After  all,  his  company  was  almost  de- 
stroyed in  the  early  1960s  by  overde- 


pendence  on  the  Defense  Department. 
It  hasn't  been  easy  to  rebuild  Kaman 
Corp.  into  a  profitable,  diversified 
company  that  so  far  has  produced  12 
consecutive  years  of  record  sales  and 
earnings,  and  sports  a  compounded 
growth  rate  over  that  time  of  15%  in 
sales  and  19%  in  earnings. 

But  the  lure  of  aerospace  is  formida- 
ble. After  all,  Kaman  Corp.  was  one  of 
the  pioneers  of  helicopter  technology. 
It  has  compiled  an  impressive  list  of 
"firsts,"  among  them  the  first  servo- 
controlled  helicopter,  the  first  single- 
and  twin-turbine  helicopters,  the  first 
remote-controlled  helicopter  and  the 
first  all-composite  helicopter  rotor 
blades.  But  the  company  has  not  built 
a  new  helicopter  in  a  decade,  although 
it  has  done  considerable  modification 
work  to  upgrade  its  old  machines. 
Most  notably,  its  UH-2  Seasprite  air- 
sea  rescue  helicopter,  first  manufac- 
tured in  1959,  has  been  upgraded  into 
the  SH-2F  LAMPS  (for  Light  Airborne 
Multi  Purpose  System)  MARK  I  anti- 
submarine helicopter  that  flies  off  the 
Navy's  frigates,  destroyers  and  cruis- 
ers. And  that  is  what  landed  Kaman 
Corp.  the  new  contract,  which  is  for 


harles  H.  Kaman,  founder  and  chairman  of  Kaman  Corp. 
United.  Aircraft  told  me:  'We  don't  need  another  inventor,  get  back  to  work.' 
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hat's  us.  The  Royal  Bank  of 
ada. 

s  North  America's  fourth 

est  bank,  and  with  assets  exceed - 

iCdn.  60  billion,  we  have 

olidated  our  international 

igth  as  a  bank,  by  adding  to  our 

established  technical  expertise 

lergy  and  mining. 

t  makes  us  a  world  leader? 

it  Global  Energy  and  Minerals 

ip,  with  the  largest  reserve 

chnical  experts  on  staff  of  any 

:  in  the  world. 

t  we  get  into. 

d  by  the  former  Chairman  of 
da's  National  Energy  Board,  our 
lical  division  enables  us  to  be- 
i  involved  in  diverse  and  distant 
cts  —  from  financing  North  Sea 
acting  as  financial  advisers  on  a 
r  Australian  pipeline. 

t  we  do. 

e  can  handle  project  evaluation 

'inancial  structuring  in  oil  sands, 

lels,  rigs,  pipelines,  refineries 

3etrochemicals. 

e  lend  financial  support 


to  offshore  petroleum  development, 
conventional  oil  and  gas  production, 
rigs,  heavy  oil,  enhanced  petroleum 
recovery,  coal  mining  projects, 
you  name  it. 
There's  more. 

With  the  help  of  our  Resource 
Information  and  Analysis  Group, 
we  provide  expertise  in  oil  and  gas 
price  forecasts,  costs  and  royalties, 
as  well  as  government  regulations, 
project  intelligence,  energy  and 
minerals  information  resources.  We 
provide  modelling  and  simulation 
of  project  financial  flows  and  risk. 


How  to  tap  our  resources. 

You  can  reach  the  Global  Energy 
and  Minerals  Group  at  its  offices  in 
Denver,  Dallas,  Houston,  London, 
Singapore,  Calgary,  Toronto  or 
Vancouver. 

Or  contact  us  through  any  of 
our  200  operating  units,  located 
in  44  countries  around  the  world. 

Within  as  little  as  24  hours, 
we  can  have  experts  on  your  site  to 
discuss  your  needs. 

We  know  you  want  fast,  accurate 
results. 

That's  what  we  give. 

We  know  you  want  people  who 
understand  your  business. 

That's  what  we  have. 

We  know  you  want  a  world 
class  bank  with  proven  capabilities. 

That's  what  we  are. 

We  have  the  lending  capacity  to 
do  business  of  any  size  anywhere  in 
the  world. 

To  survive  and  prosper  in  today's 
energy  jungle,  you  only  have  one 
choice. 

Call  us. 


THE  ROYAL  BAINK  OF  CANADA 


North  America's  Fourth  Biggest  Bank  * 


bv  dcposiis  as  dI  March  31/81. 


Helicopter  modification  line 

"Aerospace  was  already  growing  without  the  contract.' 


18  new  SH-2F  helicopters,  the  first  of 
a  projected  buy  of  90  helicopters 
worth  more  than  $500  million  over 
the  next  eight  years. 

Kaman  originally  became  involved 
in  helicopters  during  World  War  II.  An 
aeronautical  engineer  specializing  in 
airplane  propellers,  he  joined  the 
Hamilton  Standard  division  of  United 
Aircraft.  When  Hamilton  Standard 
began  making  rotor  systems  and 
blades  for  Igor  Sikorsky's  helicopters 
in  1943,  Kaman  was  placed  in  charge 
of  aerodynamics.  "In  1945,"  he  re- 
calls, "I  went  to  the  management  of 
United  Aircraft  and  said:  'Sorry, 
you're  doing  it  wrong.  It  should  be 
done  with  a  servo  flap  control.'  They 
said:  'We  don't  need  another  inven- 
tor, get  back  to  work.'  " 

Instead,  Kaman  won  a  release  from 
his  contract  and  set  out  to  compete 
with  Sikorsky.  With  little  money,  it 
took  years  to  develop  the  first  helicop- 
ter. But  Kaman  eventually  sold  the 
Navy  on  the  servo  flap,  a  device  that 
took  the  muscle  out  of  helicopter  con- 
trol, and  the  company  began  to  grow, 
selling  helicopters  to  both  the  Navy 
and  Air  Force. 

Then  Robert  S.  McNamara  became 
Secretary  of  Defense  and  lowered  the 
boom  on  Kaman  Corp.  "McNamara 
came  along  and  said:  'Now,  no  more 
Navy  contracting.  I  make  the  deci- 
sions,' "  recalls  Kaman.  "Our  plane 
was  very  expensive  and  very  elaborate 
because  of  its  rescue  mission.  Bell's 
plane,  developed  for  the  Army,  was 
much  cheaper  and  had  the  benefit  of 
iarge-volume  production.  So  McNa- 
mara bought  Bell,  told  the  Navy  to  use 
that,  and  our  program  was  cut  back." 

Kaman  Corp.  might  well  have  gone 


under  but  for  repair  and  spare-parts 
business  thrown  its  way  by  the  Navy 
and  a  couple  of  small  early  diversifica- 
tions: a  defense  consulting  business, 
specializing  in  nuclear  physics,  and  a 
subsidiary  selling  fixed-wing  Beech- 
craft  planes  and  aviation  services  at 
small  regional  airports. 

By  the  mid-1960s  Kaman  Corp.  was 
losing  the  defense  repair  business, 
too,  as  the  Defense  Department  began 
to  award  contracts  strictly  to  the  low- 
est bidder.  With  the  defense  business 
on  the  skids,  Kaman  began  searching 
for  other  diversifications.  He  looked 
at  such  consumer  products  as  trailers, 
fiberglass  boats  and  camping  equip- 
ment. He  was  offered,  and  turned 
down,  Winnebago.  In  1966  Kaman,  an 
enthusiastic  amateur  guitarist,  took 
his  guitar  to  the  Martin  Co.,  a  leading 
guitarmaker,  for  repair.  Looking 
around  the  factory,  Kaman  remem- 
bers, "I  was  horror-struck  because 
they  were  gluing  guitars  together  with 
animal  glue  in  little  bits  and  pieces." 
Kaman  Corp.  had  a  large,  idle  helicop- 
ter repair  shop  with  automated  wood- 
working equipment,  since  helicopter 
blades  were  then  made  of  spruce.  So 
Kaman  offered  to  buy  the  Martin  Co. 
When  he  was  turned  down,  he  took  a 
closer  look  at  the  industry  and  decid- 
ed to  enter  it  on  his  own. 

Using  techniques  from  the  aero- 
space industry  such  as  automated 
woodworking,  oscilloscopes  and  vi- 
bration tests,  Kaman  developed  an 
improved  guitar  made  of  spruce.  It 
now  takes  only  2  man-hours  to  make, 
vs.  20  man-hours  for  other  makers. 
Today,  Kaman  Corp.'s  Ovation  gui- 
tars are  the  bestselling  acoustic  gui- 
tars in  the  business,  with  over  75%  of 


the  U.S.  market.  The  company  al 
makes  pianos  and  along  the  way  hi 
become  the  nation's  largest  wholesa 
distributor  of  musical  instruments 

Having  developed  a  noncorrodir 
bearing  for  use  in  aircraft,  Kams 
looked  into  the  broader-scale  mam 
facture  of  bearings.  With  Timken  an 
SKF  dominating  the  business,  th, 
proved  to  be  impractical,  but  the  bea 
ing-supply  industry  attracted  Kama 
because  it  required  little  front-end  ii 
vestment.  So  in  1971  Kaman  Corj 
bought  three  small  beahng-supp! 
companies. 

That  proved  to  be  Kaman's  best  d 
cision.  The  bearing-supply  divisio 
has  grown  from  nothing  to  $162  mi 
lion  in  1980  and  probably  $200  mi 
lion  this  year,  making  it  the  thii 
largest  in  the  industry  after  Bearing 
Inc.  and  Motion  Industries.  The  div 
sion  distributes  bearings  and  industr 
al  products  in  25  states  and  returns 
sparkling  20%  on  invested  assets. 

Meanwhile  the  aerospace  busine: 
was  beginning  to  pick  up  again.  Lacl 
ing  the  huge  capital  resources  neede 
to  compete  with  the  likes  of  Unite 
Technologies,  Textron  and  Boeing  fc 
new  helicopter  contracts,  Kama 
Corp.  concentrated  instead  on  cod 
posite  materials,  in  which  it  is  a  leacj 
er.  That  technological  expertise  lane 
ed  the  company  a  contract  from  th 
Army  for  all-composite  rotor  blade 
for  Textron's  new  Cobra  helicopte 
gunship  and  lucrative  subcontracts  fc 
wing  components  for  the  FT 4,  A-lC 
C-5A,  B-l  and  Boeing  767  planes. 

So  now  Charles  Kaman  is  sittin 
pretty.  The  highly  profitable  beai 
ings-supply  business  is  growing  steac 
ily  and  still  has  half  the  country  t 
penetrate.  The  defense  consultin 
business  is  booming  and  has  now  de 
veloped  high-technology  civilian  gac 
gets  like  digital  radiation-monitorinl 
devices  for  nuclear  power  plants  an 
borehole  neutron  generators  for  th 
oil  industry.  The  music  and  aviatioi 
divisions  have  been  hurt  by  the  slug 
gish  economy,  but  they  are  profitabl 
and  are  likely  to  pick  up  when  th 
economy  improves.  And  the  aerospac 
business  is  soaring  once  again.  Thank 
to  a  Boeing  767  contract,  which  is  jus 
beginning,  50%  of  the  aerospace  divi 
sion's  revenues  came  from  civiliai 
business  last  year.  The  new  helicopte 
contract  will  change  that  proportion 
of  course.  But  for  Kaman,  who  set  ou 
15  years  ago  to  ensure  that  his  com 
pany  would  never  again  be  at  the  mer 
cy  of  a  single  customer,  that  doesn' 
matter.  Thanks  to  successful  diversifi 
cations,  defense  business  is  no  longe 
the  meat  on  the  plate.  It  is  merely  thi 
icing  on  the  cake.  ■ 
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"Amfac. 

Are  they  in  resort  hotels? 
Or  business  hotels?" 


Some  of  our  hotels  are  purely  resort.  (The  new  Waiohai  in  Hawaii.) 
Some  are  strictly  business.  (Our  Amfac  Hotel  at  Los  Angeles.)  Some  are  both. 
(Our  Amfac  Hotel — Dallas/Ft.  Worth,  Texas's  largest  hotel,  is  a  resort  complex  at  the  airport. 

And  some  people  just  go  there  for  the  golf.) 
When  the  question  is  Amfac,  the  answer  is  yes. 


c/xmFac 


Forbes  500.  $2  billion  revenues. 
Dividend,  $1.44.  Return  on  Equity,  18.9%. 


o  1981  Amlac.  Inc 


"Lucre"  was  not  always  filthy,  nor  "venal"  always  bad;  and  thi 
difference  between  "meritorious"  and  "meretricious"  etymologi 
cally  speaking,  is  not  as  great  as  you  might  suppose. 


Dirty  money 


By  Steele  Commager 


^H^t-AiK  number  or  words  hav- 
mfBl  ing  to  do  with  money  arc 
JUbihiu    m    bad    odoi  Win 
^^^^^^shnuld      "lucre,"  which 
m&Bk  means  simply  "money"  or 

"profits,"  occur  only  in  the  phrase 
"filthy  lucre"? 


Chaucer,  in  the  fourteenth  century, 
wrote  of  "Foul  usure,  and  lucre  of 
vileynye,"  and  the  word  "lucre" 
seems  never  to  have  recovered  its 
respectability.  Yet  its  Latin  root,  lu- 
crum ("gain,  profit")  was  morally 
neutral — the  businesslike  Romans 
felt  no  need  to  stigmatize  profits  as 
"filthy."  The  adjective  "lucrative" 
has  survived  better,  free  from  sinister 
overtones.  We  speak  of  "lucrative 
professions" — medicine,  business, 
law — in  accents  of  envy  rather  than 
disdain. 

"Venal"  has  suffered  a  more  gradu- 
al decline.  Venalis,  in  Latin,  meant 
simply  "for  sale,"  and  in  English,  up 
to  the  nineteenth  century,  "venal" 
could  be  used  of  merchandise.  "Ve- 

Steek  Commager  is  professor  of  Greek  and 
Latin  at  Columbia  Unii'ersity. 


nal  wares"  were  simply  wares  for 
sale,  and  the  related  word  "vendor" 
is  still  uninfected. 

But  today  "venal"  is  applied  only  to 
people,  and  implies  something  igno- 
ble, if  not  downright  illicit.  We  do  not 
call  a  house  that  is  for  sale  "venal." 
Instead,  we  reserve  the  word  for  peo- 
ple who  are  "up  for  sale,"  whether 
they  be  venal  politicians,  busi- 
nessmen or  policemen. 

Venal  officials  usually  amass 
their  filthy  lucre  by  taking 
bribes.  "Bribe"  comes  from  the 
Old  French  bribe,  which  meant 
"a  piece  of  bread,"  and  particu- 
larly a  piece  of  bread  that  was 
given  to  a  beggar.  The  word 
seems  to  have  changed  gradual- 
ly from  meaning  alms,  or  a  gift 
received,  into  meaning  a  gift 
that  is  illegitimately  accepted 
or  extorted.  By  the  time  of  Dr. 
Samuel  Johnson's  magis- 
terial Dictionary  (1755), 
the  modern  sense  of  the  word 
was  already  well  established: 
"Bribe:  a  reward  given  to  per- 
vert the  judgment  or  corrupt 
the  conduct." 

Politicians — witness  the  re- 
cent Abscam  trials — may  pro- 
vide the  most  ostentatious  ex- 
amples of  perverted  judgments 
and  corrupt  conduct.  But  they 
are  not  alone.  Even  the  church 
has  been  similarly  afflicted. 
The  ecclesiastical  term  for  giv- 
ing or  accepting  bribes  is  simo- 
ny, which  was  succinctly  defined  by 
an  early  (1303)  religious  tract  entitled 
Handlyng  Siune : 

Symone  ys,  as  men  telle, 
When  giftys  of  holy  cherche, 

men  selle. 
The  word  simony  comes  from  the 
name  of  Simon  Magus,  a  Samaritan 


sorcerer  of  the  first  century  a.d.  Hi 
attempted,  unwisely,  to  bribe  th| 
apostles  Peter  and  John  to  grant  hin 
certain  religious  powers,  especiall 
the  power  of  bestowing  the  Hoi 
Ghost.  "But  Peter  said  unto  him,  'Th 
money  perish  with  thee,  because  thoi 
hast  thought  that  the  gift  of  God  ma] 
be  purchased  with  money.' "  [Acts 
8.20.) 

Oddly  enough,  the  term  that  de 
scribes  complete  honesty  is  "simonl 
pure" — a  phrase  that  derives  from 
very  different  Simon.  Simon  Pure  wa 
the  name  of  the  hero  of  a  play  b] 
Suzanne  Centlivre,  A  Bold  Stroke  for  <\ 
Wife  (1718).  In  that  play,  Simon  Pure  i; 
impersonated  by  a  rival  who  has  th( 
equally  fitting  name  of  Fainal 
("Feign-all").  At  the  end,  the  real  Si 
mon  Pure  reveals  and  vindicates  him 
self,  and  disposes  of  his  all-feigninj 
rival. 


L 


There  are,  one  would  suppose,  some 
simon-pure  politicians  whose  mo- 
tives are  never  venal,  and  who  truly 
believe  that  man  does  not  live  by 
bread — or  bribes — alone.  But  the  im 
age  of  the  Corrupt  Governor  is  a  per 
sistent  one,  however  unjust. 

In  these  terms  Shakespeare's  Brutus 
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Coffee  from  Costa  Rica. . . 
Teddy  bears  to  Tacoma. . . 
and  other  "essentials"  of  your 
everyday  life  are  brought  to  you  via 
Transway's  international  network  of 
transportation  and  distribution  companies. 

Transway  stands  for  leadership  and  innovation 
in  Freight  Forwarding,  Marine  Transportation,  Trailer  Manufacturing 
and  Liquefied  Petroleum  Gas.  From  the  rail  "piggyback"  of  consumer 
goods  to  the  ship  transport  of  raw  materials,  from  producing  trailers  for 
perishables  and  commodities  to  the  marketing  of  LPG . . . 

Transway's  going  places  to  bring  you  products  that  serve  your  needs. 
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Transway  International  Corporation,  747  Third  Avenue,  New  York,  New  York  10017 


NYSE  symbol:  TNW 


Operating. 

instructionsrar 
%  the  most 
advanced  copier 
in  the  world. 


l.Push  a  button. 


•j 


Introducing  the  incredible  Xerox  8200  copier. 
Just  drop  a  stack  of  originals  (even  different  weights)  into  the 
automatic  document  handler.  Then. . . 
Push  a  button. 

And  the  8200  will  give  you  up  to  70  copies  per  minute.  Not  just  any 
copies.  But  XL-10  quality  copies.  With  blacker  blacks,  whiter  whites  and 
sharper  details  than  you've  ever  seen  before. 

Push  a  button. 

And  it  will  reduce  your  copies  98%,  74%  or  65%. 
Push  a  button. 

And  it  will  automatically  change  from  letter  to  legal  size  paper. 
Want  to  make  2-sided  copies— even  from  2-sided  originals?  You 
guessed  it.  You  just  push  a  button,  and  the  machine  will  show  you  how. 
And  now  for  the  best  part. 
Push  a  button. 

And  the  8200  will  deliver  sets  exactly  the  way  you  want  them: 
Uncollated.  Collated.  Or  collated  and  stapled.  Because  it  completes  one 
set  at  a  time,  you  can  take  out  the  first  sets  without  waiting  for  the  rest. 

Once  you  have  all  your  2-sided  XL-10  quality  copies  reduced, 
collated  and  neatly  stapled,  how  do  you 
clear  the  8200  for  the  next  person? 

You  don't  need  to  push  a  button. 
You  simply  walk  away.  And  in  30  seconds 
the  machine  will  be  ready  for  the  next  job. 

The  Xerox  8200.  It  does  just  about 

anything  you'd  ever  want  a  copier  to  do.      The  Xerox  8200  copier 

All  it  needs,  now  and  then,  is  a  little      VT  4rk  j™**1.**1^ 

'  XL  10  Imaging  Process. 

push. 

To  get  more  information  about  this  very  versatile  machine,  push 
these  buttons  on  your  telephone:  1-800-648-5600*  And  ask  for 
operator  656. 

XEROX 


ida,  call  1-800-992-5710,  operator  656. 


XEROX®  and  »200  an-  trademarks  of  XEROX  CORPORATION. 


rebukes  Cassius: 

Let  me  tell  you,  Cassius, 

you  yourself 
Are  much  eondemn'd  to  have 

an  itching  palm, 
To  sell  and  mart  your 

offiees  for  gold 
To  undeservers.  fulius  <  aesar  4.3.9  tt. 


Stem  stuff  from  Brutus,  "the  noblest 
Roman  of  them  all."  The  historical 
Brutus  might  not  have  taken  so  lofty  a 
tone.  After  all,  he  managed  to  collect 
48%  annual  interest  from  the  unfortu- 
nate inhabitants  of  Cyprus — not  bad 
for  vigorish. 

An  "itching  palm"  may  be  the  old- 
est and  commonest  of  diseases.  And 
if  one  must,  in  the  course  of  busi- 
ness, salve  an  itching  palm  by  cross- 
ing it  with  silver,  where  does  one 
find  the  emollient,  or  emolument; 
Preferably  from  some  source  that 
will  not  show  up  in  a  tax  audit: 
Bribery  is  not  a  legitimate  expense. 
To  provide  for  such  irregular  expen- 
ditures, corporations  and  political 
parties  have  been  known  to  main- 
tain what  was  commonly  known  as 
a  "slush  fund." 

An  unlovely  term,  "slush  fund." 
It  probably  conjures  up  the  image 
of  mingled  snow,  sleet  and  mud — 
dirty  money  indeed.  Yet  the 
term's  origin  is  quite  different, 
though  hardly  more  edifying. 
"Slush,"  in  the  eighteenth  cen- 
tury, was  also  a  word  meaning 
"cooking  grease."  It  referred  par- 
ticularly to  the  grease  that  was 
accumulated  on  board  ship  during 
a  long  voyage.  Such  grease,  or 
"slush,"  was  a  valuable  commod- 
ity, and  not  to  be  thrown  away. 
Instead  it  was  saved,  and  auc- 
tioned off  when  the  ship  put  into 
port.  The  money  raised  from  its  sale 
was  then  put  into  a  "slush  fund,"  a 
common  pool  that  could  later  be  used 
to  purchase  off-the-budget  items  for 
the  crew. 

Now,  by  an  easy  extension,  a 
"slush  fund"  is  any  money  set  aside 
that  does  not  have  to  be  officially 


accounted  for.  A  perfect  source  to  dip 
into  for  such  unpleasant  necessities 
as  bribes  to  venal  officials.  Appropri- 
ately enough,  "bribery"  used  to  be 
jocularly  defined  as  "greasing  the 
wheels  of  progress."  How  fitting, 
then,  that  the  source  of  such  bribe 
money  should  be  a  "grease  fund,"  or 
"slush  fund."  (Why,  in  passing, 
are  so  many  words  beginning 
with  an  .s///-  sound  unpleasant 
in  meaning?  Slug,  slurp,  slum, 
slut,  slumgullion,  slovenly, 
sludge,  slur,  and  so  forth?) 

There  may  be  venal  individ- 
uals in  politics,  business,  the 
church  or  wherever;  but  they 
are,  presumably,  exceptions. 
Some  occupations,  however, 
are  venal  by  nature,  such  as 
prostitution.  Lord  Chesterfield, 
I  think,  in  warning  his 
son  against  prostitutes, 
properly  saved  his  last 
words  for  the  financial  aspect: 
"The  pleasure  is  fleeting,  the 
posture  ridiculous,  and  the  ex- 
pense damnable." 

The  very  word  "prostitute" 
implies  venality.  It  derives 
from  the  Latin  pro,  "in  front 
of,"  plus  statuo,  "to  place  (for 
sale)."  In  Rome,  prostitutes 
generally  "placed  themselves 
forward  for  sale"  from  arched 
doorways,  which  were  called 
fomices.  And  hence  the  sturdy 
English  word  "fornicate,"  which  the 
tract  Handlyng  Sinne  disingenuously 
defines  as  "when  two  unwedded  have 
misdoing." 

The  usual  Latin  word  for  prostitute 
was meretrix .  "Meretricious,"  the  En- 
glish adjective  derived  from  it,  has 
today  only  a  shadow  of  its  original 


meaning.  It  now  means  something 
like  "showily  alluring,"  with  the  sec- 
ondary sense  of  "lacking  in  sub- 
stance." Politicians  often  accuse  each 
other  of  using  "meretricious  argu- 
ments," probably  with  no  notion  that 
they  are  stigmatizing  their  opponents 
as  streetwalkers — alluring,  but  insin- 


cere and  venal.  But  in  earlier  Enghsr 
the  root  meaning  of  "meretricious' 
was  evident.  Thus,  Sir  Francis  Bacon 
Shakespeare's  contemporary,  coulc 
write:  "The  delight  in  meretricious 
Embracements  (where  Sinne  is  turnec 
into  Art)  maketh  Marriage  a  Dulj 
Thing." 

When  a  present-day  meretrix,  01 
prostitute,  turns  Sinne  into  Art,  she  i; 
likely  to  call  it,  less  elegantly,  "turn 
ing  a  trick."  Which  makes  her  guilty 
of — among  other  things — perpetuat 
ing  a  bad  pun.  The  word  "trick,"  in 
the  sense  of  a  sexual  service,  goeq 
back  to  the  16th  century,  when  were 
trix  was  etymologized  as  though  it 
meant  "merry  tricks" — "a  kind 
hearted  woman,  and  full  of  meretrix, 
ha,  ha,  ha"  (1573). 

The  Latin  word  meretrix  has,  in 


fact,  a  far  more  sober  and  less  merry 
etymology.  Some  ten  years  ago,  one 
of  the  more  ardent  feminists  pro- 
claimed that  a  prostitute  was  the 
most  honest  of  women:  She  gave  a 
day's  work  for  a  day's  pay.  No  pre- 
tense was  involved — in  economic 
terms,  she  was  simon-pure. 

That  argument  is  not  merely 
"showily  alluring,"  or  meretri 
cious.  It  has  a  certain  etymological 
justice.  For  meretrix  derives  from 
the  Latin  verb  mereo,  "to  serve  for 
pay,  to  earn,  to  deserve."  From 
mereo  came  not  only  the  pejorative 
meretrix,  but  also  the  Latin  meritus, 
"deserving,  deserved."  And  from 
meritus  came  the  eminently  re- 
spectable English  words  "merit, 
meritorious,  emeritus." 

Professors,  ambassadors  and  oth- 
er such  dignitaries  are  honored 
upon  retirement  by  the  title 
"emeritus"  (Latin  e ,  "from,"  plus 
meritus).  Such  worthies  have  won  the 
title  of  emeritus  because  of  their  de- 
serving, or  meritorious,  service.  The 
term  emeritus  (or,  in  the  feminine, 
ementa)  does  not  seem  to  be  much 
used  of  retired  prostitutes,  meretrices. 
Yet  who,  etymologically,  could  lay  a 
better  claim  to  it?  ■ 
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Who  has  the  capability 

to  transmit  your  information 

with  99.99999%  accuracy? 


American  Sate! Site. We're  a 
system  you  can  relay  on. 


eliability.  If  a  business  communi- 
ations  system  doesn't  have  it, 
II  the  other  advantages  are 
leaningless.  Our  American 
atellite  system  can  offer  you  the 
nd  of  accuracy  that  generates 
~ily  one  error  in  every  10  million 
its  of  information. 
Accuracy  is  only  one  aspect  of  the  American 
atellite  story.  Flexibility  is  another.  We  can  tailor  a 
atellite  communications  system  to  your  specific 
9eds  for  voice,  data  and  image.  And  as  your 
3.eds  change,  our  system  can  change  right 
ong  with  them.  Servicing  is  easy  due  to  our 
ssign,  and  so  is  the  incorporation 


can  Satellite  Company  is  a  joint  venture 

en  Continental  Telephone  and  Fairchild  Industries 


of  new  technology. 

American  Satellite  has  pio- 
neered many  advances  in  the 
communications  field,  but  we 
never  lose  sight  of  the  basic  fact 
that  a  system  is  only  as  good 
as  it  is  accurate.  And  we're 
99.99999%  sure  that  we're  the 
best.  For  more  information  write  to:  American 
Satellite  Company,  1801C4  Research  Boulevard, 
Rockville,  Maryland  20850.  Or  call 
(301)  251-8300. 

AMERICAN 
SATELLITE 
COMPANY 

Between  heaven  and  earth 
there's  little  we  can't  do. 


Chromalloy  American  used  to  be  a  crazy- 
quilt  conglomerate.  Now  it  has  new  man- 
agement—  and  Sun  Chemical,  an  ardent 
hut  hardly  welcome  suitor. 


Psst:  white  knight 
wanted 


ping.  While  the  Dow  industrials  fell 
roughly  12%  from  the  June  peak  by 
the  end  of  August,  Chromalloy  de- 
clined 20%,  closing  below  22.  Inves- 
tors are  beginning  to  believe  Sun's 
claim  that  it  wants  no  more  than  the 
34%  stake  it  now  has  in  Chromalloy. 

But  Nykiel,  a  salty  63-year-old  who 
came  to  Chromalloy  as  a  financial 
man  when  it  bought  Valley  Barge  Line 
in  1968,  sees  things  a  little  differently. 


By  Jeff  Blyskal 


F|  rank  Nykiel  is  probably  like  a 
lot  of  chief  executives  these 
days.  When  he  looks  at  Chrom- 
alloy American  Corp.,  the  $1.5  bil- 
lion-a-year  (sales)  company  he  runs, 
he  already  has  a  selling  price  figured 
out.  Anything  between  $750  million 
and  $1.1  billion  might  buy  the  St. 
Louis-based  conglomerate.  "I  used  to 
think  that  was  big  money," 
he  says,  "but  after  Conoco, 
it's  chicken  feed." 

That's  the  kind  of  price  to 
give  Nykiel  the  shakes — es- 
pecially since  there's  already 
a  fox  in  the  henhouse.  Since 
1978,  New  York's  Sun 
Chemical  Corp.,  a  $500  mil- 
lion-a-year  ink-and-pigment- 
maker,  has  been  buying 
Chromalloy  stock  bit  by  bit. 
Sun  now  holds  34%  of  the 
company,  and  last  year  its 
chairman,  Norman  Alex- 
ander, got  himself  elected 
chairman  of  Chromalloy  too. 
The  fox  is  not  only  in  the 
chicken  coop,  he  may  be  out 
to  rule  the  roost. 

Chromalloy,  of  course,  has 
been  takeover  material  since 
1978.  That's  when  the  com- 
pany began  picking  through 
its  attic  of  160  diyerse  sub- 
sidiaries so  it  could  throw 
out  the  junk  and  concentrate 
on  three  or  four  strong  core 
businesses.  Somewhat  tenta- 
tively, Wall  Street  started  fol- 
lowing the  action,  and 
Chromalloy's  shares  began  to 
move  from  near  15  to  an  11- 
year  high  of  28  lA. 

Then,  in  June,  when  the 
market  was  still  heading  up, 
Chromalloy  stock  began  slip- 


2? 


He  believes  an  acquisition — wheth 
by  Sun  or  someone  else — is  inevitabl 
and  he  is  clearly  working  to  poll 
Chromalloy's  assets.  "We  knew  bac 
in  1978  that  we  were  making  a  dam 
sight  better  company  for  the  takeov 
men,"  he  says.  "And  the  better  v 
make  this  company,  the  more  attra 
tive  a  target  we  get  to  be." 

To  understand  why,  some  history 
in  order.  Chromalloy's  first  claim  t  " 
fame  was  a  metals-coating  process  th 
extended  the  life  of  jet  engine  bladt  is 
tenfold,  but  the  company  entered  th  i 
Sixties  on  a  dream.  Its  late  founder  an 
chairman,  Joseph  Friedman,  yearned  ( 
run  a  billion-dollar  conglomerate.  h\ 
collected  scores  of  companies — bulle 
resistant-glass  makers,  pharmaceut 
cal  concerns,  men's  wear  manufactu  I 
ers  and  retailers,  barge  lines,  oilfiel 
service  outfits,  hotels,  even  photogrj 
phy  studios — the  way  kids  collect  bass 
ball  cards.  But  card  collectors  tend 
have  some  method  to  their  manu 
specializing  in  the  home  team  or  la' 
year's  pennant  winner.  Papa  Joe,  as  h 
was  known,  didn't. 

That  propensity  to  buy  everythin 
and  almost  never  sell  was  only  part  c  12s 
the  problem.  By  the  time  Nykiel  ton 
over  as  chief  financial  officer  in  197{ 
Chromalloy's  finances  weij 
in  chaos.  Says  Nykie 
"Friedman  was  looking 
earnings  per  share  rathe 
than  the  balance  sheet.  W  i\ 
were  borrowing  money 
pay  our  dividends."  Adds  E> 
ecutive  Vice  Presider] 
Thomas  Monroe:  "Then 
were  literally  2  or  3  business 
es  supporting  another  10 
with  their  earnings,  cas 
flow  and  financial  strength 
Nykiel  managed  to  pei 
suade  Friedman  to  sloM 
down  the  buying  spree  an 
also  borrowed  $120  millioi 
of  25-year,  9%  loans  to  pa 
oft  the  expensive  short-terri 
debt.  But  no  one  could  ge 
Friedman  to  divest,  and  a 
those  mismatched  compa 
nies  grating  against  each  oth 
er  crippled  earnings  growth 
Meanwhile,  Chromalloy 
stock  skidded  from  a  196' 
high  of  44  to  just  under  8 
where  it  bottomed  out 
1974.  Then,  three  years  later 
71 -year-old  Papa  Joe  died. 

His     successor,  Wesl 
Barta,  wasted  no  time  undo 
ing  Friedman's  handiwork 
The  first  companies  to 


Chromalloy  American  Chief  Executive  Frank  Nykiel 
"Making  a  better  company  for  the  takeover  men. 


were  the  outright 
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xt  to  go.  Explains  Monroe:  "It 
Duld  have  taken  hundreds  of  mil- 
>ns  of  dollars  for  us  to  be  a  signifi- 
nt  force  in  drugs." 
In  all,  50  companies  were  sold  and 
to  15  more  are  currently  on  the 
3ck.  With  $200  million  in  proceeds, 
iromalloy  eliminated  its  floating- 
te  debt. 

Now  the  emphasis  is  primarily  on 
ree  areas:  the  lucrative  jet  engine 
atings,  remanufacture  and  repair 
isiness;  transportation,  where  the 
ilk  of  $90  million  in  1981  capital 
penditures  will  go  toward  beefing 

1  the  grain  and  coal  barge  fleets;  and 
e  recently  reorganized  petroleum 
rvices  group.  Together  these  three 
mients  account  for  57%  of  Chrom- 
oy  sales  and  76%  of  profits. 

But  as  Nykiel  knows,  the  improve- 
ents  at  Chromalloy  have  brought 
it  predators.  Barring  the  interven- 
m  of  any  friendly  white  knight,  Sun 
lemical  is  the  only  buyer  in  sight, 
lairman  Alexander,  a  scrappy  New 
>rk  native  who  owns  33%  of  Sun's 
sck,  is  an  old  hand  at  takeovers, 
ough  his  track  record  is  mixed.  He 
s  tried  and  failed  to  buy  Chemetron 
)rp.  and  Twentieth  Century-Fox, 
ough  he  successfully  snared  Stan- 
rd  Kollsman  Industries.  But  Herz- 
[d  &  Stern  analyst  David  Bell  thinks 
m  will  eventually  buy  out  Chromal- 
y.  "He's  doing  it  the  proper  way," 
ys  Bell,  "not  playing  up  the  stock 
.d  paying  35  or  40  a  share." 
In  fact,  Sun  has  paid  an  average  of 
dy  22 lA  per  share,  7%  below  book 
it  much  less  than  the  $40  to  $55 
ykiel  thinks  his  company  is  worth. 

2  joined  Chromalloy  management 
the  first  place  to  save  his  120,000- 

are  holding — so  he  does  not  intend 
give  the  business  away.  After  all, 

ykiel  and  Barta  were  the  ones  who 
i  the  fight  to  keep  Sun  and  Alex- 
ider  from  gaining  control.  Beyond 
at,  as  Monroe  points  out,  Chromal- 
y  has  its  lawyers  on  call  "at  a  mo- 
ent's  notice,"  should  someone  at- 
mpt  a  buyout. 

And  when  might  that  be?  Alex- 
ider  claims  Sun's  34%  interest  in 
tiromailoy  is  simply  an  investment, 
it  there's  always  his  old  urge  to  con- 
□merate.  Maybe  Alexander  is  wor- 
id  about  the  troubles  in  Sun's  ink- 
id-pigment  business,  where  margins 
ive  slipped.  He  also  might  be  think- 
g  about  selling  assets. 
Whatever  his  motive,  however, 
iexander  refuses  comment.  When 
essed  about  the  prospect  of  a  Sun 
id  Chromalloy  combination,  he  ad- 
its only  to  "all  kinds  of  dreams — but 
)t  the  types  of  things  to  put  into  a 
agazine  article."  ■ 
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TAKE  ORDERS 
WITHOUT 


TAKERS 


Hook  your  phone  lines  into  a  Periphonics  system,  and  your  local 
managers  can  report  on  sales  without  talking  to  an  operator. 
Your  field  sales  force  can  call  in  orders  without  order  takers. 
Your  customers  can  place  and  find  out  about  orders,  without 
talking  to  a  customer  service  representative. 

And,  they  can  do  it  all  without  sophisticated  and  expensive 
computer  terminals. 

Periphonics  proven  communica- 
tions technology,  along  with  our 
ability  to  make  computers  talk, 
lets  you  communicatewith  people 
around  the  country,  without  hav- 
ing a  staff  of  operators  "standing 
by". The  caller  can  use  any  push- 
button telephone,  and  our  system 
can  be  programmed  to  handle 
just  about  any  series  of  trans- 
actions you  can  imagine.  We  can 
transfer  to  an  agent  for  more  de- 
tailed or  difficult  calls,  and  even 
deliver  a  pre-set  sales  message. 

Periphonics  T-COMM®  systems 
are  in  use  today  from  Toledo  to 
Tokyo.  They're  taking  auto  parts 
orders,  transferring  bank  de- 
posits, and  reporting  on  local 
sales  volume.  Periphonics  built- 
in  quality  makes  them  depend- 
able. Periphonics  national  staff  of 
ti\  trained  service  engineers  keeps 
|  them  working.  And,  Periphonics 
||  no-nonsense  approach  to  that 
$  mythical  world  of  "software" 
j|  makes  them  easily  adaptable  to 
H:  just  about  any  computer  system 
I  you  might  have  in-place  today. 

H  Periphonics  .  .  .  letting  your 
/'  imagination  work. 


Periphonics 


An  Affiliate  of  EJfcON  Corporation, 

World  Headquarters:  4000  Veterans  Memorial  Highway. 

Bohemia,  NY  11716   (516)467-0500  TWX  51022b/310 

®  Registered  Trademarks  of  Periphonics  Corporation. 
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ALLEGHENY  INTERNATIONAL 

SPECIAL  SKILLS  FOR  SPECIAL  NEEDS. 


U.S.  Air  Force  SR-71  is  the 
Id's  fastest,  highest-flying 
Auction  plane. It's  made  almost 
rely  of  titanium  — an  excep- 
ally  strong,  lightweight 
heat-resistant 
□I  that  allows 
travel  at  speeds^ 
<cess  of  Mach  III, 
at  altitudes 
-80,000  feet. 

This  pressure  vessel,  used 
in  aircraft  systems,  contains 
fire  suppressing  gas  that  can 

snuff  out  a  fire  in  seconds. 

ok  the  special  skills  of 
gheny  International  to  meet 
special  needs  of  this  remark- 
:  plane.  Our  experience  in  the 
slopmentand  manufacture  of 
lium  and  other  special  metals 
,  essential  in  the  development 
le  SR-71.  The  metals  we  make 
are  also  needed  for  critical 
^  elements  in  jet  engines, 
"   spacecraft  and  missiles. 


Providing  special  metals  is  one 
way  Allegheny  International  is 
meeting  the  special  needs  of 
aerospace  and  defense.We're 
also  one  of  the  leading  sup- 
pliers of  fire  suppression 
systems  for  use  in  civilian 
and  military  aircraft, 
NATO  armored  vehicles 
and  ships  of  virtually  every 
description.  These  sys- 
tems react  fast— some  within 
milliseconds— to  save  lives  and 
protect  property. 
At  Allegheny  Inter- 
national, we're  also 
using  our  special 
skills  in  electronics 
to  develop 
sophisticated 
components 
for  satellites 
and  other  spacecraft.  In  fact, 
more  than  300  electronic 
components,  all  manufactured 
by  Allegheny  International,  were 
used  in  the  Space  Shuttle. 


We  believe  that  matching  special 
skills  to  meet  special  needs  is  the 
means  for  our  future  growth. 
And,  at  Allegheny  International, 
we're  applying  our  special  skills 
in  growth  markets  the  world 
over- in       consumer  products, 
health    M  care, food  pro- 
cessing,  M  transportation. 
That's      %  what  makes 
Allegheny  M  International  so 
special,  if    M  you'd  like  to 
know  more  «L  about  Allegheny 
nternational,m  write  to  us  at 

Box  456  L,  Two 
More  than  300  M     Ol  iver  Plaza, 
electronic       OA  Pittsburgh, 

components       ■    pA  -,  coon 
were  produced 
by  Allegheny 
International 
for  use  in  the 
Space  Shuttle 
program. 
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another  view  of  a  chemical  company.  Sequence  13 


Masako  Seki,  housewife,  talks  about  her  husband  Masamori,  Section  Manager  or  the  Planning  &  Development  Department  c 
Henkel  (Japan)  Ltd. 

"Masamori  likes  to  call  Henkel  a  typica 
Japanese  company4."  | 


8  'When  companies  from  outsidejapan  set 
up  or  acquire  companies  in  Japan',  says 
Masamori,  'they  often  run  them  as  they 
run  their  own  companies  at  home'. 
So,  Masamori  was  particularly  surprised  by 
Henkel's  style  following  the  acquisition 
in  1979  of  the  company  he  was  with. 
'The  only  thing  that  changed  was  the 
company's  nameplate',  says  Masamori. 
For  him,  this  was  not  only  amazing,  but 
comforting  as  well. 

You  see,  for  us  a  company  is  very  much 
like  a  second  family.  Mostjapanese  would 
prefer  to  work  for  the  same  company  all 
of  their  lives,  and  Masamori  was  no 
exception.  He  joined  the  company  after 
graduating  in  chemistry,  16  years  ago. 
Then  in  1979  we  suddenly  heard  that 
Henkel  was  coming.  What  was  to  stop 
them  from  running  the  company  the  way 
companies  are  run  in  Germany? 
Nothing  of  the  sort  happened.  Things 
vent  on  in  a  very  Japanese  way  -  supple- 


mented by  the  experience  of  this  large 
German  company. 

This  is  the  way  I  see  it.  I  like  the  manner  in 
which  Henkel  allowsjapanese  things  to 
stayjapanese.  The  way  they  respect  our 
national  characteristics.  Masamori  says 
that  this  in  turn  has  earned  them  the 
respect  of  all  of  his  fellow  employees. 
And  it  has  had  an  influence  on  how  I  feel 
towards  Germany.  It  has  aroused  my 
curiosity,  and  I  would  like  to  find  out  more 
and  maybe  even  visit  the  country. 
Masamori  loves  mountaineering  and 
going  on  mountain  tours  in  his  spare  time, 
and  sometimes  I  join  him.  One  of  our 
dreams  is  one  day  to  climb  the  Bavarian 

Alps.  I'd  very  much  like  to  get 
to  know  the  country  with 
the  ideas  and  products 
Masamori  is  always  telling 
me  about." 


Henkel  (Japan)  Ltd.,  Osaka,  with  a  sales| 
office  in  Tokyo,  is  one  of  more  than 
100  companies  of  the  Henkel  Group, 
situated  in  more  than  40  countries. 
Worldwide  sales  1980  =  7.6  billion  DMj 
33,000  employees.  Headquarters 
Dusseldorf,  Federal  Republic  of 
Germany.  Product  range  includes 
laundry  products,  household  cleaners, 
cosmetics,  adhesives,  industrial 
cleaners,  oleochemicals,  auxiliary 
products  for  textile  and  leather 
industries.  Over  8,000  products  for  . 
all  walks  of  life. 


My  husband  Masamori 


Chemistry  working  for  you. 


The  Money  Men 


or  years  Meyer  Melnikoff  has  been  telling 
ension  funds  that  they  should  be  buying 
?al  estate.  Now  they  believe  him. 

The  Pru  bails  out 
the  developers 


By  Eamonn  Fingleton 

Without  us  the  real  estate 
world  might  be  in  great  disar- 
ray," says  Meyer  Melnikoff, 
e  soon-to-retire  senior  vice  presi- 
•nt  for  group  pensions  at  the  Pruden- 
il  Insurance  Co.  of  America.  "Some 
velopers  might  have  collapsed  if  the 
nsion  industry  were  not  around  to 
ke  property  off  their  hands." 
Melnikoff  is  not  exaggerating.  Pen- 
an funds  have  been  moving  into  real 
tate  at  an  unprecedented  rate  over 


the  last  few  months — and  in  so  doing 
have  provided  an  escape  hatch  in  the 
nick  of  time  for  a  lot  of  highly  lever- 
aged developers.  All  told,  pension 
funds  will  probably  pour  more  than  $3 
billion  into  real  estate  this  year. 
That's  twice  as  much  as  last  year. 
Prudential  alone  may  account  for 
about  half  of  that  through  its  Proper- 
ty Investment  Separate  Account 
(PRISA),  an  investment  vehicle  that 
Melnikoff  launched  1 1  years  ago  for 
pension  funds.  In  the  last  three 
months  (to  Sept.  30),  PRISA  has  in- 


vested $1  billion,  increasing  the  size 
of  its  portfolio  by  nearly  one-third.  To 
put  that  in  perspective,  PRISA's  pre- 
vious record  quarterly  investment 
was  a  mere  $280  million. 

Before  PRISA,  pension  investment 
in  real  estate  was  unheard  of.  The 
closest  that  pension  funds  got  to 
bricks  and  mortar  was  in  providing 
long-term  mortgages  to  dev*.  lopers. 
But  increasingly,  pension  funds  began 
listening  to  Melnikoff,  a  courteous  63- 
year-old  actuary  whose  19th-floor 
window  in  the  Pru's  Newark  head- 
quarters ironically  affords  a  panorama 
of  some  of  America's  least  appetizing 
real  estate.  Now  dozens  of  insurance 
companies,  anxious  for  pension  fund 
business,  are  nreaching  the  virtues  of 
real  estate  as  an  investment. 

The  sudden  splurge  in  the  last  three 
months  was  triggered  largely  by  high 
interest  rates.  Says  Melnikoff: 
"There's  a  lot  of  real  estate  around 
and  there  has  been  no  permanent  fi- 
nancing. Each  month  that  goes  by 
with  somebody  paying  P/2%  or  2% 
per  month  on  the  borrowing  eats  very 
much  into  the  attractiveness  of  the 
arrangement  for  him." 

Developers  who  had  been  waiting 
stoically  for  a  break  in  interest  rates 
to  pick  up  cheap  long-term  finance 
finally  cracked  over  the  summer.  And 
they  all  headed  for  the  exit  together. 
Once-proud  corporate  giants  like  Pan 
Am  and  Chrysler  have  also  been  get- 
ting into  the  real  estate  selling  act, 
because  the  traditional  fundraising 
routes,  including  selling  equity  or 
bonds,  became  virtually  impossible 
for  chem. 

Suddenly  there  was  a  cornucopia  of 
interesting  properties  on  the  market. 
It  was  the  opportunity  that  Melnikoff 
and  his  pension  clients  had  been  wait- 
ing for. 

"All  of  our  clients  had  wanted  to 
invest  much  more  in  property  than 
they  were  able  to  realize,"  Melnikoff 
recalls.  "In  fact,  in  the  previous  20 
quarters  we  had  to  turn  away  money 
in  10  of  them.  We  only  accept  money 
when  we  know  that  we  can  invest  it 
in  the  fairly  short-term  future  in  spe- 
cific properties." 

It's  been  worth  waiting.  Melnikoff 
reckons  PRISA's  current  income 
works  out  to  a  juicy  8%  on  invest- 
ment even  after  the  Pru  has  helped 
itself  to  its  l'/4%  management  fee.  He 
points  out  that  similar  portfolios  in 
Britain,  where  pension  investment  in 
real  estate  has  always  been  big,  yield 
around  5%. 

He  feels  that,  in  the  long  run,  real 
estate  provides  at  least  as  good  a 
chance  for  capital  growth  as  do  com- 
mon stocks. 


udential's  Meyer  Melnikoff 

wing  the  real  estate  world  from  disarray. 
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Want  to  see  kids  get  A's  for  attitude 
as  well  as  aptitude? 


Borg-Wamer's  SystemSO "  teaching  program  is  so  effective  that  it  not  only  increases  a  student's  j 
skill  in  reading  and  math,  but  improves  his  confidence,  concentration  and  self-image.  That's  P*  >rg-Wamer  BORjy^WARNEB 
today.  And  there's  more  to  come.  In  eight  major  markets,  Borg-Warner  is  a  company  to  watch. 


Watch 
Borg-Warner 

For  an  annual  report  write:  Borg- Warner,  Dept.  50,  200  South  Michigan  Avenue.  Chicago,  Illinois  60604 

System*i0'  is  a  registered  trademark  of  Borg-Warner  Corp. 


The  Money  Men 

Melnikoff  caught  the  real  estate  bug 
1  1969,  when  he  studied  the  different 
erformances  of  various  types  of  in- 
estments.  "I  realized  that  stocks  and 
onds  do  not  provide  a  hedge  against 
ach  other  but  rather  tend  to  move  up 
rid  down  together,"  he  recalls.  "I  was 
□ncerned  to  find  another  investment 
ledium  that  would  have  at  least  a 
ifferent  cycle.  It  occurred  to  me  that 
roperty  might  be  more  stable,  par- 
cularly  in  the  face  of  inflation,  be- 
ause  as  the  cost  of  building  rises, 
:nts  follow.  When  interest  rates  go 
p,  reflecting  inflation,  that  puts  up 
le  cost  of  building,  and  the  rent  on 
Id  properties  goes  up.  Whereas  in 
tocks  and  bonds  the  effect  of  infla- 
on  and  higher  interest  rates  is  to 
:ad  to  a  drop  in  their  values." 

But  what  happens  if  we  move  away 
om  a  world  in  which  new  yearly 
emand  keeps  rents  rising  along  with 
uilding  costs?  What  if  in  a  decade  or 


By  James  Cook 

W-  e're  just  a  little  country 
slaughterhouse  in  southwest- 
ern Kansas,"  says  John  Jacob- 
m  Sr.,  the  70-year-old  chairman  and 
bief  executive  of  Worcester,  Mass.' 
lie  Wild  Foods.  "Iowa  Beef  makes 
lore  money.  They  kill  more  cattle, 
ley  do  a  good  job.  But  we  didn't  want 
)  be  the  biggest.  We  just  wanted  to  be 
ie  best.  And  that's  what  we  are." 
If  Jacobson  isn't  quite  in  a  class  by 
imself,  he's  so  close  it  scarcely  mat- 
;rs.  The  fact  is,  Idle  Wild's  National 
eef  Packing  subsidiary  is  the  only 
lajor  company  able  to  stand  on  its 
wn  feet  and  consistently  give  Iowa 
eef  as  good  as  it  gets.  Swift  couldn't 


two  we  are  all  working  from  micro- 
chip-filled home  offices  in  the  coun- 
try— won't  today's  exorbitantly 
priced  downtown  office  space  be 
turned  into  warehousing? 

Melnikoff  gives  the  electronic  cot- 
tage short  shrift.  "A  lot  of  people  are 
not  really  amenable  to  working  at 
home,"  he  says.  "The  socialization  of 
the  work  place  is  important.  Man's  a 
gregarious  animal  and  wants  to  be 
near  commerce  and  shopping  and  a 
lot  of  other  attractions." 

At  the  moment  Melnikoff  is  recom- 
mending that  corporate  clients  put  as 
much  as  one-third  of  their  pension 
money  into  real  estate,  as  opposed  to 
a  typical  Pru-managed  fund  of  about 
5%  a  few  years  ago.  "We  limit  it  to  a 
third,"  he  explains,  "because  we 
think  it  would  be  unwise  for  a  pension 
plan  to  have  too  large  a  proportion  of 
its  assets  in  what  could  be  illiquid 
form.  There  may  be  times  when  a 
fund  may  have  to  raise  cash  fairly 
rapidly  because  of  corporate  changes." 

Not  all  money  men  are  in  agree- 


do  it.  Neither  could  Armour,  nor  Mon- 
fort  of  Colorado,  nor  even  MBPXL,  at 
least  not  in  the  days  before  it  was 
taken  over  by  Cargill.  "They're  very 
shrewd  and  capable  people,"  says  one 
competitor.  "They  run  a  good  show." 

Iowa  Beef  is  a  lot  bigger,  of  course, 
faster  growing,  more  aggressive. 
Though  both  companies  started  in  the 
beef  business  around  the  same  time, 
Idle  Wild  Foods  earned  $6.3  million 
last  year  on  $604  million  in  sales,  vs. 
$53  million  for  Iowa  Beef  Processors 
on  $4.6  billion  in  sales.  But  look  at  the 
1981  Forbes  yardsticks:  Idle  Wild 
Foods  ranks  just  behind  Iowa  Beef  in 
return  on  equity  (20.3%  to  20.9%), 
virtually  dead-even  in  return  on  sales 
(1%),  and  even  tops  Iowa  Beef  in  re- 


ment  with  Melnikoff,  of  course.  Man- 
agers of  pension  money  such  as  Bank- 
ers Trust,  Mellon  Bank  and  the  Hous- 
ton-based investment  wizard  Fayez 
Sarofim  have  hardly  ventured  into 
real  estate  at  all.  Normally,  it  is  lack  of 
expertise  that  is  the  main  restraining 
factor.  Sarofim  probably  speaks  for 
many  when  he  says:  "We  are  not 
against  real  estate.  But  there  are  just 
so  many  hours  in  the  day  when  we 
can  study  investments,  and  we  don't 
have  time." 

So  far  Melnikoff's  clients  have  had 
nothing  to  complain  about.  He  hands 
out  sheafs  of  graphs  showing  how 
smoothly  and  effortlessly  an  invest- 
ment in  PRISA  has  grown  over  the 
years.  The  clincher:  At  PRISA  you 
would  have  doubled  your  money  since 
1977.  Compare  that  with  the  stock 
market,  where  even  before  the  August 
shakeout  an  investor  in  a  typical  port- 
folio of  stocks  would  have  shown  a 
gain  of  only  about  50%.  And  if  you 
invested  in  bonds  you  would  probably 
be  showing  a  loss.  ■ 


turn  on  total  capital — with  16.3%  to 
Iowa  Beef's  16%. 

A  New  Englander  born  and  bred, 
John  Jacobson  would  strike  anyone 
these  days  as  a  Midwesterner.  A  tall 
man  with  an  easygoing  manner,  he 
hides  his  Massachusetts  speech  under 
a  Kansas  drawl,  just  as  he  often  hides 
his  thinning  gray  hair  under  a  10- 
gallon  hat. 

But  the  New  England  roots  run 
deep.  The  company  dates  back  to 
1905,  when  John  Jacobson 's  father, 
Max,  took  over  a  slaughterhouse  in 
Worcester.  For  decades  thereafter  the 
packinghouse  and  a  series  of  related 
businesses  were  run  by  him  and  five 
of  his  sons.  Each  brother  handled  a 
different  phase  of  the  business — fi- 
nance, cold-storage  warehousing, 
meat  distribution,  importing — but  the 
parts  nonetheless  functioned  as  a 
whole.  "We  were  all  helping  hands," 
John  Jacobson  says.  "We  worked  to- 
gether, shared  alike  and  always  got 
along  very  well.  We  never  knew  what 
a  Saturday  off  was." 

The  various  family  businesses  were 
merged  in  1974  as  Idle  Wild  Foods,  a 
public  company  still  80%  family- 
owned,  and  John  Jacobson  is  the  only 
brother  still  with  the  company.  But 
the  family  influence  remains.  The 
company  is  divided  into  two  divi- 
sions, east  and  west,  because  that's 
where  the  family  members  live.  In 
Kansas,  John  Jacobson  oversees  Na- 
tional Beef,  the  company's  largest  and 
most  profitable  unit,  and  his  son,  John 
Jr.,  a  onetime  rodeo  cowboy,  heads  up 


bu  don't  have  to  be  a  giant  to  survive  in 
be  beef-packing  business,  just  look  at pros- 
ering  Idle  Wild  Foods. 

Nothing  but 
the  best 
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the  company's  common  carrier  truck- 
ing operation,  National  Carriers.  At 
the  company's  Worcester  headquar- 
ters, one  nephew  heads  up  the  eastern 
division  as  both  president  and  treasur- 
er, while  various  other  nephews — 
three  altogether — handle  sales  in  Bos- 
ton and  New  York  and  the  company's 
institutional  frozen  foods  operation. 

Jacobson  went  public,  he  says,  be- 
cause the  family  wanted  to  provide 
incentives  for  its  employees,  just  as 
Iowa  Beef  had.  But  compared  with 
Iowa  Beef,  Idle  Wild  has  gone  no- 
where in  the  market.  Even  before  the 


tender  offer  by  Occidental  Petroleum 
sent  its  stock  soaring,  Iowa  Beef  was 
selling  at  10  times  earnings,  rs.  rough- 
ly 4  for  Idle  Wild.  In  five  years  Iowa 
Beef's  market  price  had  roughly  quad- 
rupled, while  Idle  Wild's  did  little 
more  than  double.  So  there's,  a  lot  of 
potential. 

John  Jacobson  took  the  company 
west  in  the  early  Sixties,  when  a  Kan- 
sas City  meat-packing  plant  in  which 
the  family  had  an  interest  went  bank- 
rupt. John  facobson's  idea  was  to  put 
the  plant  back  on  its  feet,  sell  it  and 
get  out.  As  it  turned  out,  he  doubled 


Two  Jacobsons,  so/i  and  father 

John  Jr.,  37,  wouldn't  mind  succeeding  his  father  as  CEO.  But  John  Sr. 
says:  "We  dont  care  what  a  man's  last  name  is  around  here." 


iff 


the  plant's  capacity  and  began  makin 
so  much  money  that  the  idea  of  sell 
ing  the  plant  never  came  up  agaii 
National  Beef,  as  the  operation  bi 
came  known,  was  on  its  way — a  mhj 
Iowa  Beef  in  the  making. 

Jacobson  had  a  low-cost  nonunm 
plant,  probably  the  only  one  in  Kansi 
City's  meat  district,  and  because  ca 
tie  were  no  longer  readily  availab 
locally,  he  began  going  out  into  th 
cattle  country  to  buy,  just  as  low 
Beef  was  doing.  He  discovered  that  fcj 
the  meat-packing  business  the  futur 
lay  not  in  the  traditional  urban  mai 
kets,  but  in  the  country. 

Iowa  Beef  was  built  from  the  groun 
up.  Jacobson  undertook  the  far  mor| 
difficult  task  of  rebuilding  an  existin 
business.  By  the  late  Sixties,  he  ha 
begun  phasing  out  the  family's  eas^ 
ern  slaughterhouse  operations  an 
building  a  massive  new  slaughten 
house  and  beef-packing  plant  at  Libej 
al,  Kans.,  in  the  heart  of  the  bigges 
surplus  cattle  area  in  the  country.  Idl 
Wild  didn't  simply  ape  Iowa  Beefl 
pattern  for  success.  Instead,  Jacobsoi 
argues,  he  and  the  men  who  buil 
Iowa  Beef  followed  the  same  logic  ii| 
trying  to  compete  in  the  beef  busi 
ness — which  may  be  why  Idle  Will 
has  succeeded  and  so  many  othe 
Iowa  Beef  imitators  have  not. 

Like  Iowa  Beef,  Jacobson  realize! 
he  could  cut  costs  significantly  b 
slaughtering  beef  on  an  assembly-lim 
basis,  not  in  the  terminal  markets  bu 
out  in  the  country  where  the  cattlj 
were.  He  could  then  compound  thd 
cost  advantage  by  breaking  down  thq 
carcasses  into  various  cuts  and  boxinj 
them  for  shipment  to  retail  markets! 
With  his  nonunion  labor,  Jacobsoit 
could  easily  undercut  the  old-line  pro 
ducers,  and  with  his  efficient  nevi 
plant  he  could  come  close  to  the  costj 
Iowa  Beef  was  getting  at  its  revolu: 
tionary  plant  at  Dakota  City,  Nebr 
(see picture  story,  opposite). 

Unlike  Iowa  Beef,  the  Jacobsons 
were  already  established  in  the  East 
Coast  meat  market,  particularly  witrj 
A&P,  and  so  as  early  as  1970  the>) 
were  able  to  ship  35%  of  National 
Beef's  output  to  A&P  in  boxed  formj 
Then,  too,  as  head  of  the  family's  cold 
storage  warehouse,  John  Jacobson  had 
learned  a  lot  about  compressors  and, 
refrigeration.  So  with  his  experience 
shaping  the  design,  the  Liberal  plant 
became  one  of  the  most  advanced  and 
efficient  in  the  business.  "Our  costs," 
Jacobson  says,  "are  either  a  little 
above  or  a  little  below  Iowa  Beef's, 
and  always  have  been." 

But  where  Iowa  Beef  began  building 
new  plants  in  every  major  cattle  feed- 
ing region  in  the  U.S.,  Idle  Wild  wast 
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mtent  to  base  its  business  on  a  sin- 
e,  highly  efficient,  constantly  ex- 
inding  plant.  Idle  Wild  also  empha- 
zed  a  slightly  different  market,  the 
nailer-volume  quality  customer — 
'ovisioners,  restaurants,  institu- 
pns,  supermarkets  willing  to  pay  a 
ight  premium  for  quality.  Because  it 
as  smaller,  Idle  Wild  could  pay  more 
tention  to  customers. 
"Iowa  Beef  started  the  same  year  I 
d,"  Jacobson  says.  "But  their  out- 
iok  was  big,  their  object  was  to 
:hieve  a  tremendous  size,  and  mine 
as  not.  I  didn't  have  the  ambition.  I 


didn't  want  to  be  a  part  of  a  big  com- 
pany. I  enjoy  getting  up  in  the  morn- 
ing and  going  to  work." 

So  Idle  Wild  did  not  make  acquisi- 
tions, and  it  did  not  sell  out  to  a  con- 
glomerate, though  it  had  plenty  of  op- 
portunities to  do  so.  Now  that  Iowa 
Beef  has  disappeared  into  Occidental 
Petroleum,  Idle  Wild  finds  itself,  along 
with  Dubuque  Packing,  about  the  last 
sizable  independent  left  in  the  beef- 
packing  business. 

But  the  competitive  pressure  keeps 
rising.  In  the  past  few  years,  both  Iowa 
Beef  and  Cargill's  MBPXL  have  moved 


with  massive  new  plants  into  Jacob- 
son's  southwestern  Kansas  territory. 
As  against  the  12,000  head  a  week  Idle 
Wild  now  buys,  MBPXL  needs  over 
19,000  head  a  week  to  keep  running. 
Iowa  Beef  will  need  over  24,000  once 
its  new  plant  reaches  capacity.  As  a 
result,  cattle  supplies  in  Idle  Wild's 
once-surplus  region  are  getting  short 
and  prices  are  rising. 

For  some  competitors,  prices  have 
already  risen  too  high.  Swift  has 
mothballed  its  plant  at  Clovis,  N.M. 
(2,500  head  a  week).  Armour  is  shut- 
ting its  plant  at  Hereford,  Tex.  (7,000 


The  remaking 
of  an  industry 

a  business  where  success  or  failure  hinges  on 
ictions  of  a  cent  profit  or  loss,  Idle  Wild  Foods 
just  about  as  good  as  they  come.  If  there  is 
lyone  better,  it's  Iowa  Beef  Processors,  which 
volutionized  the  way  finished  beef  is 
oduced.  The  new  technology  was  first 
rfected  in  a  huge  slaughtering  and  processing 
ant  IBP  built  at  Dakota  City,  Nebr.  in  1967, 
d  overnight  most  of  the  competition  had  to 
quire  IBP's  cost-cutting  skills  or  get  out  of  the 
isiness.  Most  of  them  got  out.  Here  is  the 
esent  state  of  the  art  of  slaughtering  and 
essing  beef  as  practiced  by  IBP. 


1 .  From  the  first,  IBP  went  after  quality  cattle,  saving  money  and 
weight  on  the  hoof  by  buying  its  supplies  not  in  the  old  stockyard 
markets  but  out  in  the  country.  IBP  buys  more  than  $18  million 
worth  in  a  day,  coordinates  supplies  and  plant  needs  by  radio. 


3.  On  the  killing  floor,  the  cattle  are  stunned  with  a  prod,  lofted 
by  one  hoof  on  an  overhead  chain,  and  bled.  The  hoofs  and  head  are 
then  cut  off  and  the  hide  ripped  from  the  carcass  by  a  giant 
clamp — the  first  stages  on  a  half-mile-long  disassembly  line. 
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head).  Farmland  Foods  has  closed  its 
plant  at  Garden  City,  Kans.  (6,000 
head).  Even  Idle  Wild  has  found  its 
earnings  squeezed  between  higher 
live  cattle  costs  and  consumer  resis- 
tance to  higher  meat  prices. 

Jacobson  is  planning  to  apply  some 
counterpressure  of  his  own,  however. 
He  is  expanding  the  plant  at  Liberal  to 
the  tune  of  $15  million  in  the  hope  of 
lowering  unit  costs  by  increasing  vol- 
ume. The  expansion  will  offer  Idle 
Wild  the  choice  of  either  doubling  its 
capacity  or  increasing  it  by  a  third, 
depending  on  whether  Jacobson  de- 


cides to  work  one  shift  or  two.  Iowa 
Beef  has  always  worked  two  shifts,  but 
Jacobson  never  has,  believing  that  two 
shifts  result  in  poorer  management 
and  quality  control.  But  this  time  he 
may  decide  what  he  loses  in  efficiency 
he  will  make  up  for  in  volume. 

"We're  going  to  see  how  far  we  can 
go  with  a  single  shift,"  Jacobson  says. 
"We  think  we  can  go  close  to  3,000 
head  a  day  on  one  shift  [i>s.  2,300  cur- 
rently). If  we  do  that,  we  will  be  more 
efficient  than  anyone  in  the  industry. 
With  two  shifts,  we  could  go  to 
4,500."  That's  just  about  the  scale 


Iowa  Beef's  new  plant  is  aiming  at. 

"We're  trying  to  figure  out  what  y 
need  to  do  to  be  a  factor  in  the  indu 
try,"  John  Jr.  explains.  "The  expai 
sion  at  Liberal  is  extremely  impel 
tant.  But  we  may  need  to  try  anoth 
location." 

So  far,  Jacobson  is  keeping  his  o 
tions  open.  Last  year  he  acquired  Si 
preme  Feeders,  a  41,000-head  custo 
feedlot  a  few  miles  from  Liberal,  f 
$5.3  million.  As  he  has  come  to  undt 
stand  that  business,  he  is  beginning  1 
think  Idle  Wild  might  one  day  choo 
to  move  into  large-scale  cattle  produ» 
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4.  Inmeat-packing,asinautos, 
the  work  is  broken  down  into 
its  parts,  and  one  man  does 
nothing  all  day  but  remove  hide 
or  (as  above)  gut  the  carcass. 


5.  The  cost  efficiency  of  IBP's  beef-packing  process  depends  in 
part  on  the  generation  of  by-product  credits.  These  sometimes 
range  as  high  as  $50,  vs.  a  kill  cost  of  $20  or  so.  The  main  prizes 
include  the  pituitary  gland  in  the  skull  for  use  in  pharmaceuticals, 
tallow  for  conversion  into  shortening,  and  tongues,  livers  and 
kidneys  for  shipment  to  overseas  markets  like  Europe  and  Japan, 
where  such  products  still  find  favor  with  consumers. 


7.  IBP  claims  it  makes  more  by  preserving 
value  than  by  cutting  costs,  and  so, 
by  careful  ly  controlled  cold  storage  procedures, 
it  tries  to  minimize  the  shrink — weight  loss — 
a  carcass  is  subject  to  through  evaporation. 


6.  Working  on  platforms  that  move  up  and  down,  assembly-line 
workers  are  able  to  halve  the  passing  carcasses  with  a  single  cut 
of  an  electric  saw.  As  the  carcasses  move  on,  they  are  partially 
quarter-cut,  weighed  by  computer  and  examined  by 
U.S.  government  inspectors. 
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i.  He  also  talks  about  expanding  the 
:en-food  operation,  currently  4%  of 
:s,  and  even  acquiring  a  comple- 
ntary  food  company, 
'hough  Jacobson  balks  at  the  sug- 
tion,  there's  little  doubt  that  Idle 
d's  position  as  a  family-dominated 
lpany  has  given  it  inordinate  free- 
i  to  go  its  own  way.  With  control 
dly  in  family  hands,  Jacobson  has 
er  had  to  worry  about  takeovers, 
pite  the  fact  that  his  stock  normal- 
ells  at  less  than  two-thirds  of  book 
je.  He  has  been  able  to  stay  small, 
>ay  out  only  a  fraction  of  earnings 


in  dividends  and  to  finance  much  of 
his  expansion  out  of  cash  flow.  Most 
important,  he  hasn't  had  to  manage 
his  growth  with  one  eye  on  the  stock 
market  and  the  other  on  some  dis- 
gruntled stockholders. 

But  this  may  be  changing,  too. 
There's  no  assurance,  given  the  dis- 
persal of  family  interests,  that  family 
unity  will  outlast  the  day  that  John 
Jacobson  relinquishes  the  company's 
chief  executive  spot.  The  interests  of 
the  western  Jacobsons  may  not  neces- 
sarily be  those  of  the  eastern.  Com- 
petitors even  now  will  tell  you  the 


Liberal  plant  is  up  for  sale — a  report 
that  Jacobson  vigorously  denies. 

"What's  ahead  of  us?"  he  asks.  "I 
don't  know.  Acquisitions?  Possibly. 
Merger?  Possibly.  Right  now  our 
prime  objective  is  to  make  this  the 
best  operating  plant  in  the  world.  Our 
industry  is  still  going  through  a  shake- 
down, so  we  might  have  to  change  our 
plans.  But  the  food  business  is  going 
to  be  the  coming  thing  in  the  next  few 
years — what  oil  was  in  the  Seventies. 
So  the  future  looks  fabulous.  I  don't 
think  it  was  any  accident  that  Occi- 
dental is  buying  Iowa  Beef." 


rhe  bigger  the  plant,  the  more  upgrading  of  by-products 
omes  possible.  At  Dakota  City,  the  bones  of  3,400  head  of 
:le  a  day  are  converted  into  animal  feeds  rather  than  glue, 
ile  hides  are  cured  in  huge  vats  of  brine  for  shipment  to 
tieries,  mainly  abroad. 


9.  For  all  its  mechanization, 
beef  production  still  needs  lots 
of  hand  labor  to  retrieve  the 
last  scraps  of  red  meat. 


IBP  breaks  the  carcass  down  into  loins  and 
sirloins  and  strips — a  job  formerly  done  at 

wholesale  or  retail  level — then  vacuum- 
ks  the  cuts  in  a  plastic  film  to  reduce 
inkage,  and  boxes  them  for  shipment. 


11.  Manufactured  on  the  as- 
sembly line,  IBP's  boxed  beef 
can  be  processed  and  delivered 
to  supermarkets  for  less  than 
they  could  do  so  themselves. 


"We  are  only  out  to  be  the 
lowest-cost  producer  in  this 
least-concentrated  of 
industries/'IBP'sPresidentBob 
Peterson  says.  Lowest-cost 
slaughterer,  processor, 
distributor,  that  is.  But  focus 
that  cost  advantage  on 
increasing  market  share  rather 
thanmaximizingprofits,  asIBP 
does,  and  you  have  an 
irresistible  strategy  for 
competition,  one  that  only  a 
few  competitors — MBPXL  and 
Idle  Wild  Foods  being  the  major 
instances — have 
successfully  matched. 
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BehindThe  Figures 


luiited  by  Jefferson  ( irigsby 

The  man  who 
hates  conglomerates 

"Nat  Owen  is  a  man  who  hates  what 
he's  doing,"  says  a  close  associate 
about  the  62-year-old  chairman  of 
$1.5  billion  (sales)  General  Signal 
Corp.  What  the  soft-spoken,  courtly 
Owen  is  doing  is  gobbling  up  compa- 
nies. Since  taking  over  as  CEO  in 
1962,  the  former  venture  capitalist 
has  acquired  more  than  30. 

What's  so  hateful  about  that?  "I  be- 
lieve the  entrepreneur  and  the  small 
company  made  America  great,"  ex- 
plains Owen,  an  MIT-trained  engi- 
neer. "By  acquiring  them,  I'm  doing 
something  I  oppose."  Once  he  per- 
forms the  distasteful  task,  though, 
Owen  usually  follows  a  hands-off  poli- 
cy. "The  only  way  I  try  to  change 
merged  companies  is  by  providing 
them  capital,"  he  says.  Existing  man- 
agements are  kept  in  place. 

As  a  result,  Owen's  Stamford, 
Conn. -based  company  has  become 
known  as  one  of  the  whitest  knights. 
Leeds  &  Northrup,  for  example, 
turned  to  Owen  in  1978  when  it  was 
an  unwilling  target.  And  last  year, 
General  Signal  outbid  a  British  firm, 
Thomas  Tilling,  for  Xynetics. 


But  although  Owen  avoids  chang- 
ing his  acquisitions,  they,  ironically, 
are  transforming  the  parent — into  a 
leading  manufacturer  of  equipment 
for  producing  semiconductors.  By 
1985  such  sales  could  reach  $500  mil- 
lion, or  15%  of  revenues. 

Also,  if  Owen  doesn't  like  what 
he's  doing,  neither,  particularly, 
does  Wall  Street.  Since  April,  Gen- 
eral Signal's  stock  has  plunged  from 
$50  to  less  than  $40  despite  ana- 
lysts' projections  that  earnings  will 
grow  at  over  20%  annually  over  the 
next  five  years.  Why?  "We're  not 
very  well  understood,"  says  Owen. 
"We're  regarded  as  a  conglomerate, 
but  we're  not — every  business  we're 
in  revolves  around  instruments  or 
controls."  In  fact,  says  the  man 
who  hates  acquiring,  "I'll  never 
conglomeratize." — Thomas  O'Donnell 

Last  stand? 

These  are  tough  times  to  be  running  a 
big  airline,  but  even  tougher  if  the 
airline  is  Braniff  International  and  you 
are  Chairman  John  Casey.  Braniff  has 
suffered  $240  million  in  losses  over  the 
past  2'/2  years  and  a  1980  working 
capital  deficit  of  $143  million.  So  peril- 
ous are  Braniff 's  straits  that  its  annual 
report  last  year  put  the  problem  blunt- 
ly: "...  the  company  may  be  unable 
to  continue  as  a  going  concern." 

Last  month  Casey  unveiled  a  mar- 
keting program  that  looked  as  if  it 
were  born  of  desperation:  an  all- 
coach,  no-first-class  configuration  on 
33  of  its  planes  and  an  enlarged  20- 
seat  first-class  section  in  29  others.  By 


Nathan  Owen  of  General  Signal  Corp. 

Just  because  you  have  to  do  it  doesn't  mean  you  have  to  like  it. 


Branijfs  Casey 
How  to  turn  62  into  64. 


Casey's  figuring,  the  shuffle  adds  24  W 
more  seats,  which  is  the  equivalent  c 
2  more  planes.  The  idea  is  to  pit  thj 
all-coach  flights,  with  their  20% 
25%  discount  fares,  against  the  high 
flying  regional  airlines,  as  well  as  na 
tional  airlines  such  as  American.  Th) 
larger  first-class  flights  will  run  o 
routes  where  demand  for  such  seatiru  if 
is  high. 

Will  it  work?  Casey  prefers  positiv 
thinking.  "We  wouldn't  do  it  if  w 
didn't  think  it  would  be  successful, 
he  says.  "The  company's  [fmancis 
viability]  does  not  depend  on  this  oni 
program.  This  is  not  our  las 
chance." — Jeff  Blyskal 


The  collector 
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Jon  Canas  likes  to  collect  classics-^ 
not  classic  motor  cars  or  rare  books 
but  classic  hotels,  such  as  Boston' 
Parker  House,  New  York's  Berkshir 
Place  and  the  Ambassador  East  ij 
Chicago.  The  reasons  are  not  nosta 
gic,  says  the  French  president  of  Dun 
fey  Hotels  Corp.,  but  economic.  "If 
have  ten  well-known  classic  hotels 
I'm  going  to  have  a  greater  impac 
than  if  I  have  ten  motor  hotels,"  hi 
says.  Moreover,  revitalizing  a  classit 
hotel,  says  Canas,  is  less  expensivi  k 
than  building  a  new  one,  and  its  ele 
gance  and  reputation  allow  competi 
tive  average  daily  room  rates. 

Dunfey,  owned  by  Aer  Lingus,  is  ; 
worldwide  chain  of  22  properties,  in  ier 
eluding  airport  inns,  convention  ceni 
ters  and  hotels,  but  Canas  says  th< 
"classic  division"  is  the  key  to  iis 
creasing  revenues  from  1980's  $165 
million  to  $500  million  by  1985.  Dun) 
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!  Cartas  of  Dunfey  Hotels 
stalgia  is  the  least  of  it. 

'  has  bought  three  American  clas- 
hotels  so  far,  and  is  eyeing  addi- 
nal  hotel  properties  in  Houston, 
illas,  Atlanta  and  San  Francisco. 
.  classic  hotel  is  part  of  a  commu- 
:y's  heritage,  part  of  the  culture  of 
i  city,"  Canas  says.  "Therefore, 
u  have  a  potential  goodwill  right 
ire — a  property  just  begging  to  be 
yeloped." — Laura  Rohmann 

The  all 
American  gnome 

lat's  it  like  to  be  one  of  the  first 
nericans  to  sit  on  the  board  of  a  big 
riss  banking  firm?  Well,  for  one 
jig,  says  Baltimore-born  Morris  Of- 

44,  recently  elected  director  of 
rich's  Baer  Holding  Co.,  "I  feel  like 
anguage  cripple.  I'm  a  little  intimi- 
ted  by  people  who  not  only  speak 
ghsh  as  well  as  I  do,  but  German, 
lian  and  French  as  well." 
Clearly,  though,  Off  it  has  other 
alifications  to  hold  his  own  with  the 
Dmes  of  Zurich.  He  is  CEO  of  Julius 
er  Securities,  Inc.,  Baer's  U.S.  arm, 
d  previously  spent  ten  years  as  a 
leral  partner  at  Salomon  Brothers. 

will  continue  to  work  out  of  his 
inhattan  headquarters,  "playing 
rot"  for  the  Baer  Group,  which  man- 
:sover$3  billion  worldwide.  Playing 
rot  means  balancing  foreign  invest- 
:nt  instruments  with  U.S.  invest 
:nt  strategies,  Offit  says;  Europeans 
id  to  take  on  a  broader,  long-term 
rrency-oriented  view,  while  Ameri- 
i  investors  concentrate  more  on 
arter-to-quarter  performance.  The 


 1_ 

Baer  Group's  Offit 

The  man  in  the  pivot. 


U.S.  attitude  has  often  been  criticized; 
how  does  Offit  feel  about  it?  "There's 
no  doubt  that  international  invest- 
ment is  more  conservative,"  he  says. 
"But  there  is  such  a  thing  as  losing 
money  prudently,  too." — Karen  Gullo 

Bubble  bubble, 
toil  and  trouble 

Whatever  happened  to  the  much-her- 
alded "bubble"  memory,  the  magnetic 
film-on-a-chip  that  was  supposed  to 


revolutionize  computer  memories  by 
combining  the  permanent-retention 
features  of  disk  and  tape  with  semi- 
conductor technology? 

So  far,  not  much.  The  market  this 
year  is  estimated  at  a  minuscule 
$50  million,  and  only  one  major 
U.S.  semiconductor  manufacturer, 
Intel,  is  still  in  the  bubble  business. 
Since  the  first  of  the  year,  in  fact, 
three  major  U.S.  companies — Texas 
Instruments,  National  Semiconduc- 
tor and  Rockwell  International — 
have  bowed  out.  (Though  Motorola 
recently  entered  into  a  bubble  tech- 
nology exchange  agreement  with 
National  Semiconductor.) 

Why  is  Intel  staying  in?  "Bubble 
memory  fills  a  particular  segment  of 
the  memory  business,  and  that  is 
where  the  growth  will  come  from," 
says  Intel  Chairman  Dr.  Gordon 
Moore.  "I  suspect  there  are  other 
forces  operating  in  the  case,  say,  of  TI 
and  National;  I  don't  think  the  bubble 
decision  was  an  independent  one. 
They  perhaps  wanted  to  get  out  of  the 
areas  that,  for  the  short  term,  would 
not  show  a  return." 

In  any  event,  the  number  one  world 
producer  of  bubble  memories  is — you 
guessed  it— a  Japanese  company,  Hita- 
chi Ltd.;  and  other  Japanese  producers, 
notably  Fujitsu  Ltd.,  are  interested. 
But  while  Moore  concedes  that  Intel, 
which  has  invested  $15  million  to  $20 
million  in  bubbles  since  1979,  "did  not 
do  too  well"  in  selling  them  last  year, 
he  says  the  company  intends  to  hang 
in  there.  By  the  end  of  1983,  Moore 
predicts,  the  bubble  market  should 


Moore  of  Intel 
Staying  in  the  game. 
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Making  sure  everythi 


Lockheed  knows  how. 


Across  the  U.S.,  there  is  a  rising,  insistent  cry  tor  more 
qualitx  in  products.  At  Lockheed,  advances  in  qualitv  are 
a  way  of  life.  When  a  fleet  ballistic  missile  is  launched,  as 
show  n  above,  there  can  be  no  compromise  in  quality.  And 
that  applies  to  aircraft,  spacecraft,  and  a  host  of  other 
Lockheed  products  large  and  small.  The  examples  below 
cover  some  of  the  advances  in  qualitv  that  Lockheed  has 
made  recentlv  in  keeping  pace  with  scientific  progress. 

Giving  flaws  no  place  to  hide. 

The  cost  and  time-consumption  of  inspecting  products 
like  rocket  motors  and  gas  turbine  engines  can  be  staggering. 


-  ••     r  -e  e-i  :e  _~:re-  lec.oeecf  Wav  ;nspection. 

\\  ith  rocket  motors,  it's  a  search  for  cracks,  voids,  flawed 
bonding,  or  other  critical  defects.  With  gas  turbine  engines, 
the  \  ital  subject  is  gas-seal  clearances,  because  these  affect 
fuel  efficiency.  The  engine  testing  is  done  at  the  develop- 
■  sieges  and  the  gas  seals  redesigned  if  necessary. 


Until  recently,  such  testing  combined  X-ray  w  ith  j 
graphic  techniques.  With  rocket  motors,  howeve 
by  this  photographic  imagery  method  required  se\e 
hundred  separate  pictures,  each  needing  increments 
rotations  of  the  product,  exposure  times,  individual 
processing,  and  painstaking  review  of  every  picture! 

So  Lockheed  has  developed  a  real-time  X-ray  im 
svstem  that  permits  uniform,  100%  inspection  (rathe 
sampling)  at  far  faster  speed  and  lower  cost  than  cod 
ventional  X-ray  methods.  Users  of  the  Lockheed  svsF 
report  savings  of  up  to  50%  in  time  and  66%  in  X-ra 
materials  costs. 

Spotting  trouble  before  it 
becomes  a  problem. 

You're  looking  at  potential  trouble  in  the  photogi 
below.  Actually,  it's  an  infrared  photograph  of  a  priid| 
cuit  board.  The  magenta  coloring  at  top  left  identH 
integrated  circuit  on  the  board  that  may  be  too  hot 

Until  recently,  it  was  almost  impossible  to  verify  1 
mal  integrity  of  the  hundreds  or  even  thousands  of! 
that  go  into  a  modern  aircraft.  Now  Lockheed  hasi 
a  unique  method  of  evaluating 
PC  boards  completely.  This 
new  approach  involves  thermal 
imaging.  It  is  a  non-contact, 
non-destructive  way  of  testing 
electronic  equipment. 

The  actual  test  of  a  PC  boardl 
using  infrared  photography 
can  be  made  in  a  few  minutes. 


)f  spot  is  detected,  early  steps  can  be  taken  to 

id's  thermal  survey  also  has  a  long-term  benefit, 
d  photograph  provides  a  permanent  temperature 
may  be  compared  with  future  design  changes  in 
rd.  The  result:  far  higher  reliability  over  the  life  of 
nblies. 

a  way  to  test  200,000  holes. 


lifter  or  jetliner  may  have  as  many  as  200,000 
airframe.  Mainly  rivet  and  fastener  holes,  they  all 
ecked.  And  rechecked  after  the  aircraft  has  been 
It's  been  a  costly,  time-consuming  process, 
ckheed  has  developed  two  unique  systems  that 
id  time  enormously  while  increasing  reliability  of 
e,  a  Capacitance  Hole  Probe  tests  newly  drilled 
obe  with  48  sensors  is  inserted  into  the  hole.  The 
3ck  the  hole  on  six  different  layers,  and  a  coin- 
's a  written  record  of  the  test  — all  in  nine  seconds, 
t  took  several  minutes  to  test  a  hole  with  less 

?d  has  not  neglected  old  holes  either.  In  mainte- 
iections,  a  computer-based  Eddy  Current  Scanner 


tests  an  old  hole  for  cracks  in  two  minutes.  The  recent 
manual  method  took  10  minutes  with  less  reliability.  The 
scanner  also  uses  a  sensor  probe  and  makes  a  computer 
record  of  the  findings. 

50,000  fuzes  a  month,  mma 

Aircraft  and  spacecraft  roll  » 
down  assembly  lines  in  rela- 
tively small  numbers.  But 
Lockheed  also  is  involved  in 
mass  production  at  a  unique 
facility  in  Denville,  New  Jersey. 
There  Lockheed  produces 
50,000  fuzes  a  month  for  U.S. 
Army  shells.  It  already  has  man- 
ufactured more  than  1,000,000 
fuzes. 

Designed  by  Lockheed  under 
U.S.  Army  direction,  the  facility  could  produce  well  over 
100,000  fuzes  monthly.  It  is  highly  mechanized,  and  its  ex 
tensive  testing  program  is  automated.  Computerized  statio 
test  100%  of  all  electrical  components  as  they  arrive  at  the 
facility.  Then,  all  subassemblies  and  final  assemblies  are 
tested.  Lockheed  believes  this  may  be  the  most  rigorous 
testing  program  of  this  type  in  the  country.  Result:  highly 
reliable  fuzes,  produced  in  great  quantity  with  enhanced 
productivity. 


ockheed 
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expand  to  around  $200  million,  so  it 
might  be  nice  to  be  the  only  major 
U.S.  player  in  the  game. — Ellen  Paris 

Unflappable 

Eight  days  after  troubled  Pan  Ameri- 
can World  Airways,  Inc.  announced 
the  sale  of  its  Intercontinental  Hotels 
Corp.  unit  to  Britain's  Grand  Metro- 
politan, Ltd.  in  August,  a  bomb  ex- 
ploded in  the  Hotel  Intercontinental 
Paris.  No  big  deal,  says  Intercontinen- 
tal Chairman  Paul  C.  Sheeline. 
"There  are  always  bombings  or  riots 
or  civil  wars — or  regular  wars — going 
on  in  the  countries  where  we  operate. 
We're  used  to  it." 

The  unflappable  Sheeline  may  find 
it  easy  to  get  used  to  life  under 
Intercontinental's  new  owner. 
Grand  Met,  the  $4.7  billion  (sales), 
hydra-headed  monster  that  last  year 
swallowed  America's  Liggett  Group 
(Forbes,  May  12,  1980),  already  de- 
rives 14%  of  revenues  from  its  own 
hotel  and  catering  groups.  Given 
Sheeline's  superior  performance  at 
Intercontinental — where  average  oc- 
cupancy in  1980  was  69.1%,  com- 
pared with  65.2%  for  the  U.S.  in- 
dustry— his  new  bosses  may  be  con- 
tent to  sit  back  and  learn  a  few 
things  from  him. 


Intercontinental's  Sheeline 
A  splash  of  black  ink. 


Parker  Pen's  Willi  Sieberger 

A  status  symbol  to  cross  Cross. 


Pan  Am,  obviously,  was  sad  to  let 
go  of  its  hotel  chain,  which  has  been  a 
dab  of  black  ink  in  a  sea  of  red.  Inter- 
continental's 1980  operating  income 
of  $41  million  amounted  to  more  than 
half  of  Pan  Am's  total  earnings  for  the 
year.  And  for  the  first  half  of  1981, 
hotel  income  of  $24  million  was  about 
the  only  bright  spot;  its  airline  oper- 
ations lost  $240  million.  But  Grand 
Met's  $500  million  payment  for  Inter- 
continental was  the  blunt  instrument 
Pan  Am  badly  needed  to  dent  its  long- 
term  debt  of  $900  million. 

Sheeline,  whose  preparation  for  a 
hotel  career  included  six  years  as  a 
Wall  Street  lawyer,  hopes  Intercontin- 
ental will  retain  its  ties  with  Pan  Am. 
"We  have  always  been  known  as  Pan 
Am's  hotel  chain,"  he  says.  "It  helps 
to  be  connected  to  an  airline,  and  we 
will  continue  to  have  that  close  rela- 
tionship."— Kevin  McManus 

Parker's  $22  million  pen 

Over  the  last  three  years  The  Parker 
Pen  Co.  has  spent  $20  million  trying 
to  determine  what  people  want  from  a 
pen  or  pencil,  and  developing  a  new 
product  to  meet  it.  The  company  will 
spend  another  $2  million  before 
Christmas  to  introduce  the  result: 
what  Parker  calls  its  "world  pen,"  the 
Arrow  line,  which  will  include  a  ball- 
point pen,  fountain  pen,  mechanical 
pencil  and  "roller  ball"  pen  (a  cross 
between  fountain  and  ball  pens). 
Priced  between  $12.50  and  $70  (de- 
pending on  whether  the  case  is  stain- 
less steel  or  12-karat  gold-filled),  Park- 
er's new  pen  brings  it  into  direct  com- 
petition with  the  A.T.  Cross  Co., 


which  has  dominated  the  domest 
market  for  "gift"  pens  and  penei  la) 
since  the  1960s. 

"We  want  to  create  a  new  stati 
symbol,"  says  Willi  Sieberger,  presi  mt> 
dent  of  Parker's  pen  and  pencil  grou 
who  plays  down  the  competition  wit 
Cross,  pointing  out  that  Parker  is  tl 
worldwide  leader  in  pen  sales — ov( 
80%  of  its  $223  million  in  pen  a 
pencil  revenues  last  year  came  fro: 
overseas.  Indeed,  Parker  will  intn 
duce  the  new  line  in  160  other  cou 
tries  next  year. 

"In  the  past,  Parker  might  ha\ 
been  perceived  to  be  a  bit  old-fasl 
ioned,"  says  Bayard  L.  Renninge 
Parker's  vice  president  for  U.S.  mai 
keting.  "People  may  have  thought  <j 
us  in  terms  of  the  Parker  51  fountaii 
pen  [introduced  in  1940]  on  the  hig| 
end  and  the  Jotter  [introduced  ij 
1954]  on  the  other." 

But  if  the  company  is  to  obtain  it 
goal  of  50%  of  the  $200  million  dd 
mestic  gift  pen  market  by  1985  (i 
now  has  10%  to  15%),  it  must  gj 
after  Cross,  which  now  has  betweej 
50%  and  60%  of  the  market.  Ho^ 
does  Cross  feel  about  that?  "Obvious 
ly,  we  are  aware  of  what  Parker  ii 
doing,"  says  Cross  Chairman  Brad 
ford  R.  Boss.  "We  will  keep  trying  ti 
do  the  best  job  we  can,  as  we  hav 
been." — Paul  B.  Brown 


Network-building 

Kay  Koplovitz  wrote  her  Michigai 
State  University  master's  thesis  oi 
"the  political  ramifications  of  inter 
national  satellite  communications.' 
But  she  never  lost  sight  of  the  ecoj 
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Asarco . . .  meeting  the  metal  needs  of  the  80's 


Asarco's  new  Troy  mine  will  be  one  of  the  largest  silver  mines  in  the  United  States. 

with  this  new  silver  mine. 

For  many  years,  Asarco  has  recognized  the  long-range 
growth  in  demand  for  silver  for  industrial,  decorative, 
and  investment  uses.  In  1978,  Asarco  made  another 
major  commitment  to  silver  when  we  started 
development  of  the  Troy  mine  in  Montana.  Scheduled 
for  start-up  in  1981,  the  Troy  mine  will  have  an  annual 
capacity  of  4.2  million  ounces  of  silver  and  20,000 
tons  of  copper  contained  in  concentrates. 

Asarco  also  operates  two  silver  mines  in  Idaho.  The 
Galena  mine  started  production  in  1955  and  the  Coeur 
mine  in  1976.  Our  total  domestic  mining  capacity  will 
be  more  than  1 1 ,000,000  ounces  of  silver  annually 
when  the  Troy  mine  is  in  operation. 

For  more  information  on  Asarco,  send  for  our  latest 
Fact  Book.  Department  75,  ASARCO  Incorporated, 
120  Broadway,  New  York,  N.Y  10271. 

ASARCO 

Metals  &  Minerals 
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key  to  the  future.  Time  Inc.'s  deep 
pockets  should  help  in  developing  pro- 
gramming to  attract  that  revenue  and 
ensure  USA's  place  as  one  of  the  cable 
networks. — Ion  Schriber 

Good  luck,  George 

George  W.  Lehr,  44,  has  known  Roy 
L.  Williams,  president  of  the  Interna- 
tional Brotherhood  of  Teamsters, 
since  they  worked  together  on  a  po- 
litical campaign  ten  years  ago.  Now 
Williams  is  turning  the  Teamsters' 
scandal-ridden  Central  States  Pension 
Fund  over  to  Lehr,  who  steps  down 
Oct.  1  as  chairman  of  Kansas  City's 
Traders  Bank  to  take  the  job.  Few 
would  consider  it  a  plum — but  Lehr 
calls  it  "a  great  opportunity." 

Why  would  a  well-regarded  mid- 
western  banker  want  to  run  perhaps 
the  most  notorious  $3.5  billion 
around?  You  remember  Central  States 
Fund:  It  lent  millions  to  Las  Vegas 
casino  owners  and  California  ceme- 
tery owners,  some  of  whom  had  links 
to  organized  crime.  That  prompted 
the  Labor  Department  in  1977  to 
bring  in  the  Equitable  Life  Assurance 
Society  and  Victor  Palmieri  &  Co.  to 
provide  professional  asset  manage- 
ment. But  even  after  the  pros  took 
over,  it  seems,  Central  States  trustees 


Hanker Lehr 
Ah,  friendship. 


a  mm  / 


Arnold  Alt  man  of  Avanti  Motor  Corp. 

"If  you  tried  to  order  200  brackets,  they'd  laugh  at  you 


were  still  lending  to  people  like  Mor- 
ris Shenker,  owner  of  the  Dunes  Hotel 
and  Casino  in  Las  Vegas — without 
bothering  to  tell  Equitable  or  Palmieri 
about  it. 

Fortunately,  Lehr  has  a  spotless  rec- 
ord. A  University  of  Iowa  CPA,  he 
spent  three  years  with  Arthur  Young 
before  becoming  county  auditor,  then 
collector  of  revenue  for  Kansas  City's 
Jackson  County,  then,  successively, 
Missouri  state  auditor,  president  of 
Kansas  City's  Empire  Bank  &  Trust 
and  chairman  of  Traders. 

Lehr  will  administer  the  entire 
fund,  which  takes  in  $600  million  an- 
nually from  500,000  Teamsters  in  37 
states,  but  will  have  full  control  over 
only  about  $500  million  of  the  $3.5 
billion — short-term  pension,  health 
and  welfare  funds.  For  the  time  being, 
at  least,  the  government  insists  that 
Equitable  and  Palmieri  control  the 
rest.  Does  Lehr  know  what  he's  get- 
ting into?  "Of  course.  It's  a  tough 
job,"  he  says  briskly. — Lisa  Gross 

What  they  did  for  love 

At  least  one  part  of  the  American  auto 
industry  is  doing  just  fine,  thank  you: 
tiny  ($4  million  sales)  Avanti  Motor 
Corp.,  all  that  remains  of  the  old  Stu- 
debaker  Corp.,  which  went  out  of  the 
auto  business  in  1966.  President  Ar- 
nold Altman,  63,  expects  to  sell  185  of 
his  sporty  fiberglass  coupes  this  year 
at  prices  ranging  from  $21,000  to 
$27,000.  His  backlog:  71  cars. 

Naturally,  when  your  customers  are 
people  who  can  afford  to  lay  out  that 
kind  of  money  for  a  car,  you  are  virtu- 
ally recession-proof.  That's  not  to  say 


Avanti  hasn't  had  to  make  any  ad] us 
ments  to  modern  life.  In  recent  year; 
Altman  has  been  forced  to  raise  hi 
prices  every  six  months  because  hi 
suppliers  keep  upping  theirs.  He's  als 
working  on  ways  to  improve  gas  mik  aw 
age  to  meet  EPA  standards:  The  198  fa 
Avanti,  largely  because  of  smaller  er  [en 
gine  and  computer  controls,  gets  1 
mpg  in  the  city  and  21.8  on  the  higrj 
way,  compared  with  19.8  highwai 
mileage  in  1980.  Financing  problems 
No,  Avanti  takes  cash  only,  please 
But  high  interest  rates  have  hurt  a  bi{ 
"If  you  had  $25,000  and  you  could  ge 
17%  or  18%  on  it,  you  might  post 
pone  buying  a  car  for  six  months, 
says  Altman. 

It  takes  80  production  workers  u 
weeks,  or  1,000  man-hours,  to  hand 
build  one  Avanti  [i>s.  the  60  or  so  thaiflk 
Altman  says  GM  requires).  Except  fol 
the  engine  and  transmission  (whicl 
Avanti   gets   from   GM),   rear  en< 
(Dana)  and  glass  (PPG),  all  parts  arj  ci 
made  m-house.  Says  Altman:  "If  yoi 
tried  to  order  200  brackets  from 
supplier,  they'd  laugh  at  you." 

Altman's  late  brother  Nathan,  a  ca 
bug  and  longtime  Packard  dealer,  res 
cued  Avanti,  then  one  of  the  model: 
in  the  Studebaker  line,  when  Stude 
baker  folded  its  U.S.  operations  ib 
1964.  He  and  partner  Leo  Newman 
went  into  production  in  1966  with  2(1 
ex-Studebaker  employees. 

Altman  won't  say  how  profitablt 
Avanti  is:  "I'm  an  engineer,  and  m) 
brother  was  an  engineer.  I  don'; 
know  anything  about  bookkeeping 
We're  doing  this  because  we  love  the 
car." — Jane  Carmichael 
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Edited  By  William  G.  Flanagan 

Bankers  3,  brokers  2 

Ihe  bankers  and  brokers  are  at  it 
•  again.  The  brokers  are  acting  like 
nkers,  and  the  bankers  are  acting 
re  brokers.  But  no  matter  the  out- 
me,  it  appears  there  is  at  least  one 
ear  winner:  you,  the  customer. 
The  battle  lines  were  first  drawn  in 
'78,  when  Merrill  Lynch  began  of- 
ring  cash  management  accounts  to 
;  bigger  customers.  Bankers  howled, 
aiming  brokers  couldn't  pay  interest 
their  customers  on  their  cash  bal- 
ces.  Merrill  Lynch  sniffed  that 
tie  was  a  bank  involved — Banc  One 
Columbus,  Ohio. 

In  recent  weeks  the  combat  has  he- 
me a  lot  more  serious,  as  several 
oney  market  funds  closed  ranks 
th  some  bankers  to  counter  such 
ings  as  cash  management  accounts, 
deed,  they  had  good  reason  to  act. 
errill  Lynch's  CMAs  have  really 
ught  on.  There  is  now  about  $9  bil- 
m  in  CMA  accounts,  at  a  minimum 
$20,000  per  customer. 
In  late  August,  Dreyfus  Corp.,  one 
the  largest  mutual  fund  firms,  an- 
unced  a  new  plan  that  ties  bank 
counts  to  two  of  its  money  market 
ids.  The  new  program  permits  re- 
.1  customers  to  transfer  "excess"  de- 
sits  over  an  established  minimum 
to  a  money  fund — Dreyfus  Liquid 
sets  or  Dreyfus  Government  Series, 
hese  funds  recently  yielded  about 
.5%  interest.) 

The  first  bank  to  link  up  with  Drey- 
5  was  Freedom  Savings  &.  Loan  As- 
:iation  in  Tampa,  Fla.  Customers 
10  have  NOW  accounts  at  that  bank 
now  opt  to  have  deposits  above 
,500  automatically  "swept"  every 
y  into  the  funds.  (The  basic  $2,500 
rns  5lA%.)  There  is  a  $2  monthly 
arge  and  no  limit  on  the  number  or 
;e  of  checks  drawn  (up  to  your  total 
lance). 

Business  customers  with  non-inter- 
:-bearing  accounts  of  at  least  $8,000 
i  also  use  the  money  market  funds 
iture.  (The  Bank  of  New  York  pio- 
ered  a  similar  plan  in  June.) 
rhere  are  other  add-ons  possible 
th  what  Dreyfus  calls  its  Overflow 
in.  Banks  can  add  Visa,  American 
press  gold  cards  and  an  overdraft 
:e  on  the  NOW  account.  "The  bells 


Fidelity  Chairman  Edward  C.  Johnson 

Buying  money  funds  with  your  bank  account. 


accounts  similar  to  Mer- 
rill Lynch's — with  a  much 
lower  minimum  balance. 

Finally,  some  thrifts  are 
talking  about  setting  up 
their  own  brokerage  firm. 
Coast  Federal  Savings  & 
Loan  in  Sarasota,  Fla.  and 
Perpetual  American  Fed- 
eral Savings  &  Loan  in 
Washmgton,  D.C.  filed  a 
joint  application  with  the 
Federal  Home  Loan  Bank 
Board  to  open  a  nation- 
wide brokerage  firm. 

What  do  all  these  events 
mean  to  you?  Basically,  it 
has  to  result  in  conve- 
nience, improved  credit, 
easier  access  to  your  cash, 
and  higher  interest. 

It  will  be  months  before 
the  dust  settles  and  the 
legal  hurdles  are  cleared. 
But  this  much  is  certain. 
There  will  be  a  lot  more 
available  at  the  teller's 
window  than  toasters  in 
the  near  future.  And  a  lot 
more  available  from 
brokers  than  just  stock 
quotes. 


and  whistles  depend  on  what  each 
bank  wants  to  offer."  said  Howard 
Stein,  chairman  of  Dreyfus.  It  is  not 
yet  known  how  many  others  have 
signed  up  for  Overflow. 

More  recently,  MasterCard  an- 
nounced a  scheme  to  permit  bank 
customers  with  NOW  balances  to 
deposit  cash  with  the  Fidelity 
Group  of  funds.  Banks  will  individ- 
ually determine  their  own  minimum 
balances.  Fidelity  plans  to  open  a 
special  money  market  fund  for  such 
customers,  who  could  number  in 
the  millions.  There  are  over  12,000 
member  banks  of  MasterCard. 

Another  feature  of  the  Fidelity  plan 
is  that  bank  customers  can  buy  stock. 
Fidelity  has  a  discount  brokerage  op- 
eration, of  course — recently  made  a 
lot  larger  with  the  purchase  of  Source 
Securities. 

The  MasterCard/Fidelity  scheme 
will  require  SEC  approval.  But  the 
prospect  of  being  able  to  call  up  your 
bank  and  buy,  say,  100  shares  of 
AT&T  excites  as  well  as  worries  some 
bankers.  "We  still  don't  know  what  to 
make  of  it,"  said  an  official  of  one 
major  bank  holding  company. 

One  broker  who  is  watching  the 
progress  of  the  MasterCard  plan  care- 
fully is  Charles  Schwab,  the  discount 
stock  broker,  who  has  been  working 
with  Visa  and  Banc  One  in  Columbus 
to  offer  his  clients  cash  management 


"Power  without  guilt" 

No,  it's  not  your  imagination. 
There  really  are  more  two-seater 
cars  on  the  road.  And  you  haven't 
seen  anything  yet.  Up  to  20  new 
sports-type,  two-seater  models  from 
Detroit  and  overseas  will  be  in  show- 
rooms by  1984.  It  has  finally  dawned 
on  the  auto  industry  that  there  are 
buyers  who  have  always  wanted  a 
jazzy  two-seater  but  didn't  want  to 
pay  a  small  fortune  up  front,  or  be  bled 
to  death  fueling  a  gas  guzzler.  A  look 
at  what's  ahead  from  the  automakers 
in  Detroit: 

Ford  is  already  selling  its  highly 
touted  EXP  and,  through  Lincoln- 
Mercury,  its  cousin  the  LN7.  The  re- 
action: good  enough  for  imitation. 
General  Motors,  beside  launching  a 
new,  lighter  Corvette,  will  offer  a 
mid-engine  Pontiac  by  1983-84  and  a 
sporty  Buick  two-seater.  Chrysler  also 
has  a  popularly  priced  sports  car  in  the 
works  for  1983. 

Then  there  are  the  offshore  manu- 
facturers who  have  announced  plans 
for  newer  models  of  their  traditional 
sports  cars  or  two-plus-two  models. 
For  example,  Toyota  has  two  sports- 
type  cars  for  1982.  Mazda,  Datsun  and 
Fiat  will  be  unveiling  hybrids  of  their 
traditional  sports  cars.  Mercedes, 
Porsche,  BMW  and  Jaguar  luxury 
models  will  also  be  around.  John  Z.  De 
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1  tie  dawn  ol  the  Silver  Spirit 

Intro     'ing  a  new  Rolls-Royce  masterpiece  of  aerodynamics, 


The  Rolls-1     ce  Silver  Spirit  is  a  new- 
symbol  of  si  ice. 

It  is  designed  and  engineered  to  tame  the 
Jhest  roads,  t^e  stiffest  winds  and  the 
rpest  turns. 

et  it  was  not  born  to  trumpet  a  new  revolution 
tie  making. 

n  the  contrary,  it  was  conceived  to  whisper 
:w  revelation  in  the  driving, 
he  uncompromising  designers  and  engineers 
'olls-Royce  Motors  worked  eight  years  to 
ce  the  Silver  Spirit  the  revelation  that  they 
imed  it  to  be. 

he  result  is  a  masterpiece  of  tradition  and 
inology,  for  the  flowing  lines  of  this  newest 
ression  of  the  Rolls-Royce  art  not  only  echo 
Is-Royce  classics  of  the  past,  they  reveal 
;w  model  of  aerodynamic  design, 
he  silhouette  of  the  Silver  Spirit  is  a 
temporary  sculpture  of  subtie  and  purposeful 
/es.  The  center  of  pressure  is  toward  the  rear 
le  motor  car  rather  than  the  front.  The  new 
-leveling  rear  suspension  is  a  triumph  in 
If,  for  it  eases  the  handling,  cushions  the  ride 
silences  the  road.  And  the  famous 
Is-Royce  V-8  engine  is  now  quieter  than  ever, 
he  driver's  reward  is  a  motor  car  so  oblivious 
rosswinds,  vibrations  and  sounds  that  it 
ns  to  glide  as  it  grips  the  road, 
upreme  comfort  is,  after  all,  one  of  the  marks 
Rolls-Royce.  And  the  Silver  Spirit  offers  you 
ifort  as  well  as  safetv  and  convenience  in 
ill. 

he  low  roof  line  conceals  a<  spacious  interior, 
seats  are  deeply  contoured  and  built  with 
lience.  The  visibility  is  enhanced  by  wrap- 


around lighting  clusters  and  panoramic 
windows.  The  steel  door  frames  are  curved  for 
room  and  padded  for  protection.  The  door-lock 
buttons  are  smooth  and  capless  for  security.  The 
rear  lighting  cluster  is  incorporated  in  the  trunk 
door  to  keep  the  trunk  floor  low  and  readily 
accessible  for  loading.  The  electronic  and 
electrical  conveniences  include  digital 
instruments  that  give  you  the  local  time,  the 
elapsed  time  and  the  outside  temperature,  all 
at  a  glance. 

The  new  subtleties  go  on.  So  do  certain 
characteristics  that  continue  to  make  a 
Rolls-Royce  a  pleasure.  The  unique  Rolls-Royce 
automatic  air-conditioning  controls  the  interior 
climate  at  two  levels  to  give  you  the  same  degree 
of  comfort  from  head  to  toe,  from  day  to  night. 
The  sophisticated  braking  system  halts  each 
wheel  independently.  The  Wilton  carpets,  the 
Connolly  hides  and  the  optional  leather- 
trimmed  velour  upholstery  remind  you  that 
craftsmanship  is  not  a  memory.  So  does  one 
reassuring  look  at  the  instrument  panel,  for  it 
not  only  looks  like  hand-rubbed  burr  walnut, 
it  is  hand-rubbed  burr  walnut. 

To  appreciate  all  that  a  Silver  Spirit  can  mean 
to  you  as  an  investment,  consider  the  fact  that 
more  than  half  the  Rolls-Royce  motor  cars  ever 
built  are  still  humming  along,  many  of  them 
appreciating  in  value  as  the  years  go  by. 

A  Silver  Spirit  comes  into  the  world  as  they 
did.  Each  of  them  is  a  priceless  asset  built  by 
hand  and  built  to  last.  And  if  you  have  longed 
for  a  motor  car  that  is  built  to  outwit  an 
unpredictable  economy,  now  is  the  time  to  let 
the  Silver  Spirit  dawn  on  you. 


A  new  collection  of  Rolls-Royce  and  Bentley  masterpieces  is  waiting  lor  yon  at  any  of  the  select  Rolls-Royce  Authorized  Dealerships. 
For  information,  consult  Rolls-Royce  Motors  Inc.,  RO.  Box  4-76, 1.yndhurst.  New  Jersey  07071.  The  names  "Rolls-Royce"  and 
"Silver  Spirit"  and  the  mascot,  badge  and  radiator  grille  are  registered  trademarks,  as  are  the  Bentley  name,  mascot  and  badge. 
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Lorean,  of  course,  will  be  there  with 
his  limited  production  stainless  steel 
gull-wing. 

Ford's  EXP  and  LN7  are  basically 
sawed-off  versions  of  the  Escort,  in 
sports  car  clothing.  They  feature  four 
cylinders,  a  full  hatchback  and  sporty- 
looking  trim  and  the  price  tag  is  much 
less  than  more  powerful  sports  cars: 
$7,500,  vs.  $9,400  to  $17,000  or  more 
for  a  Mazda  RX-7  or  Datsun  280  ZX. 

What  Detroit  sees  in  its  demo- 
graphic tea  leaves  are  single  people 
(especially  women)  and  childless  cou- 
ples who  want  a  reasonably  priced, 
fuel-efficient  two-seater  with  room  in 
the  back  for  shopping  bags,  briefcases 
and  luggage.  Or  so  says  Louis  E.  La- 
taif,  Ford  vice  president  and  division 
general  manager.  "Until  now  the  two- 
seater  market  was  essentially  a  very 
high-priced,  specialty-car  market — a 
rich  man's  toy  market,  if  you  will." 
According  to  Marilyn  J.  King  of  Ford's 
marketing  staff,  women — who  buy  on 
average  36%  of  all  new  cars  in  the 
U.S. — are  particularly  attracted  to  the 
EXP  and  LN7  models. 

So  far,  the  Ford  strategy  is  paying 
off.  Ergo  the  hyperactivity  among  oth- 
er automakers.  Since  the  EXPs  and 
LN7s  hit  the  showrooms  in  April, 
Ford  has  sold  over  47,000  cars,  vs. 
28,800  RX-7  models  sold  by  Mazda 
since  January. 

If  you  have  ever  owned  or  driven  a 
sports  car,  don't  expect  miracles.  The 
EXP  cars  have  some  pep,  excellent 
response  and  handling,  but  you  won't 
leave  a  Ferrari  or  Porsche  in  your  rear- 
view  mirror.  Nor  will  the  new  Pontiac 
or  Buick  twin-seaters.  But  you  won't 
have  the  same  monthly  expense,  ei- 
ther (see  table). 

The  EXP  rides  much  higher  than 
many  sports  cars  that  hug  the  road.  So 
the  ride  is  a  little  smoother,  particu- 
larly with  independent  front  and  rear 
suspension  systems.  EXP  comes  with 
front-wheel  drive,  automatic  or  man- 
ual transmission  with  overdrive,  and 
rack-and-pinion  steering.  Fuel  con- 
sumption is  a  respectable  29  miles  per 
gallon,  vs.  about  21  for  the  Datsun  280 
ZX  and  20  for  a  Mazda  RX-7.  Fully 
loaded  with  tachometer,  gauges,  spe- 
cial wheels,  open-air  roof,  stereo  and 
so  on,  the  new  cars  out  of  Detroit 
aren't  the  match  of  the  best  European 
or  Japanese  sports  cars,  but  they  are 


What  it  costs  to  drive 
the  popular  sports  cars 


n 
)i 


By  1984  there  may  be  as  many  as  20  two-seater  model  cars  on  the  road — 
many  selling  for  about  half  the  price  of  today's  Porsche  and  other  fancy 
sports  cars.  Porsches  they.ain't,  but  fun  they  may  be.  Ford  has  stolen  the 
march.  Below  are  costs  for  its  new  EXP,  compared  with  the  Datsun  280 
ZX  and  the  Mazda  RX-7 — and  for  comparison's  sake,  a  two-door  Olds 
Cutlass  Supreme.  Note:  Costs  include  oil,  tires,  maintenance,  insur- 
ance, depreciation,  interest,  license  fees  and  gas  at  $1.47  a  gallon.  And 
they  are  based  on  your  owning  the  car  over  three  years  and  driving 
60,000  miles  before  turning  it  in. 


Make 

 Engine- 

cyl 

liters 

 Annua! 

variable 

cost  for  20,000 
fixed 

miles  

total 

Datsun  280ZX 

6 

2.8 

$1,860 

$4,422 

$6,282 

Mazda  RX-7 

rotary 

1.2 

1,920 

3,622 

5,542 

Cutlass  Supreme 

6 

3.8 

1,910 

3,110 

5,020 

Ford  EXP 

4 

1.6 

1,540 

2,893 

4,433 

Source  Rutizbeimer  &  Co\ 


respectable  competitors — and  at  low- 
er cost. 

Says  Robert  Wallach,  an  auto  mar- 
keting consultant:  "What  you  have 
starting  to  emerge  is  a  return  to  per- 
formance, to  power  without  guilt,  to  a 
sporty-looking  car  without  huge  bills 
for  gas  and  maintenance.  If  someone 
says  this  car  is  a  disgusting  display  of 
disposable  income,  they  aren't  going 
to  buy  it.  But  if  they  can  justify  it  by 
commuting  back  and  forth  to  work  or 
shopping  and  get  great  gas  mileage,  it 
becomes  fun." 

The  buyers  now  squeezed  out  of  the 
higher-priced  sports  car  market  are 
the  obvious  target  audience. 
Chrysler's  Chairman  Lee  A.  Iacocca 
predicts:  "We're  going  to  get  back 
into  the  sporty  and  youth  market 
with  a  sensational  new  sports  car  that 


will  take  on  any  Porsche  and  Masera 
in  style  and  value."  (Notice,  he  didn 
say  power.) 

By  value,  Iacocca  includes  resal 
value.  Sports  cars  and  other  two-doc 
models  generally  are  worth  more 
resale  than  four-door  sedans — a  poir 
not  lost  on  fleet  buyers.  A  Mercede 
two-seater  will  fetch  over  85%  of  it 
price  after  three  years,  while  a  Contl 
nental  Mark  V  will  not  return  half  il 
sticker  price.  Jim  Noonan,  executiv 
vice  president  with  Peterson,  Howe^ 
&.  Heather,  the  Baltimore,  Md.  flee] 
management  company,  has  been  tel: 
ing  fleet  operators  for  years  to  phas 
out  large  cars  with  their  eight  cylir. 
ders  and  replace  them  where  possibll 
with  smaller  four-  and  six-cylinde: 
two-door  models  because  of  the  fue 
savings  and  higher  recapture  value 


4 


Ford  EXP  interior 

No  Ferraris  or  Porsches  in  your  dust,  but. 
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r  FAIRMONT  HOTELS, 

3U  RE  WORTH  WAITING  FOR. 


rable  hotel,  transportation  there,  and  a  phone 
call.  If  your  travel  plans  should  change,  just  call 
Fairmont  before  6  p.m.  (their  time)  to  get  a 
cancellation  number  so  you  won't  be  billed. 

Remember,  with  an  American  Express  Card 
Assured  Reservation,  you're  worth  waiting  for.' 


With  an  American  Express  Card 
Assured  Reservation,  there's  a  room 
waiting  even  if  you  arrive  hours  late. 

When  you  travel,  nothing  waits. 
But  if  you  made  an  Assured  Reservation, 
ssured  that  Fairmont  has  a  room  waiting, 
i  if  you've  kept  them  waiting  all  night. 
There  are  Fairmont  Hotels  in  San  Fran- 
3,  New  Orleans,  Dallas  and  Denver, 
isk  for  an  Assured  Reservation  at  any 
of  them,  just  call  toll-free  (800)  527- 
7.  In  Texas,  (800)  492-6622. 
Be  sure  you  ask  specifically  for  an  Assured 
ovation.  Then  if  for  some  unforeseen 
jn  a  room  isn't  available  when  you  arrive, 
nont  will  pay  for  your  room  at  a  compa- 

The  American  Express  Card.  Don't  leave  home  w  ithout  it. 
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Mazda's  RX-7  in  a  showroom 
Snappy  looks  and  mileage  too. 

"With  a  sports  coupe,  a  company  will 
end  up  being  a  double  winner  with 
fuel  efficiency  and  a  chance  of  even 
higher  resale  value  in  1983  and  1984," 
remarks  Noonan. 

The  new  effort  by  Detroit  to  snare 
the  commuter/sports  car  market  re- 
minds Noonan  of  the  Fifties,  when  at 
least  a  dozen  manufacturers  were  as- 
sembling small,  two-seater,  50-mpg 
commuter  cars — some  with  a  turning 
radius  of  only  15  feet.  Such  relics  as 
the  Nash  Metropolitan,  the  Hudson 
Jet  or  the  Crosley  come  to  mind.  They 
died  because  fuel  was  cheap  and 
Americans  wanted  more  power  and 
size.  "Now,  for  sheer  utility,  you  have 
two  front  seats  and  a  flat  space  in  the 
back,"  muses  Noonan.  "If  you  took 
the  blueprints  from  those  old  cars,  I'll 
bet  they  are  close  to  what's  coming 
out  soon." — Gerald  Odening 

HMHHHIHaMMHHM! 

A  break  on 
vacation  homes 

If  you  own  a  vacation  house  that  you 
rent  some  of  the  time  to  defray 
expenses,  or  if  you  are  thinking  about 
it,  a  recent  ruling  by  the  U.S.  Tax 
Court  should  give  you  cheer.  Accord- 
ing to  Deloitte  Haskins  &  Sells,  the  big 
:  'tinting  firm,  the  amount  of  money 
J  can  now  write  off  on  the  house, 


against  rental  income,  could  increase 
dramatically.  The  result:  lower  out-of- 
pocket  costs  to  own  and  maintain  your 
second,  vacation  home. 

Incidentally,  despite  high  interest 
rates  and  other  costs,  there  is  one 
school  that  holds  this  cyuld  be  a 
shrewd  time  to  buy  a  second  home. 
It's  a  buyer's  market,  and  sellers  of 
vacation  homes  traditionally  are  very 
flexible  on  financing.  And,  many 
would-be  buyers,  scared  off  by  high 
rates,  continue  to  remain  renters — 
keeping  the  rental  market  fat  and 
rental  rates  high. 

Let's  consider  a  few  of  the  basic  tax 
rules  about  renting.  If  you  rent  your 
vacation  home  for  less  than  two 
weeks  a  year,  that  rental  income  is 
yours — period.  You  can't  take  any  de- 
ductions for  maintenance,  but  you 
pay  no  tax  at  all  on  that  income.  You 
still  get  to  deduct  your  mortgage  inter- 
est and  taxes,  of  course.  But  the  home 
is  not  considered  a  rental  property.  In 
effect,  the  Internal  Revenue  Service  is 
saying,  "Don't  play  any  games  with 
your  maintenance  and  other  ex- 
penses, and  we  won't  touch  two 
weeks'  income." 

If  you  rent  out  the  house  or  condo- 
minium for  more  than  14  days,  and 
you  also  use  the  property,  the  rules  get 
tricky.  But  this  much  is  chiseled  in 
stone:  You  cannot  deduct  more  in 
maintenance  expenses  than  you  re- 
ceive in  gross  rental  income.  Excess 
maintenance  charges  used  to  be  the 
basis  for  the  old  dodge  of  using  your 
vacation  home  as  a  tax  shelter.  You 
would  advertise  your  home  for  rental 
all  the  time,  and  perhaps  take  in  some 
income,  but  never  enough  to  offset 


maintenance,  advertising,  etc.  \ 
could  then  take  the  "loss"  and  appl 
against  other  income,  and  you  s 
had  the  property  tax  and  mortg; 
interest  deductions.  The  IRS  wi 
bonkers  over  that  one. 

Now,  IRS  rules  about  how  mi 
you  can  deduct  in  maintenance  if ) 
rent  are  quite  specific.  First,  yo 
maintenance  expenses  cannot  exc< 
your  rental  income,  period.  If  they 
you're  out  of  luck  for  the  differen 
There  go  the  "carryover"  losses  t 
you  used  to  be  able  to  deduct  fnj 
other  income. 

Second,  the  IRS  has  devised  form 
las  for  determining  which  portion 
your  maintenance  can  be  charg 
against  rental  income,  and  which  p 
tion  you  have  to  eat  yourself.  Anc 
also  has  a  formula  for  determini 
which  portion  of  the  property  ta) 
and  mortgage  interest  can  be  allocat 
to  rental  income,  and  which  you  c 
deduct  from  your  other  taxes  on  yc 
return,  as  usual. 

The  maintenance  formula  is  as  f<  Inf- 
lows: Take  the  number  of  days  tf 
the  house  is  rented,  and  divide  that 
the  total  number  of  days  the  house 
actually  used  during  the  year.  In  oth  al 
words,  if  you  rent  50  days  and  use  t 
house  yourself  50  days,  divide  50 
100,  and  you  have  a  tentative  dedi) 
tion  of  50%  of  your  maintenance  € 
penses.  That  position  seemed  to 
fair  enough. 

But  the  IRS  got  greedy  when 
came  to  allocating  mortgage  interc 
and  property  taxes.  It  insisted  that  ti 
same  formula  be  used  as  for  maint 
nance  costs.  That  is,  you  had  to  al 
cate  tax  and  interest  expenses  basi 


K< 


m 

in 

IVf 

r. 
i 
Id 
it  j 
it 
en 


Summer  homes  lining  a  Long  Island  beach 

A  U.S.  Tax  Court  found  the  IRS  guilty  of  "overkill  with  a  vengeance. 
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the  total  number  of  days  the  house 
is  used.  Thus,  in  the  case  above,  you 
)uld  have  to  deduct  half  of  your  in- 
•est  and  taxes  from  the  gross  rental 
:ome  before  you  could  start  deduct- 
l  maintenance  charges. 
But,  notes  Deloitte  Haskins  &  Sells, 
'he  Tax  Court  disagreed,  calling  the 
;ult  'bizarre,'  and  saying  the  IRS 
;thod  was  'overkill  with  a  ven- 
mce.'  Since  interest  and  property 
ces  accrue  ratably  through  the  year, 
i  court  reasoned  that  the  appropri- 
:  factor  should  be  the  number  of 
ys  rented  divided  by  the  number  of 
ys  in  the  year." 

rhe  net  effect  of  that  decision  is  to 
ocate/ess  interest  and  property  taxes 
the  rental  period.  That  means  a 
ater  deduction  for  maintenance. 
For  example,  suppose  you  use  your 
achfront  home  30  days  each  year, 
d  rent  it  91.  It's  vacant  the  rest  of 
l  year.  Say  your  gross  annual  rental 
$2,700.  You  pay  $3,000  for  mainte- 
nce  expenses,  $2,800  for  interest 
arges  and  $700  for  property  taxes. 
ie  amount  of  vacation  home  ex- 
ise  that  can  be  deducted  from  your 
>ss  income  is  calculated  as  follows: 
ing  the  old  IRS  formula  (91  days 
'ided  by  121),  you  would  have  been 
le  to  deduct  only  $75  in  mainte- 
ace.  That's  because  $2,625,  or  75% 
interest  and  property  taxes,  would 
ve  been  allocated  to  the  gross  rental 
riod.  The  difference  in  deductions 
lounts  to  a  hefty  $  1 , 750  (see  table), 
n  either  case,  of  course,  any  inter- 
:  and  property  taxes  not  allocated  to 
ital  income  can  also  be  taken  as 
mized  deductions. 

Costing  it  out 

the  increase  in  the  amount  of  mainte- 
lce  you  can  deduct — but  which  cannot 
:eed  your  net  rental  income — that  gives 
:ation  home  owners  strong  incentive  to 
t  out  their  places  at  least  some  of  the  year. 

Tax 

Expenses  benefit 

>ss  rental  income  $2,700 

:al  interest  and  taxes  $3,500 
Dcation  percentage  25% 
365) 

erest  and  property  tax  875 
it  in  excess  1,825 
interest  and  taxes 

intenance  expenses  3,000 
□cation  percentage  75% 
121) 

native  deduction  $2,250 

owable  maint.  deduction  $1,825 

Mote:  If  in  years  past  you  used  the 
I  tax  and  interest  formula  and  lost 
t  on  maintenance  deductions,  you 
ght  huddle  with  your  accountant 
d  amend  your  returns.  You  can  go 
:k  three  years  to  amend  returns. 
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Consider  the  return  on  your  investment. 

The  finest  handmade  quality  in  13  sizes. 
Starting  at  $1.10  the  cigar. 

H.UPMANN 


H  U|in 
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20th  Century  Man 


Modernism  is  our  institutional  culture,  and  Picasso  is  one  of  its  Old  Masters; 
20th-century  art  is  unimaginable  without  him. 


TIIME  Magazine's  commitment 
to  the  instructive  role  of  jour- 
nalism was  seldom  so  taxed  as 
in  dealing  with  Picasso.  He  is  a  par- 
adox: the  Old  Master  of  modern 
painting;  the  hero  of  a  spectacularly 
successful  exhibition  at  New  York's 
Museum  of  Modern  Art.  His  name 
is  familiar  to  cognoscenti  and  lay- 
men alike. 

But  he  remains  for  many  a  per- 
fect enigma,  the  man  who  unac- 
countably gives  faces  more  than  the 
usual  complement  of  noses. 


Difficult  as  it  is  to  explain 
Picasso  in  all  his  variety,  TIME  did 
it  with  characteristic  panache,  ac- 
curacy, economy,  and  with  a  sharp 
eye  for  the  memorable  detail,  to 
show  how  Picasso's  individualism, 
his  immense  self-confidence,  and 
his  aptitude  for  translating  feeling 
into  meaning,  helped  make  him  the 
preeminent  20th-century  artist. 

TIME'S  article  was  a  rare  per- 
formance, combining  the  beguiling 
prose  of  art  critic  Robert  Hughes 
and  the  intimate  pictures  by  David 


Douglas  Duncan,  for  seventeen  yean 
Picasso's  personal  photographer. 

For  TIME'S  readers  it  was  thi 
best  kind  of  intellectual  pleasure 
great  learning  presented  with  vai 
enthusiasm,  and  no  pretensio 
whatever. 

TIME:  mil- 
lions more  people 
read  it  every  week 
than  any  other  news 
magazine.  Because 
we  work  so  hard  to 
put  more  into  it. 


More  goes  into  it. 


©Time  Inc  II 


The  Forbes/ Wilshire  5000  Review 


I  Market  value  of  Wilshire  5000: 
I  $1,31 1.8  billion  as  of  9/3/81 


Wilshire  5000  Equity  Index 

All  stocks  with  daily  price  quotations, 
weighted  by  market  value  


Dow  Jones  industrial  average 

The  sum  of  the  market  prices 

of  30  blue-chip  industrial  stocks  - — 


Percent  change  in  last  two  weeks  - 


1 1 1 1 1 1 1 1 1 1  m  1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 — | — | — | — [- 
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1980 


1981 


rcfaing  for  a  bottom.  A  few  feeble  attempts  to  rally 
e  not  prevented  the  market  from  continuing  its  down- 
d  slide.  Major  market  indicators  slumped  by  8.6%  or 
re  over  the  last  4  weeks.  The  NASDAQ  stocks  were 
dest  hit.  They  fell  9.3%.  But  the  broadly  based  Wilshire 
t  too  far  behind.  Its  8.9%  reversal  also  means  that  Wall 
:et  has  given  up  more  than  $93  billion  in  market  value 
:he  past  month.  The  Wilshire  also  shows,  however, 
t  the  total  value  of  all  listed  securities  for  which  price 
tes  are  available  still  exceeds  $1.3  trillion. 
Jiy  drop  below  800  in  the  Dow  is  likely  to  have  a 
ative  psychological  impact  on  investors,  and  the  mar- 
may  actually  test  this  level  within  the  next  few 


weeks.  Investors  are  already  leery  of  a  new  wave  of 
inflation,  which  still  seems  strong.  Rates  of  14.76%  for 
long-term  Treasury  bonds  are  not  helping  Wall  Street. 

In  its  decline  the  market  may  be  shifting  from  an 
overbought  to  an  oversold  position.  If  stocks  drop  even 
lower,  better  bargains  will  be  created.  This  will  eventu- 
ally set  the  stage  for  significant  buying  opportunities. 
But  perfect  timing  is  nearly  impossible.  The  folks  who 
get  the  best  bargains  will  no  doubt  be  snapping  up 
equities  when  the  current  outlook  is  bleakest.  This 
time,  however,  the  averages  have  fallen  so  steeply  that 
even  investors  who  forego  their  purchases  until  they've 
seen  the  bottom  still  stand  to  score  impressive  gains. 


Close-up  OnThe  Equity  Markets 


Performance  of  five  leading  indexes 

cent  change 

Wilshire 
5000 

Dow  Jones 
industrials 

NYSE 
Composite 

ASE  Market 
Value  Index 

NASDAQ 
Composite 

as  t  4  weeks 

-8.9 

-9.0 

-8.8 

-8.7 

-9.3 

ist  52  weeks 

-1.8 

-8.6 

-3.0 

1.9 

3.8 

Stock  performance  based  on  five  key  investor  yardsticks 

cent  change 

Volatility  * 

P/E  multiple 

Dividend  yield 

Growth  profile  t 

Share 

price 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

ast  4  weeks 

-13.0 

-3.0 

-12.1 

-7.5 

-4.4 

-10.4 

-12.3 

-5.8 

-8.4 

-9.6 

ast  52  weeks 

5.4 

7.9 

4.3 

6.2 

-0.2 

10.4 

6.0 

6.4 

-0.7 

14.3 

imitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


All  data  for  periods  ending  93/81  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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WhereThe  Action  Is 


Even  the  good  news  is  bad.  Even  though  the  utilities 
declined  4.2%,  they  still  outperformed  all  other  sectors. 
That  was  the  good  news.  In  the  most  recent  two  weeks 
technology  companies  have  dropped  8.1%  and  capital 
goods  producers  lost  7.5%.  The  biggest  drop  was  in  the 
energy  sector**It  declined  10.7%.  Oil  and  gas  companies 
had  been  pumped  up  by  merger  speculation,  and  it  may 
take  another  massive  acquisition  battle  to  stem  their 
slide.  Another  big  loser  was  the  transportation'  group,  off 


1 0.2% .  The  skies  continue  to  look  gloomy  for  the  airlin< 
and  the  prospects  of  more  fare  cuts  won't  help. 

This  period's  steep  declines  have  taken  back  most 
the  gains  the  market  made  over  the  past  several  montr. 
Two  weeks  ago  technology  was  the  only  sector  to  she 
red  ink  over  a  52-week  period.  Now  6  of  the  9  sectors  a 
in  the  red.  Technology  is  still  hurting  the  most.  It's  behii 
13%.  Still  in  the  black:  Consumer  nondurables  and  st 
vices,  raw  materials  and  transportation. 


Percent  change  in  last  52  weeks  l^j'^s/'  e"ceat  cnan8e  in  ,a8' ,w0  w**k» 


Capital  goods 


+  75% 


+  50 


+25 
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'80 


■81 


Energy 


+75% 


+  50 


+25 
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Technology 


+75% 


+  50 


+  25 
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Consumer  durables 


+  75% 


+  50 


+  25 
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Finance 


+75% 


+  50 


+25 
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Transportation 


+75% 


+  50 


-10.2 
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Consumer  nondurables  and  services 


+  75% 


+  50 


/ 
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Raw  materials 


+75% 


+50 


+25 


Utilities 


+  75% 


+50 


+25 
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DM 


Note:  All  data  for  periods  ending  9/3/81.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Vhat  s  the  direction 
it  Lear  Siegier? 


in  sales 
and  earnings! 


the  sixth  consecutive  year, 

ything's  up  at  Lear  Siegier- with  new  records 
lies,  net  earnings  and  earnings  per  share.  Net 
s  for  fiscal  1981  were  $1 .53  billion,  a  gain  of  8%, 
net  earnings  were  $76.1  million,  an  increase  of 
over  1980.  Earnings  per  share,  fully  diluted, 
i  up  15%  to  $4.42. 

This  record  performance,  backed  by  profits 
ich  of  our  27  years  and  with  26  consecutive 


years  of  dividend  payments,  indicates  we're 
headed  in  the  right  direction. 

To  find  out  more  about  what  we're  up  to, 
write  for  a  copy  of  our  fiscal  1981  Annual  Report: 
Department  AR,  2850  Ocean  Park  Boulevard, 
RO.  Box  2158,  Santa  Monica,  California  90406. 


LEAR  SIEGLER,  INC. 


COMMODITY  TRADING  HA: 
RECENTLY  BECOME 

FAR  MORE  IMPORTANT 
MORE  SPECIALIZED 

AND  MORE  DEMANDING. 


SO  HAVE  WE. 

INTRODUCING 
MERRILL  LYNCH  COMMODITIES  INC. 

Not  many  years  ago,  it  was  perfectly  possible  for 
a  brokerage  firm  to  trade  commodities  almost  as  a  sideline. 

Not  any  more.  At  Merrill  Lynch,  we  saw  that  it 
Wasn't  enough  to  be  one  arm— however  strong— of  a 
securities  firm. 

So,  we  created  Merrill  Lynch  Commodities  Inc.— 
a  unique  new  kind  of  commodity  company— in  April,  1981. 
We're  a  fully  independent  subsidiary  of  Merrill  Lynch, 
streamlined  and  specifically  organized  to  provide  the  best 
attainable  service  to  both  commercial  and  individual  com- 
modity futures  traders. 

We're  among  the  largest  futures  brokers  in  the 
world,  with  $130  million  in  capital. 

For  many  professional  traders,  we've  become  the 
source  for  accurate  and  timely  commodity  intelligence.  We 
have  the  resources  to  assign  an  analyst  to  every  single  type 
of  commodity  traded  in  the  U.S. 

So  we  can  spot  opportunities  anywhere  in  the 
market,  not  just  activity  in  some  specialized  corner. 

Our  Commodity  Account  Executives  are  among 
the  best  in  the  business— they  can  help  you  find  the  right 
strategy  and  the  right  level  of  risk— whether  you're  a  com- 
mercial hedger,  an  experienced  speculator,  or  a  qualified 
newcomer  ready  to  take  your  first  step  into  commodity 
futures  trading. 

All  in  all,  we're  the  kind  of  company  you  can't 
afford  to  overlook.  Even  if  you're  trading  commodity  futures 
with  someone  else. ..for  the  moment. 

WE  KNOW  COMMODITIES  COLD. 

Merrill  Lynch 

Merrill  Lynch  Commodities  Inc. 

:   «81  M*f<.i1  Ur<H  tarce  fonner  &  Smith  Int  M*mb»r  SIPC 

A  breed  apart. 


Capital  Markets 


>ebt  options  are  a  better  tool  for  specu- 
itors  than  futures;  at  worst,  all  you  can 
^se  is  your  initial  investment. 

THE  COMING 
HOT  GAME 


By  Ben  Weberman 


:t  investors  in  fixed-income  sectar- 
ies get  a  whiff  of  an  improving 
ldget  with  noticeably  less  federal 
mowing,  and  a  rally  of  heroic  pro- 
irtions  will  be  under  way.  After  all, 
flation  is  cooling  and  the  econo- 
y  is  slowing.  What's  lacking  is 
:rsuasive  evidence  that  federal 
>rrowing  can  be  contained.  Given 
at,  the  dark  prophecies  of  the  pes- 
mists  will  no  longer  be  self-fulfill- 
g  and  the  bond  market  can  rise. 
When  this  begins,  interest  rate 
eculation  will  burst  out.  There  is 
le  way  to  speculate  that  I  strongly 
ge  most  people  to  avoid — playing 
e  financial  futures  market  on  mar- 
n.  Unless  you  are  prepared  to  sit  in  a 
immodity  broker's  office  and  keep 
ose  watch  on  price  movement,  you 
n  easily  be  wiped  out.  Volatility  of 
e  markets  is  so  great  that  many 
ayers  in  the  futures  markets  have 
:en  cleaned  out,  even  though  their 
isic  premise  about  the  trend  of  in- 
rest  rates  has  been  borne  out. 
For  that  reason,  options  on  inter- 
t-bearing  securities  give  specula- 
rs  a  better  run  for  their  money, 
ith  options,  you  pay  a  fee  for  the 
jht  to  call  (buy)  or  put  (sell)  a  securi- 
at  a  specified  price  at  any  time 
iring  a  predetermined  period.  If 
iur  expectation  is  wrong,  the  most 
iu  can  lose  is  your  initial  cash  in- 
stment — only  a  fraction  of  the 


n  Weberman  is  economics  editor  of 
irbes  magazine. 


face  value  of  the  securities  covered 
by  the  option.  Put  up  $3,000  to  buy  a 
$100,000  block  of  Treasury  bonds, 
notes  or  GNMA  certificates  at  any 
time  over  three  months,  and  if  the 
price  does  not  rise  above  the  exercise 
price  of  the  option — the  striking 
price — you  are  out  no  more  than 
$3,000,  plus  about  $100  of  commis- 
sion. Even  if  the  security  price  col- 
lapses, you  lose  no  more  than  your 
option  cost.  By  contrast,  a  speculator 
in  the  futures  market  would  have  to 
continue  to  post  additional  margin — 
a  dangerous  and  possibly  costly  af- 
fair— should  prices  move  against  the 
exercise  price  of  the  futures  contract. 

The  Chicago  Board  Options  Ex- 
change, New  York  Stock  Exchange 
and  American  Stock  Exchange  have 
all  proposed  options  contracts  to  be 
listed  on  a  range  of  interest-bearing 
securities.  Thus  far,  the  Securities 
&  Exchange  Commission  has  ap- 
proved for  trading  only  GNMA  op- 
tions proposed  by  the  CBOE.  Trad- 
ing of  puts  and  calls  on  GNMA  se- 
curities is  planned  for  Oct.  30. 

The  date  is  still  tentative  because 
the  neighboring  Chicago  Board  of 
Trade  (CBT)  is  trying  to  head  off  the 
CBOE,  charging  that  the  SEC  does 
not  have  jurisdiction  over  GNMA 
options.  However  the  squabble  is 
settled,  it  will  soon  be  possible  to 
speculate  on  interest  rates  through 
puts  and  calls. 

It  won't  be  everyone's  dish. 
Those  who  hate  complexity  had 
better  stay  away.  The  first  debt  op- 
tions coming  our  way  from  the 
CBOE,  for  example,  will  be  con- 
tracts on  GNMA  certificates  ex- 
pressed in  terms  of  a  so-called  stan- 
dard, or  market  basket,  8%  GNMA 
coupon.  Any  outstanding  GNMA 
certificate  with  a  coupon  of  8%  or 
more  will  satisfy  the  obligation  at 
delivery  time. 

In  time,  however,  there  will  also 
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be  options  on  U.S.  Treasury  issues. 
In  contrast  to  market-basket  deliv- 
ery, these  will  specify  a  contract  to 
sell  or  purchase  a  particular  coupon 
or  a  specific  issue. 

The  difference  between  deliver- 
ing on  one  type  or  the  other  can  be 
considerable  both  to  the  option 
buyer  and  to  the  writer.  That's  be- 
cause striking  price  values  can  be 
affected  by  what  are  called  "cheap- 
est to  deliver"  variations.  In  the 
cash  market,  delivering  a  given  face 
amount  of  GNMA  debt  will  vary 
according  to  the  coupon.  Single-se- 
curity contracts  avoid  cheapest  to 
deliver  considerations. 

These  complications  aside,  here 
is  how  a  typical  8%  GNMA  option 
might  work  out:  The  8%  GNMA 
currently  sells  for  57¥i  to  yield 
16.4%.  If  you  were  to  buy  a  call  on 
this  issue,  at  a  strike  price  close  to 
the  market  level,  you  would  pay  the 
writer  of  a  90-day  call — the  party 
who  sells  a  call  on  a  $100,000  block 
of  GNMAs — a  premium  of  about 
$3,000  for  the  option  privilege.  The 
broker  would  charge  about  $100  for 
the  transaction. 

If  interest  rates  fall  and  GNMA 
prices  rise,  you  would  stand  a  good 
chance  of  making  a  substantial  prof- 
it. Yields  on  8%  GNMA  certificates 
would  have  to  fall  from  16.4%  to 
15.51%  to  bring  the  price  from  57Vi 
to  6OV2,  the  point  at  which  you  cov- 
er the  cost  of  the  option. 

There  hasn't  been  a  great  deal  of 
action  in  interest  rate  futures  thus 
far  because  few  brokerage  house  ac- 
count executives  are  prepared  to  sell 
futures  contracts  and  follow  devel- 
opments in  them.  But  those  AEs 
who  know  their  way  around  equity 
options  should  be  able  to  shift  easily 
into  debt  options. 

One  kicker  is  possible.  Some  of 
the  new  debt  options  may  be  avail- 
able not  only  in  the  usual  3-,  6-  and 
9-month  maturities,  but  in  12-  and 
15-month  maturities  as  well.  It  may 
therefore  be  possible  to  use  the  se- 
curity to  roll  short-term  capital 
gains  into  long-term  capital  gains. 
While  the  new  tax  law  wiped  out 
the  "straddle"  tactic  for  deferring 
gains  in  commodity  futures  trades, 
this  has  not  been  addressed — yet — 
for  those  who  might  use  debt  op- 
tions to  convert  short-term  to  long- 
term  capital  gains.  Options  have 
not  had  a  maturity  of  more  than  a 
year  before  now.  ■ 
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If  you  don't  care  whether  the  next  gen- 
eration gets  its  money  in  depreciated 
dollars,  you  might  as  well  squeeze  as 
much  as  possible  out  of  the  trust  fund. 

IN  TRUST  FOR... 


By  Heinz  H.  Biel 


Everybody,  it  seems,  wants  to  have 
a  trust.  The  lawyers,  who  set  them 
up  and  often  become  trustees  them- 
selves, love  them.  And  so  do  banks, 
which  may  function  as  trustees  as 
well  as  custodians.  The  beneficia- 
ries, of  course,  have  every  reason  to 
be  grateful  to  grandparents  or  par- 
ents, uncles  or  aunts,  or  whoever 
was  kind  enough  to  put  some  mon- 
ey into  trusts  for  them. 

Tax  considerations  often  are  the 
main  reason  for  establishing  such 
funds.  By  skipping  a  generation  or 
two,  inheritance  taxes  may  be 
saved.  Another  reason  is  to  protect 
the  beneficiaries,  who  otherwise 
might  wind  up  penniless  without 
someone's  exercising  a  degree  of 
control  over  their  profligacy.  Or  a 
trust  is  set  up  to  provide  a  lifetime 
income  for  the  beneficiary,  after 
whose  death  the  money  would  go  to 
a  church  or  some  charity. 

While  I  can't  think  of  anything 
nicer  than  to  be  the  beneficiary  of  a 
trust,  not  all  beneficiaries  seem  to 
be  as  happy  anymore  as  you  might 
expect.  Inflation  has  hurt  them  bad- 
ly in  recent  years,  and  unless  the 
trust  agreement  gives  the  trustees 
some  leeway  to  supplement  an  inad- 
equate income  by  invading  the  cor- 
pus of  the  trust,  accustomed  living 
standards  may  be  in  jeopardy. 

The  feeling  of  frustration  is  un- 


Heinz  H  Biel  is  a  lice  president  of  the  i\YSE 
firm  of  Janney  Montgomery  Scott. 


derstandable  when  a  person  knows 
that  he  or  she  is  not  exactly  poor, 
but  can't  touch  the  "wealth."  In 
some  instances,  one  can  ask  the 
trustee  for  help,  but  who  wants  to 
go  to  some  impersonal  bank  officer 
and  plead  like  a  welfare  applicant? 
But  how,  for  instance,  can  a  widow 
pay  ever-higher  tuition  for  the  kids 
or  pay  for  a  costly  illness? 

After  a  period  during  which  living 
costs  have  tripled,  an  income  that 
was  considered  more  than  ample  to 
provide  for  any  and  all  contingen- 
cies some  15  or  20  years  ago  no 
longer  may  be  adequate.  There  are 
not  many  trustees  who  have  been 
brilliant  enough  to  beat  the  terrible 
inroads  of  inflation.  After  all,  a 
trustee  is  supposed  to  be  a  prudent 
investor,  and  investment  prudence 
would  seem  to  rule  out  risk-taking, 
without  which  it  has  not  been  pos- 
sible to  keep  pace  with  inflation. 

Unfortunately,  there  is  no  easy 
solution.  Some  trust  agreements  are 
unduly  restrictive,  and  many  trust- 
ees are  either  incompetent  or  too 
lazy  to  protect  the  interests  of  the 
income  beneficiary.  Furthermore, 
while  individual  investors  can  sup- 
plement their  income  by  nibblmg 
on  capital  gains,  this  remedy  usually 
is  not  available  to  the  person  enti- 
tled only  to  the  trust  income. 

As  a  result  of  the  virtual  collapse 
of  our  bond  market,  it  is  now  possi- 
ble to  increase  greatly  a  trust  fund's 
income  without  incurring  criticism 
from  even  the  sternest  judge.  De- 
spite many  dividend  increases  and 
despite  the  recent  decline  in  the 
stock  market,  the  yield  on  blue  chip 
stocks,  as  represented  in  the  DJI,  is 
barely  6Vz%.  By  contrast,  you  now 
can  get  as  much  as  1 7%  on  two-year 
Treasury  notes  and  over  15%  on 
Treasury  notes  with  maturities  of 
up  to  ten  years.  These  yields  can  be 
bettered  by  1%  or  more  by  buying 


corporate  bonds  of  excellent  qualil 
rather  than  Treasuries.  If  tax  e: 
emption  would  be  advantageou 
that  market  is  in  utter  disarray,  an 
it  will  become  even  more  of  a  ba 
gam  hunter's  paradise  when  inve: 
tors  start  taking  their  fearsome  ta 
losses  this  fall. 

If  it  is  a  question  of  maximizin 
income  for  people  who  cannot  bene 
fit  from  eventual  capital  apprecn 
tion,  the  shift  from  relatively  low 
yielding  stocks  into  top-quality  ir 
termediate-term  bonds  should  b 
given  serious  consideration. 

No,  I  have  not  changed  my  inves 
ment  philosophy.  I  continue  to  hav 
grave  doubts  that  the  Reagan  Ac 
ministration  will  succeed  in  cor 
taining  inflation,  and  my  dislike  fc 
long-term  bonds  remams  as  stron 
as  ever.  But  if  you  are  just  an  incom 
beneficiary  and  don't  care  whethe 
the  next  generation  or  that  charit 
gets  its  money  m  depreciated  do] 
lars,  you  might  as  well  take  anapre 
moi  le  deluge  attitude  and  squeeze  a 
much  income  as  possible  (with  safe 
ty)  out  of  the  trust  fund.  Obviousl) 
you  need  the  understanding  and  cc 
operation  of  the  trustee. 

Such  considerations  are  at  least  h 
part  responsible  for  the  recent  stoc] 
market  slide.  Invading  the  principa 
is  anathema  to  many  investors,  pai 
ticularly  the  elderly  who  are  an< 
may  have  to  be  especially  conserva 
tive  in  handling  their  assets.  Usin, 
capital  gains  to  augment  incom> 
may  be  acceptable,  but  capital  gain 
have  not  been  easy  to  come  by  fo 
some  time. 

With  the  business  outlook  rathe 
blah  and  Reaganomics  becoming  in 
creasingly  suspect,  the  allure  of  com 
mon  stocks  has  diminished — as  i 
always  does  when  the  market  i) 
headed  south.  Thus,  it  is  hardly  sur 
prising  that  many  people  cannot  re 
sist  the  temptation  to  sell  the  dul 
stocks,  those  that  didn't  do  ver; 
much  even  in  a  rising  market,  anc 
put  the  proceeds  into  high-yielding 
relatively  short-term  bonds.  I  do  noi 
hesitate  to  recommend  that  a  New 
York  City  investor  buy  some  Mu 
nicipal  Assistance  Corp.  8%  bonds 
They  are  due  July  1,  1986  and,  pres 
ently  selling  at  around  86  to  yielc 
11.6%,  are  triple  tax-exempt.  The 
closeness  of  maturity,  less  than  five 
years,  should  keep  them  from  fallin| 
apart.  Quality  is  "good,"  although 
not  "prime."  ■ 
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IN  THE  WORLD:  WITH  AMERICAN  STYLE. 
Any  journalistic  victory  of  style  over  content  is 
won  at  the  readers  expense.  In  Newsweek 
International,  the  accent  may  be  distinctly- 
even  delightfully-American.  But  the  words 
speak  of  the  world,  and  they  engender  a  par- 
ticularly positive  response. 


Newsweek  Inc  — 1981 


Illustration:  Shigeo  Okamoto 


Unique  to  Newsweek  International:  a  staff  of  business  editors 
whose  particular  skill  is  to  internationalize  the  world's  news-,  to 
communicate  with  five  continents  in  the  particular  American  style 
of  the  sixth.  One  more  reason  why,  each  week,  more  than 
2,000,000  readers  in  193  countries  turn  to  Newsweek  Interna- 
tional as  the  magazine  to  fill  their  needs.  As  do  more  than  600 
advertisers.  Shouldn't  you  be  among  them  ? 

SALES  OFFICES  New  York  •  Chicago  •  Los  Angeles  •  San  Francisco  •  London  •  Amsterdam 
'  Frankfurt/ Main  •  Geneva  •  Pans  •  Rome  •  Hong  Kong-  Manila  •  Sydney  Tokyo 
CONTACT:  Harold  L  Leddy.  Jr ,  444  Madison  Avenue.  New  York  NY  10022 
Tel  212/350-2565  Telex  RCA  23401 1 1 ITT  420395/  WU1 620364 
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CHIEFTAIN  DEVELOPMENT  CO.  LTD.  A,  T,  M 

GAS — CONDENSATE  DISCOVERY  ANNOUNCED 
AT  GOLD  CREEK,  ALBERTA 

AUGUST  27,  1981-A  Devonian  gas-condensate  discovery 
well,  drilled  in  the  Elmworth-Gold  Creek  area  of  northwest- 
ern Alberta,  achieved  a  combined  daily  restricted  flow  rate 
of  24.2  million  cubic  feet  of  natural  gas  and  1,200  barrels 
of  condensate  from  two  zones  in  the  Wabamun  formation. 

Partners  in  the  Gold  Creek  discovery  and  the  32,960-acre 
reservation  on  which  the  well  was  drilled  (with  participation 
rates  shown  in  brackets)  are:  Dome  Petroleum  Limited 
(26.67  per  cent),  Chieftain  Development  Co.  Ltd.  (26.67  per 
cent),  Norcen  Energy  Resources  Limited  (20  per  cent), 
Numac  Oil  &  Gas  Ltd.  (15  per  cent),  and  Inter-City  Gas 
Corporation  (11.66  per  cent). 

The  well,  "Kaiser  et  al  Gold  Creek  10-34-69-5"  (W6M) 
was  drilled  12  miles  southeast  of  Grande  Prairie  during 

1980.  Dome  Petroleum  is  the  operator  of  the  well.  Gas  and 
condensate  flowed  from  two  zones  which  have  a  combined 
net  pay  thickness  of  161  feet  (49  metres). 

The  Wabamum  A  was  production  tested  at  a  daily  rate  of 
15.6  million  cubic  ft.  of  natural  gas  and  800  barrels  of  con- 
densate through  a  44/64-inch  choke  and  a  pressure  of  1,722 
pounds  per  sq.  inch.  Well  logs  indicated  a  net  pay  thickness  of 
102  ft.  (31  metres)  below  10,413  ft.  (3,174  metres). 

The  Wabarnun  B  was  production  tested  at  a  daily  rate  of 
8.6  million  cubic  feet  of  gas  and  400  barrels  of  condensate 
through  a  1/2-inch  choke  with  a  pressure  of  1,820  pounds 
per  square  inch.  Logs  showed  a  net  pay  thickness  of  59  feet 
(17.8  metres)  below  10,577  feet  (3,224  metres). 

The  well  was  spudded  May  17,  1980  and  the  rig  was 
released  September  10,  1980.  The  joint  venture  previously 
drilled  the  well  "Kaiser  et  al  Gold  Creek  7-11-69-5"  (W6M), 
which  produced  gas  from  the  Wabamun  at  a  flow  rate  of 
2.02  million  cubic  feet  per  day  through  a  24/64-inch  choke. 
This  well,  located  four  miles  south  of  the  gas-condensate 
discovery,  has  been  completed  as  a  gas  well. 

The  partners  added  to  their  land  holding  in  the  area  in 
October,  1980  by  paying  $9.9  million  at  an  Alberta  land  sale 
to  acquire  an  8,640-acre  parcel. 

A  follow-up  well  commenced  drilling  July  1,  less  than  one 
mile  southeast  of  the  discovery.  The  same  joint-venture 
group  have  farmed  into  acreage  held  by  another  company, 
to  the  northwest  of  the  discovery  well,  and  are  currently 
drilling  a  wildcat  three  miles  northwest  of  the  discovery 
well.  Further  exploration  drilling  is  planned  by  the  group  to 
follow  up  this  discovery. 

(Contact:  S.A.  Milner,  President,  Chieftain  Development 
Co.,  Ltd.,  1201  Toronto  Dominion  Tower,  Edmonton  Center, 
Edmonton,  Alberta,  Canada  T5J  2Z1  (403)  425-1950.) 

DATAPOINT  CORPORATION  N 
REPORTS  RECORD  EARNINGS  FOR  FISCAL  1981 

SAN  ANTONIO,  TX.  August  26,  1981. . . .  Datapoint  Cor- 
poration has  reported  net  earnings  of  $48,761,000  or  $2.45 
per  fully  diluted  share  for  the  fiscal  year  ended  July  31, 

1981,  compared  to  $33,478,000  or  $1.90  per  fully  diluted 
share  for  fiscal  1980.  Revenue  for  the  year  was 
$396,220,000,  an  increase  of  24  percent  over  the 
$318,826,000  reported  for  fiscal  1980. 

Net  earnings  for  the  fourth  quarter  were  $13,449,000  or 
$.66  per  share  compared  to  $9,228,000  or  $.52  per  share  for 
the  comparable  period  of  the  prior  year.  Revenue  for  the 
fourth  quarter  was  $103,914,000,  an  increase  of  15  percent 
over  the  $90,699,000  reported  for  the  comparable  period  in 
fiscal  1980. 

Harold  E.  O'Kelley,  chief  executive  officer,  said  that  fourth 
quarter  orders  were  ahead  of  the  preceding  quarter,  sub- 
stantially ahead  of  the  comparable  period  a  year  earlier,  and 
set  a  new  record  for  the  company.  Although  the  record 
orders  included  some  initial  orders  for  Datapoint's  new  ISX 


(Information  Switching  Exchange),  O'Kelley  noted  that  the 
record  would  have  been  achieved  even  without  that  inclu- 
sion. 

O'Kelley  said  that  shipments  for  the  fourth  quarter  were 
ahead  of  the  year-earlier  period  and  nearly  reached  the 
record  shipment  volume  set  during  the  preceding  quarter. 

Backlog  at  yearend  (using  then-existing  end-user  pur- 
chase prices  for  shipment  to  be  leased  and  applying 
appropriate  discounts  for  equipment  to  be  sold)  was  at  a 
new  high  of  $159  million  compared  to  $117  million  at  the 
end  of  fiscal  1980. 

O'Kelley  said  that  he  expects  Datapoint  business  to  show 
positive  quarter-to-quarter  growth  during  fiscal  1982.  Some 
aspects  of  accounting  for  recent  acquisitions  of  internation- 
al distributors  could  possibly  cause  reported  earnings  per 
share  for  the  first  quarter  to  be  flat  or  slightly  down 
compared  to  the  same  period  a  year  earlier;  however,  he 
expects  that  absolute  net  earnings  for  the  first  quarter  of 
fiscal  1982  will  be  flat  to  slightly  up  as  compared  to  the 
first  quarter  of  fiscal  1981.  A  return  to  positive  gradients  in 
earnings  per  share,  as  reported  through  the  fourth  quarter, 
should  resume  for  the  balance  of  the  year. 

Datapoint  Corporation  manufactures  and  markets  a  wide 
range  of  computer-based  products  for  the  integrated  elec- 
tronic business  office. 

(Contact:  T.J.  Moldenhauer,  Datapoint  Corporation,  9725 
Datapoint  Drive,  Mail  Station  H33F,  San  Antonio,  TX  78284 
Phone:  (512)  699-4428.) 


GROW  GROUP,  INC.  N 

(GRO)  New  York,  N.Y.  An  outstanding  performance  by  the 
Marine  and  Corrosion  Control  Group,  permitted  Grow  to 
report  record  sales  and  earnings  for  the  seventh  consecutive 
year. 

Grow  announced  the  sale  of  certain  assets  of  its  Pontiac 
Coatings  Division  to  Wyandotte  Paint  Co.  for  approximately 
$3.5  million  in  interest  bearing  notes.  The  sale  did  not 
include  Grow's  powder  dispersion  or  urethane  technologies. 

The  Pontiac  urethane  business  was  transferred  to  our 
U.S.  Paint  Division.  We  should  realize  immediate  benefits 
from  this  divestment  as  cash  is  redeployed  from  the 
collection  of  the  Pontiac  accounts  receivable  due  as  of  June 
30,  1981,  to  reduce  debt,  and  the  transfer  of  the  urethane 
coatings  into  our  U.S.  Paint  facility,  should  improve  profit 
margins. 

Grow  is  looking  toward  to  the  continued  expansion  of  its 
high  performance  coatings  for  the  marine  and  corrosion 
control  markets  New  products  such  as  Bar  Rust,M,  which 
converts  rust  into  a  stable  form  of  iron  oxide  and  can  be 
applied  directly  on  a  descaled,  tight  rust  surface,  and 
Devran™  234  QC,  the  first  epoxy  coating  that  cures  at 
subfreezing  temperatures,  generated  strong  responses  upon 
introduction. 

Fiscal  year  ended  June  30 

FY1981  FY1980 
Revenues  from  continuing  operations     $233,541,000  $220,529,000 
Income  from  continuing  operations        $    6,205,000      $  5  402,000 
Loss  from  Discontinued  operations        $     (978)         $  (790) 
Net  Income  $    5,227,000      $  4.612.000 

(Contact:  Russell  Banks,  president  and  chief  executive 
officer,  Grow  Group.  Inc.  200  Park  Avenue,  New  York  10017. 
(212)  599-4400.) 


PALM  BEACH  INCORPORATED  N 

CINCINNATI,  OH,  August  3,  1981— Palm  Beach  Incorpo- 
rated, diversified  apparel  manufacturer,  announced  today, 
(August  3,  1981)  sales  and  earnings  for  the  second  quarter 
and  six  months  ended  July  4,  1981. 

Second  Quarter 

Second  Quarter  net  sales  from  continuing  operations 
were  $114,070,000  a  36%  improvement  over  1980  s 
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$83,944,000  for  the  comparable  period.  Net  earn 
$3,588,000  in  198 1  s  second  quarter,  a  35%  inc 
1980  s  earnings  of  $2,654,000  for  the  comparabi 
Earnings  per  share  in  198 1  s  second  quarter  wt 
38%  increase  over  1980  s  $.65. 

Six  Months 

Six  months  net  sales  from  continuing  open 
creased  31%.  reachng  $231,179,000  compared  w 
$176,679,000  for  the  comparable  period.  Net  earr 
$7,886,000  in  1981,  a  41%  increase  over  1980  s 
of  $5,592,000. 

Earnings  per  share  in  1981  were  $2.00,  a  46^ 
over  1980  s  $1.37. 

Elmer  L.  Ward,  Jr.,  President  of  Palm  Beach  Inci 
commented  that  the  company's  progress  thi 
months  had  been  generated  by  both  the  Mens 
Women's  Wear  Groups.  Menswear  volume  increa 
and  Women's  Wear  30%,  and  both  contributed  sig 
to  the  increase  in  operating  income.  He  alsoi 
$3,000,000  increase  in  interest  expense  through  tH 
months. 

Mr.  Ward  indicated  that  forward  indicators  su 
improvement  over  1980's  performance  during  the  i 
of  the  year.  He  cautioned,  however,  that  thal'^ 
national  economic  climate  clouds  the  accuracy 
predictions. 

PALM  BEACH  INCORPORATED  &  SUBSIDIARIES 

CONSOLIDATED  STATEMENT  Or  NET  SALES  AND  NET  INCd 
THREE  AND  SIX  MONTHS  ENDED  JULY  4,  1981 
COMPARATIVE  PERIOD  ENDED  JUNE  28,  1980 
(Unaudited) 
(In  thousands,  except  per  share  amounts) 
3  Months  Ended  6  Months  £ 

July  4,  1981  June  28,  1980  July  4,  1981  Ju 


Net  sales  $114,070 

$83,944 

$231,179 

Income  before 

taxes 

7,424 

5.212 

16.125 

Provision  for 

income  taxes 

3,730 

2,566 

7,897 

Gain  (loss)  on  sold 

and  discontinued 

operations, 

net  of  taxes 

(106) 

8 

(342) 

Net  income 

$3,588 

$2,654 

$7,886 

Earnings  per 

common  share 

$.90 

$65 

$2.00 

Average  shares 

outstanding 

3,654 

3,654 

3,654 

(Contact:  W. 

B.  Anneken, 

Executive  Vice  Pres 

nance  &  Secretary,  Palm  Beach  Incorporated,  P.O 
Cincinnati,  OH  45201.  Phone:  (513)  241-4260.) 


LANIER  BUSINESS  PRODUCTS,  INC. 

ATLANTA,  GA.,  Aug.  5 — Lanier  Business  Produi 
reported  net  earnings  of  $25,536,000  for  the  f| 
ended  May  29.  1981,  a  47  percent  increase 
$17,380,000  for  the  previous  year.  The  Atlanta-bas 
ufacturer  of  dictating  and  typing  systems  and  distl 
business  equipment  said  revenues  for  fiscal  1981 
ed  to  $303,110,000,  compared  to  $253,166,000  for 
fiscal  year,  an  increase  of  20  percent. 

Earnings  per  share  for  fiscal  1981  rose  44 
$1.70,  compared  with  $1,18  last  year.  All  earnings 
amounts  have  been  adjusted  to  give  effect  to  the  p 
announced  two-for-one  stock  split-up  payable  on  Se 
1,  1981  to  shareholders  of  record  on  August  14,  1 

Gene  W.  Milner,  Lanier's  chairman,  said,  "In  spi 
uncertain  and  sometimes  volatile  conditions  during! 
year,  we  are  pleased  to  report  another  year  of  progj 
levenue  growth  was  a  little  below  expectations 
margins  improved,  both  on  a  pre-tax  and  net  basi 

Milner  added,  "In  the  fourth  quarter,  Lanier 
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accruing  compensation  expense  for  employee 
in  accordance  with  Statement  of  Accounting 
No.  43.  An  accrual  covering  the  entire  fiscal  year 
ded  in  the  fourth  quarter  and  decreased  net 
approximately  $650,000  or  4  cents  per  share  for 
nd  quarter  ended  May  29,  1981." 
nting  on  prospects  for  1981,  Wes  Cantrell,  presi- 
lier,  said,  "We  have  committed  a  growing  amount 
es  to  new  product  research  and  development 
i  past  year.  These  efforts,  continuing  into  fiscal 
y  put  pressure  on  profit  margins  in  the  first 
owever,  we  remain  optimistic  about  the  overall 
d  believe  that  the  investments  being  made  now 
oducts  should  place  Lanier  in  a  stronger  position 
s  markets  in  the  future." 
Business  Products,  Inc.,  listed  on  the  New  York 
iange,  specializes  in  word  processing  systems. 
>  a  leader  in  dictation  equipment  and  is  a  major 
f  video-display  electronic  typing  systems, 
it:  W.R.  Campbell.  Vice  President,  Secretary-Trea- 
ier  Business  Products,  Inc.,  1700  Chantilly  Drive, 
ita,  GA  30324.  Phone:  (404)  329-8000.) 


>  ASSOCIATES,  INC.  N 
IDERS  FISCAL  1981  SALES  AND  EARNINGS 
INCREASE  TO  NEW  RECORDS 

\,  N.H. — Sanders  Associates,  Inc.  today  reported 
and  earnings  for  the  fiscal  year  ended  July  31, 
hed  record  levels.  Sales  increased  30  percent  to 
llion  compared  with  $281.1  million  in  1980.  Net 
creased  18  percent  to  $21.9  million  compared 
i  million  last  year.  Earnings  per  share  increased  to 
ord  of  $2.75  per  share  compared  with  $2.65  per 
year. 

for  1981  include  the  consolidation  of  CalComp 
I  year.  In  1980  CalComp  was  consolidated  for  the 
h  period  ended  July  25,  1980. 
ire  results  for  the  year  reflect  average  common 
:  shares  of  7,962,000  compared  with  6,987,000 
rhe  increase  reflects  the  full  year  effect  of  shares 
ring  1980  in  connection  with  the  CalComp  merger 
ilic  offering  of  common  stock, 
tember  1,  1981  the  Board  of  Directors  increased 
r  quarterly  common  stock  dividend  to  16  cents  per 
l  14.5  cents  per  share  and  declared  a  dividend  in 
nt  payable  on  October  13, 1981  to  stockholders  of 
September  25,  1981. 

said,  "Sales  and  operating  income  increased  in 
rnment  Systems  and  Products  and  Graphic  Sys- 
Products,  the  company's  two  business  areas.  In 
o  record  performance  in  Fiscal  1981  a  successful 
was  made  into  the  fast  growing  computer  graph- 
ry.  At  the  same  time  our  traditional  business  in 
lectronics  was  expanded.  Both  of  these  markets 
ted  to  offer  excellent  prospects  to  support  our 
long-term  average  annual  growth  rate  in  sales 
rigs  per  share." 

mting  on  the  Defense  Department's  recent  selec- 
competitor  team  for  the  Phase  II  engineering 
jnt  of  ASPJ,  an  airborne  self-protection  jammer, 
)id,  "The  decision  does  not  alter  the  company's 
growth  rates  as  production  on  ASPJ  was  not 
intil  the  late  1980's.  Sanders'  growth  pattern  in 
electronic  countermeasures  (ECM)  will  continue 
our  current  ECM  Programs  and  other  programs 
ined  by  our  customers.  Sanders  has  more  than  two 
rf  leadership  in  ECM  and  we  do  not  intend  that  this 
:hange  that  pattern.  We  had  already  started  to 
he  technology  that  will  be  required  in  the  future 
IPJ  and  now  will  be  able  to  devote  a  higher  level  of 
to  those  studies." 

iovernment  Systems  and  Products  business  Bow- 
"A  wide  range  of  important  programs  for  defense 
s  are  already  underway  which  will  provide  an 


excellent  basis  for  continued  growth.  In  addition,  due  to  our 
broad  diversification  and  high  technology  capabilities  we 
are  well  positioned  for  new  opportunities  arising  from 
greater  emphasis  on  U.S.  defense  needs." 

In  its  Graphic  Systems  and  Products  business  Bowers 
said,  "The  CalComp  group  turned  in  its  21st  consecutive 
year  of  increased  graphic  plotter  sales  and  exceeded  operat- 
ing income  objectives  set  for  the  year.  CalComp's  sales  of 
turnkey  computer-aided  design  and  drafting  systems  more 
than  doubled  last  year's  level  and  are  expected  to  double 
again  in  FY  1982.  Record  revenues  from  sales  of  graphic 
displays  were  also  achieved  in  the  year."  He  added  that  "a 
$14  million  follow-on  production  order  was  received  from 
IBM  for  continued  production  of  the  IBM  3250." 

Bowers  said,  "Greater  national  emphasis  on  increased 
productivity  is  expected  to  increase  capital  spending  for 
computer  graphic  systems  and  products.  As  a  supplier  of 
one  of  the  broadest  lines  of  graphic  plotters,  digitizers, 
graphic  displays  and  turnkey  CADD  systems,  Sanders  is 
playing  a  major  role  in  this  growing  market." 

Bowers  said,  "To  meet  increased  customer  requirements 
Sanders  has  begun  a  facilities  expansion  program  which 
will  continue  for  several  years."  He  said,  "Approximately 
185,000  square  feet  of  additional  manufacturing  and  engi- 
neering space  is  underway  in  Nashua  and  Merrimack,  N.H. 
Plans  are  also  being  completed  for  an  added  200,000 
square-foot  facility  for  the  CalComp  activities  in  Anaheim, 
California." 

He  said  Sanders  anticipates  another  year  of  record  sales 
and  earnings  per  share  for  1982. 

SANDERS  ASSOCIATES,  INC.  AND  SUBSIDIARIES 
CONSOLIDATED  SUMMARY  OF  INCOME 
(Quarterly  results  are  Unaudited) 

(In  thousands,  except  per  share  amounts) 

Quarter  Ended  Twelve  Months  Ended 


July  31. 

July  25. 

July  31. 

July  25, 

1981 

1980 

1981(a) 

1980 

Net  sales  $112,830 

$86,325 

$364,483 

$281,057 

Pretax  income  trom 

operations 

10,870 

9,739 

39,268 

28,914 

Royalties  and  inter- 

est income 

874 

1,506 

3,512 

7,277 

Interest  expense 

(517) 

(743) 

(2,195) 

(3,200) 

Other  income 

(expense) 

205 

(174) 

(773) 

(582) 

Income  taxes 

(4,855) 

(4,347) 

(17,939) 

(13.881) 

Net  income 

$6,577 

$5,981 

$21,873 

$18,528 

Net  income  per  share 

$.82 

$.76 

$2.75 

$2.65 

Average  common 
equivalent  shares 
(a)  Fifty-three  weeks 


7,970 


7,962 


6,987 


SANDERS  ASSOCIATES,  INC.  AND  SUBSIDIARIES 
CONSOLIDATED  BALANCE  SHEET  SUMMARY 

(In  thousands  ot  dollars) 


July  31. 

July  25, 

1981 

1980 

Assets 

Current  assets 

$183,636 

$147,212 

Property,  plant  and  equipment,  net 

60,772 

53.748 

Other  assets 

1,807 

1.092 

Excess  ot  purchase  price  over 

fair  value  of  assets  acquired,  net 

30,891 

32,933 

Total 

$277,106 

$234,985 

Liabilities  and  Capital 

Current  liabilities 

$84,914 

$77,912 

Deferred  income  taxes 

16,398 

Long-term  debt 

24,856 

26,570 

Stockholders'  equity 

150,938 

130,503 

Total 

$277,106 

$234,985 

SAXON  OIL  COMPANY  0 
ANNOUNCES  SECOND  QUARTER  EARNINGS 

DALLAS,  TX.  Saxon  Oil  Company  today  announced  rev- 
enues of  $19,887,042  for  the  three  months  ended  June  30, 
1981,  up  from  $16,743,708  for  the  same  period  last  year. 

Revenues  for  the  six  months  ended  June  30,  1981,  were 
$36,559,099  versus  $25,542,849  for  the  first  half  of  1980. 

Net  income  for  the  second  quarter  of  1981  was  $243,534, 
or  $.02  per  share  on  10,548,937  average  shares  outstand- 
ing compared  with  $1,730,828,  or  $.35  on  5,000,000 
average  shares  outstanding  in  1980.  For  the  first  six  months 
of  1981,  net  income  was  $552,082,  or  $.05  per  share,  vs. 
$2,814,848,  or  $.56  per  share  for  the  first  half  of  1980. 

Following  are  comparative  summarized  financial  results 
of  Saxon  Oil  Company  for  the  three  and  six  months  ended 
June  30,  1981  and  1980: 

Three  Months  Ended  June  30    Six  Months  Ended  June  30 
1981  1980  1  981  1980 

Operating 

Revenues  $19,887,042 
Net  Income  243,534 
Earnings  per  share,  based  on 

average  shares 

outstanding     $  .02    $       .35  $  .05$  .56 

Weighted  average  common  shares 

outstanding      10,548,937      5.000,000    10,524,604  5,000,000 
SAXON  OIL  COMPANY  DECLARES  100%  STOCK  DIVIDEND 

Dallas — Saxon  Oil  Company  announced  today  that  its 
Board  of  Directors  has  declared  a  100  percent  dividend  in 
shares  of  the  Company's  common  stock  to  effect  a  two-for- 
one  split. 

The  action  was  taken  by  the  board  on  August  15. 

Distribution  of  the  stock  will  be  made  Thursday,  Septem- 
ber 10,  1981,  to  shareholders  of  record  at  the  close  of 
business  on  Friday,  August  28,  1981. 

Saxon  Oil  Company  is  traded  over-the-counter  under  the 
symbol  SAXO. 

(Contact:  J.  Michael  Muckleroy,  Sr.  Vice  President,  Inves- 
tor Relations,  Saxon  Oil  Company,  1300  Diamond  Shamrock 
Tower,  Dallas,  Texas  75201.  Phone:  (214)  745-1300.) 


$16,743,708  $36,559,099  $25,542,849 
1.730,828       552.082  2,814,846 


(Contact:  John  A.  Ruggiero,  VP-Treasurer,  Sanders  Asso- 
ciates, Inc.,  Daniel  Webster  Highway  South;  Nashua,  NH 
03061.  Phone:  (603)  885-3610.) 


SENECA  OIL  COMPANY  0 

OKLAHOMA  CITY,  OK.,  August  18,  1981— Seneca  Oil 
Company  (NASDAQ:  SNCA)  today  reported  net  income  for  the 
nine  months  ended  June  30,  1981,  of  $1,426,211,  or  21 
cents  a  share.  This  is  a  116%  increase  over  net  income  of 
$661,063,  or  11  cents  a  share,  for  the  same  period  a  year 
ago.  Revenues  were  $8,407,399  compared  to  $4,807,186 
last  year. 

Seneca  also  announced  that  it  has  entered  into  a  joint 
venture  agreement  involving  a  $30,000,000  three-year  com- 
mitment from  a  non-industry  company.  Under  terms  of  the 
agreement,  the  joint  venturer  will  contribute  a  minimum  of 
$10,000,000  a  year  for  three  years  to  joint  venture  with 
future  Seneca  drilling  ventures.  The  1981  $10,000,000 
commitment  increases  Seneca's  1981  intangible  drilling 
budget  from  outside  sources  to  $38,250,000.  Seneca's 
capital  contribution  for  tangible  drilling  costs  will  approxi- 
mate $12,750,000  giving  a  total  drilling  and  completion 
budget  in  1981  for  the  joint  venture  and  other  programs  of 
approximately  $51,000,000.  The  majority  of  this  budget  will 
be  drilled  by  December  31,  1982,  Ted  C.  Fowler,  Seneca 
president,  said. 

Fowler  also  listed  third  quarter  results  for  the  company. 
For  the  three  months  ended  June  30,  1981,  net  income  was 
$165,902,  or  2  cents  a  share,  compared  to  $321,704,  or  6 
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cents  a  share,  for  the  same  period  last  year.  Third  quarter 
revenues  were  $2,595,386  versus  $2,077,160  a  year  ago. 

Fowler  said  the  lower  third  quarter  earnings  were  primar- 
ily due  to  increased  costs  related  to  the  rapid  expansion  of 
its  driling  activities  and  delays  in  getting  new  wells 
connected  to  pipeline. 

He  said  that  due  to  these  delays  in  pipeline  connections, 
the  company  entered  its  third  fiscal  quarter  with  21  shut-in 
gas  wells.  Six  wells  were  connected  in  May  and  10  in  June, 
too  late  to  have  a  significant  impact  on  third  quarter  oil  and 
gas  revenues.  He  said  the  sales  from  these  wells  will  be 
reflected  in  fourth  quarter  revenues.  In  addition  to  the  wells 
connected  in  the  third  quarter,  Seneca  still  has  20  wells 
awaiting  pipeline  connection. 

Fowler  said  amortization  and  depreciation  of  $850,043 
for  the  third  quarter  was  more  than  double  $389,168  a  year 
ago  under  the  company's  full  cost  method  of  accounting. 
"This  was  due  to  increased  property  and  equipment  costs 
without  a  corresponding  net  increase  in  oil  and  gas  re- 
serves, because  of  downward  revisions  in  estimates  of  some 
previous  reserves  which  offset  gains  in  reserves  from  new 
wells,"  he  said. 

As  of  August  14  Seneca  has  participated  in  the  drilling  of 
83  gross  wells  since  the  present  fiscal  year  began  on 
October  1, 1980.  Seneca  expects  to  drill  between  90  and  100 
wells  this  fiscal  year  compared  with  46  last  year,  approxi- 
mately doubling  its  activity.  Of  the  wells  drilled  in  fiscal 
1981,  40  are  producers,  16  are  dry  holes  and  18  are  in 
various  stages  of  testing  or  completion,  while  9  are  currently 
drilling. 

Fowler  also  announced  that  the  company's  drilling  sub- 
sidiary, Seneca  Drilling  Company,  will  place  its  first  rig  in 
the  field  this  week.  This  rig,  originally  scheduled  for 
completion  in  June,  has  experienced  delays  from  suppliers. 
Two  other  rigs  are  scheduled  for  completion  in  the  next  two 
or  three  months,  Fowler  said. 

(Contact:  Norman  K.  Edwards,  Vice  President-Finance, 
Seneca  Oil  Company,  100  N.  63,  Oklahoma  City,  OK  73116. 
Phone:  (405)  848-3388.) 


SHONEY'S  INC.  O 
SHONEY'S  REPORTS  89th  CONSECUTIVE  RECORD  QUARTER 
ANNOUNCES  4-F0R-3  STOCK  SPLIT 

NASHVILLE,  TENNESSEE  (Sept.  2,  1981)— Shoney's  Inc. 
today  reported  record  revenues,  net  income  and  earnings 
per  share  for  the  third  quarter  and  the  nine  months  ended 
August  2,  1981.  This  marks  the  89th  consecutive  quarter  in 
which  revenues  and  earnings  have  set  record  highs  over  the 
same  quarter  of  the  prior  year. 

For  the  40  weeks  ended  August  2,  1981,  revenues 
increased  24%  to  $202,595,372,  net  income  rose  24%  to 
$8,979,467  and  earnings  per  share  were  up  23%  to  $1.03 
versus  $.84. 

For  the  third  quarter  revenues  increased  26%  to 
$66,363,699,  net  income  was  up  24%  to  $3,890,101  and 
the  per  share  earnings  comparison  was  $.36  versus  $.29. 

It  was  also  announced  that  the  Board  of  Directors,  at  its 
regular  meeting  on  September  2,  1981,  declared  a  4-for-3 
stock  split.  The  additional  shares  will  be  distributed  October 
12, 1981  to  stockholders  of  record  September  29,  1981.  The 
Board  also  declared  the  regular  quarterly  cash  dividend  of 
$.05  per  share  based  on  shares  outstanding  prior  to  the 
split.  The  cash  dividend  is  payable  on  October  9,  1981  to 
shareholders  of  record  September  22,  1981. 

Shoney's  President,  David  K.  Wachtel,  Jr.,  said,  "During 


the  quarter  comparable  restaurant  sales  showed  average 
gains  of  14.3%.  After  adjusting  for  menu  price  increases,  the 
average  real  sales  gain  for  all  Company  units  was  7.0%. 
Through  the  first  nine  months  of  this  fiscal  year,  the  Company 
had  a  net  increase  of  40  company-owned  units,  consisting  of 
12  Shoney's,  26  Captain  D's,  a  Kentucky  Fried  Chicken  unit 
and  a  Fifth  Quarter  Steak  House.  We  continue  to  expect  fiscal 
1981  to  be  our  22nd  consecutive  record  year." 

In  addition  to  Shoney's  and  Captain  D's,  Shoney's  Inc. 
operates  a  Specialty  Group  of  outlets  and  a  manufacturing 
operation  of  salad  dressing  and  condiments.  At  August  2, 
1981,  ttie  Company  had  714  restaurants  in  operation,  which 
included  323  company-owned  and  391  franchised  units. 
The  Company's  stock  is  traded  over-the-counter  with  the 
NASDAQ  symbol  SHON. 

(Contact:  Taylor  Henry,  Jr.,  VP-Finance,  Shoney's  Inc., 
1727  Elm  Hill  Pike,  Nashville,  TN  37202,  (615)  361-5201.) 


SIGMOR  CORPORATION  O 
SIGMOR  REVENUES  REACH  $1.8  BILLION 

SAN  ANTONIO,  TEXAS— September  1, 1981— Sigmor  Cor- 
poration (NASDAQ-SGMOA)  today  announced  total  revenues 
of  $1.8  billion  for  the  fiscal  year  ended  June  30,  1981.  This 
amount  reflects  a  38%  increase  over  the  total  revenues  for 
the  prior  fiscal  year. 

Net  income  for  the  fiscal  year  reached  $31.8  million  which 
makes  1981  the  second  best  year  in  the  Company's  history.  Net 
income  for  1981  declined  34%  from  the  record  level  reached 
last  year.  On  a  per  share  basis,  net  income  reached  $1.90  per 
share,  down  from  the  $2.87  level  posted  last  year. 

The  Company's  pipe,  refining  and  petroleum  products 
wholesaling  activities  showed  the  largest  percentage  in- 
creases in  revenues.  At  the  retail  level,  Sigmor's  revenues 
increased  12%  on  sales  of  835  million  gallons  of  gasoline 
sold  through  the  Company's  600  retail  outlets. 

For  the  three  months  ended  June  30,  1981  net  income 
amounted  to  $10.5  million  or  63C  per  share.  This  level 
represented  a  5%  increase  over  the  comparable  three- 
month  period  last  year. 

Sigmor  operates  approximately  600  retail  gasoline  out- 
lets in  18  states,  including  450  in  Texas  and  Louisiana 
selling  "Shamrock"  branded  gasoline  and  150  "Fill-em 
Fast"  outlets  in  16  other  states. 

In  addition  to  gasoline  retailing,  Sigmor's  other  energy 
related  businesses  include  petroleum  refining  and  explora- 
tion, ownership  and  operation  of  pipelines,  a  300,000-barrel 
petroleum  products  terminal  at  the  Texas  Gulf  Coast,  a 
similar  200,000-barrel  terminal  in  San  Antonio  and  another 
400,000-barrel  terminal  in  the  Rio  Grande  Valley  of  Texas. 
Sigmor  also  operates  a  trucking  company  which  primarily 
transports  petroleum  and  chemical  products.  In  addition, 
Sigmor  markets  new  and  used  pipe,  operates  a  metal 
fabrication  company  and  owns  six  radio  stations. 
SIGMOR  CORPORATION  FINANCIAL  HIGHLIGHTS 
Three  Months  Ended  June  30. 


Revenues 
Net  Income 
Average  Number  of 
Shares  Outstanding 
Earnings  per  share 


Revenues 
Net  Income 
Average  Number  ol 
Shares  Outstanding 
Earrings  per  share 

(Contact:  Robert 


1981 
$371,175,010 
$  10,564,730 

16,750,000 
$.63 


1980 
$389,215,991 
$  10,015,654 

16,750.000 
$.60 


Fiscal  Year  Ended  June  30, 


1981 
$1,835,363,227 
$  31,822,589 


1980 
$1,327,605,289 
$  48,118,364 


J.  Boerner, 


16,750,000 
$1.90 

Sigmor  Corp., 


16,750.000 
$2.87 

P.O.  Box 


20267,  San  Antonio.  Texas  78220.  Phone  (512)  223-2631.) 
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tvesting  in  small  companies  may  be 
rofitable,  but  it's  safer  and  probably  just 
s  rewarding  to  buy  large,  low-P/E  ones. 

BIG  BUCKS  FROM 
SMALL  STOCKS? 


By  David  Dreman 


iven  the  recent  near  obsession 
ith  emerging  growth  stocks,  it's 
propriate  to  ask  whether  the 
3cks  of  small  companies  really  do 
tter  than  the  stocks  of  big  compa- 
es.  Rolf  Banz,  a  Northwestern 
niversity  professor,  states  em- 
latically  that  they  do — -a  conclu- 
jn  spotlighted  in  a  number  of  ma- 
r  business  magazines. 
Professor  Banz'  study  showed 
at  the  lowest  20%  of  stocks  by 
arket  value  on  the  New  York 
ock  Exchange  has  done  better 
an  any  other  group  over  an  ex- 
nded  period  of  time,  stretching 
ck  to  the  late  1920s. 
Why  did  small  stocks  do  better? 
le  professor,  a  financial  statisti- 
m,  admits  he  is  not  sure,  but  adds: 
>Jo  other  thesis,  such  as  Dreman's 
mtrarian  investment  Strategy,  ex- 
ains  the  effect."  Being  more  than 
little  curious,  we  undertook  our 
m  research  on  the  subject. 
Banz  is  right  on  his  figures — small 
3cks  did  do  better.  But  look  out! 
le  reasons  are  far  different  from 
tiat  you  might  think,  and  once 
ain  illustrate  the  danger  of  using 
itistics  blindly. 

Small  capitalization  companies 
d  well  not  because  they  prospered, 
most  people,  including  Banz,  con- 


vid  Dreman  is  managing  director  ofDre- 
in,  Gray  &  King,  Investment  Counsel, 
>r  York,  and  author  of  Contrarian  Invest- 
;nt  Strategy. 


jectured,  but  for  precisely  the  oppo- 
site reason — many  were  in  severe 
financial  and  operating  difficulties 
at  the  time  they  were  in  the  small- 
est capitalization  group.  Subse- 
quently, a  good  number  survived, 
accompanied  by  dramatic  increases 
in  price. 

This  point  comes  out  clearly  in 
the  1931-35  period  of  the  study, 
which  indicated  that  the  smallest 
NYSE  capitalizations  did  substan- 
tially better  than  their  bigger  broth- 
ers, moving  up  over  100%.  This,  in 
spite  of  the  fact  that  many  smaller 
companies  were  in  serious  financial 
trouble  in  the  period  that  covered 
the  bottom  of  the  Great  Depression. 

But  here's  the  rub:  Banz'  comput- 
er method au tomatically  placed  large 
numbers  of  troubled  companies  in 
his  bottom  group.  Some  capitaliza- 
tions had  shrunk  drastically  in  the 
process — the  average  company  val- 
ue at  year-end  1930,  for  example, 
was  only  $2.2  million.  (The  study 
also  omitted  companies  delisted 
and  going  down  for  the  third  time.) 

At  the  beginning  of  1931,  al- 
though still  listed  on  the  NYSE, 
some  companies  were  in  receiver- 
ship, and  many  traded  at  a  fraction 
of  a  dollar — a  number  as  low  as  Va  or 
Vie.  By  1935,  41%  of  these  stocks 
were  delisted.  It  took  only  one  sur- 
vivor, Reynolds  Spring,  which  ap- 
preciated from  1  to  30,  or  2,900%, 
to  improve  by  over  35%  the  average 
performance  of  each  remaining 
stock  in  the  cheapie  group. 

The  1941-45  period,  the  best  in 
the  sample,  demonstrates  this 
point  even  more  strikingly.  Phila- 
delphia Reading  Coke  &  Iron  rose 
from  3/i6  to  183/s,  or  up  9,700%;  and 
Mo-Kan-Tex  went  from  s/i6  to 
16'/4,  or  up  5,100%.  These  two 
stocks  alone  appreciated  enough  to 
boost  by  142%  the  results  of  each 
stock  in  the  lowest  capitalization 


group    in    this    five-year  period. 

The  findings  show  clearly  that  in- 
vestors react  more  sharply  to  the 
financial  difficulties  of  small  compa- 
nies than  to  big  ones.  The  fear  of 
bankruptcy  or  severe  operating  prob- 
lems drastically  shrinks  their  price. 
However,  the  reasons  are  identical — 
investors  overreact  to  near-term  un- 
certainty. But  once  again,  actual  re- 
sults are  not  nearly  as  predictable  as 
investors  think.  More  small  compa- 
nies survive  and  eventually  prosper, 
just  as  many  low-P/E  companies 
have  better  results  than  people  ex- 
pect, and  subsequently  are  awarded 
far  higher  prices. 

This  overreaction  to  companies  in 
financial  distress  has  been  known  by 
sophisticated  investors  for  years.  In 
the  1930s,  Benjamin  Graham  made 
money  consistently  by  buying  the 
bonds  of  troubled  companies,  as 
frightened  investors  sold  them  for 
pennies  on  the  dollar.  Here  again,  as 
Giaham  noted,  though  the  bonds 
were  often  well-secured,  few  inves- 
tors bothered  to  check. 

Forbes  columnist  John  Train,  in 
The  Money  Masters,  also  writes  of 
how  in  1940  John  Templeton  made 
a  tidy  sum  buying  all  stocks  selling 
for  under  $1  on  the  NYSE;  coinci- 
dentally,  almost  the  identical  period 
in  which  Banz'  stocks  did  the 
best — appreciating  some  658%. 

The  trouble  with  this  method,  of 
course,  is  that  many  of  these  small 
companies  will  eventually  sink  be- 
neath the  waves.  To  play  financially 
distressed  stocks  then,  you  need  a 
strong  stomach  and  very  wide  di- 
versification. For  most  investors, 
it's  safer,  requires  less  Valium,  and 
is  probably  just  as  rewarding  to  buy 
large  companies  with  low  P/Es. 

Some  such  bargains  available: 

Federated  Department  Stores  (36), 
the  nation's  largest  department 
store  chain,  is  priced  at  6  times 
earnings  and  yields  5.3%. 

Standard  Oil  of  Ohio  (45),  with 
huge  North  Slope  reserves,  should 
have  an  earnings  increase  of  over 
10%  this  year.  The  stock  trades  un- 
der 6  times  earnings,  yielding  5.3% . 

Travelers  (41),  the  sixth-largest  in- 
surance company,  has  a  P/E  under  5 
and  yields  6.8%. 

Yes,  Professor  Banz'  findings  are 
correct.  Small  capitalizations  re- 
maining on  the  NYSE  do  well  over 
time — but  for  the  reason  that  they 
have  previously  done  so  poorly.  ■ 
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FOUNDERS 

1300  First  of  Denver  Plaza 
Denver,  Colo.  80202 
303/292-1820 

Our  address  is  provided  to  read- 
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ileges. All  no-load. 
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COMPANY 


COMMON  STOCK  DIVIDEND 

The  Board  of  Directors  has 
declared  a  reguiar  quarterly  divi- 
dend of  47  cents  per  share  on 
the  common  stock  of  the  Com- 
pany, payable  October  1,  1981 
to  shareholders  of  record  at  the 
close  of  business  September  11, 
1981. 

R.  E.  FONVILLE 
Secretary 

Dallas,  Texas 
August  21,  1981 


Electric  Utility  Subsidiaries: 

Dallas  Power  &  Light  Company 
Texas  Electric  Service  Company 
Texas  Power  &  Light  Company 
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Uncle  Sam  is  talking  and  acting  toughi 
these  days  and  the  implications  won't  H 
lost  on  investors  in  the  next  upturn. 

WORLD-CLASS 
COMPANIES 


By  Srully  Blotnick 


^  II 

km 


When  U.S.  naval  pilots  dropped  two 
belligerent  Libyan  planes  into  the 
drink  last  month,  the  event  by  no 
means  touched  off  a  bull  market, 
but  it  certainly  contributed  to  what 
I  see  as  a  strong  shift  in  investor 
sentiment.  Here's  why. 

During  the  Carter  years  there  was 
a  steady  stream  of  negative  com- 
ments from  the  Administration 
about  major  oil  companies  in  par- 
ticular, and  bigness  and  overseas  op- 
erations of  American  companies  in 
general.  Mobil  was  labeled  "irre- 
sponsible." An  attempt  was  made 
to  break  up  AT&T.  American  work- 
ers stationed  abroad  received  no  re- 
lief whatever  from  the  problem  of 
double  taxation,  which  severely 
hampered  their  employers'  ability 
to  keep  them  there. 

Nothing  underscored  the  message 
in  the  public's  mind  more  than  Cart- 
er's reaction  to  the  seizure  of  U.S. 
Embassy  personnel  in  Iran.  Al- 
though this  would  appear  at  first 
glance  to  have  been  a  political,  not  a 
business  matter,  it  affected  the  eco- 
nomic attitudes  of  a  wide  variety  of 
investors.  Their  thinking,  and  it  was 
perfectly  rational,  went  as  follows: 
"If  the  government  is  unwilling  to 
protect  its  own  civilian  workers,  for 
example  the  staff  of  a  diplomatic 


Dr.  Srulfy  Blotnick  is  a  practicing  psycholo- 
gist and  author  of  Getting  Rich  Your  Own 
Way  and  Winning:  The  Psychology  of  Suc- 
cessful Investing. 
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mission,  why  in  the  world  woul 
vigorously  seek  to  defend  the  ri| 
of  people  employed  abroad  by 
American  firm?" 

One  unintended  consequence 
allowing  the  hostages  to  langi 
month  after  month  in  the  hand  m 
their  Iranian  captors  was  to 
vince  investors  once  and  for  all  t 
multinational  firms  based  in 
U.S.  possessed  a  much  higher 
gree  of  risk  than  was  previou  5  • 
thought.  A  new  spirit  of  isolati 
ism    was    setting    in,  especi 
among   experienced  investors, 
government  employees  weren't  i 
abroad,  then  corporate  employ) 
had  to  be  even  less  so. 

People  want  to  feel  that  til 
country  will  do  whatever  it  caq 
protect  them  from  the  hostile 
tions  of  a  foreign  government  wi 
they  are  traveling  or  residing  in  t 
country.  That  helps  explain  why 
vestor  attitudes  became  cool  towi 
multinationals    during    the  1 
1970s.  Once  the  U.S.  essentu 
withdrew  the  protective  umbre 
from  American  workers  and  to) 
ists  abroad,  the  world  outside 
borders  became  a  far  more  threat 
ing  place.  That  turned  investi 
sour  on  companies  that  had  ma 
stakes  overseas.  Better  keep  th|iti 
money  in  Fortress  America. 

The  upshot:  Investors  considel 
it  safer  to  buy  the  shares  of  sro 
companies  (which,  although  fri 
tended  to  be  exclusively  hofl 
grown),  rather  than  take  the  risk 
buying  the  shares  of  huge,  well 
tablished  firms  (which,  of  neccssi| 
often  find  themselves  active  in 
ternational  as  well  as  domestic  rflj 
kets).  Better  to  buy  Amex  and  0 
stocks,  even  new  issues  with 
track  record  of  sales  and  eamin 
than  to  touch  something  as  char 
as  the  major  firms  traded  on 
NYSE,  with  their  greater  exposil 
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e  Khomeinis,  Qaddafis  and  Red 
ides  of  the  world. 

with  any  market  philosophy 
;d  by  enough  people,  the  view 
mes  self-fulfilling:  For  a  handful 
ars  in  the  late  1970s,  the  shares 
rge  firms  underperformed  those 
nailer  ones.  The  foreign  situa- 
wasn't  the  only  reason  for  this 
t  was  an  important  one.  Where 

it  was  thought  healthy  to  be 
inational — growth  prospects 

supposed  to  be  better  abroad — 
w  became  undesirable. 
ie  most  widely  used  rationaliza- 

offered  by  investors  for  their 
vior  at  the  time  was:  "Little 
panies  grow  fast,  and  big  ones 
>it  there.  The  only  way  to  make 
ling  is  to  get  'em  while  they're 
ig."  Given  the  absurdly  elevated 
/earnings  ratios  of  the  small 
cs  they  were  playing,  and  the 
-discount-from-book-value,  be- 
liquidation  prices  of  the  issues 

were  ignoring,  the  argument 

have  sounded  reasonable  but 
merely  glib. 

ie  shift  in  investor  attitudes 
:  Reagan  took  office  has  been 
irkable  both  in  its  rapidity  and 
it.  Statistically  speaking,  the 
ortion  of  investors  who  consid- 
company  "very  risky"  if  one- 
[  or  more  of  its  employees,  rev- 
s  and  operating  profits  come 

international  operations  has 
ped  by  more  than  55%  in  less 

1 1  months.  Instead  of  seeing 
level  as  too  high,  the  number 

view  it  as  "appropriate"  has 
ly  tripled  during  the  period, 
ie  wealthiest  investors  in  my 
jle,  as  well  as  those  with  the 
t  management  or  stock  market 
rience,  have  begun  to  use  a  new 
se  to  describe  the  mood  toward 
^nationals:  We  need  "world- 
;"  companies  to  compete  suc- 
iully  in  the  global  economy, 
is  profoundly  reassuring  for  in- 
Drs  that  their  government  is  no 
er  threatening  its  own  world- 
;  companies  with  breakup  and 
r  forms  of  harassment.  It  is 
illy  reassuring  to  feel  that  the 

will  no  longer  look  the  other 

when  foreigners  trample  on 
interests — and  personnel — 
ad.  The  underlying  shifts  in  in- 
sr  psychology  don't  make  their 
act  on  the  market  overnight  but 
certainly  affect  the  shape  of  the 

bull  market  when  it  comes.  ■ 
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Switch  to  other  T.  Rowe  Price  Funds 
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prospectus.  Read  it  carefully  before  you  invest  or  send  money. 

"Income  may  be  subject  to  state  and  local  taxes.    tRounded  to  the  nearest  cent. 
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This  current  Administration  consists  of  tough-minded  people 
who  are  willing  to  face  up  realistically  to  difficult  problems, 
and  I  believe  that  they  will  let  house  prices  fall. 

THE  TURNING  POINT 


By  Ashby  Bladen 


BUI 


We  are  at  a  crisis  point  from  which 
either  the  economy  will  degenerate 
into  hyperinflation  or  we  will  break 
the  back  of  the  inflation.  The  situa- 
tion can  go  either  way.  Recognizing 
this,  the  financial  markets  are  in 
turmoil. 

Whether  to  buy  bonds  at  this 
point  or  avoid  them  entirely  is 
more  a  matter  of  political  judg- 
ment than  an  economic  judgment. 
Here's  why.  We  stand  on  the  brink 
of  a  real  crash  in  the  price  of  hous- 
ing, the  most  popular  and  overle- 
veraged  of  the  inflation  hedges.  In 
fact,  the  crash  has  already  started. 
However,  a  crash  in  house  prices 
is  political  poison,  and  the  Reagan 
Administration  will  be  heavily 
pressured  to  make  mortgage  loans 
available  on  reasonable  terms  in 
the  hope  of  shoring  them  up. 

Indeed,  since  I  wrote  about  Fan- 
nie Mae  and  Freddie  Mac  last 
time,  they  have  announced  that 
they  will  buy  mortgages  in  unlim- 
ited amounts  from  thrift  institu- 
tions— although  at  market-related 
rather  than  at  subsidized  prices. 
And  the  aim  was  to  shore  up  the 
thrifts  rather  than  house  prices  be- 
cause the  Administration  probably 
does  not  yet  realize  that  a  crash  is 
imminent. 


Ashby  Bladen  is  senior  rice  preside! il  for 
iniestnieuts  oj  ihe  l'boenL\  Mutual  life  In 
surance  Co.  and  author  of  How  to  Cope 
with  the  Developing  Financial  Crisis. 


Indeed,  I  doubt  that  Fannie  Mae 
really  can  do  very  much  about  it 
because  she  has  perhaps  the  most 
spectacularly  overleveraged  balance- 
sheet  to  be  found  in  our  financial 
system.  Any  serious  attempt  to 
prop  up  house  prices  will  have  to  be 
financed  on  the  credit  of  the  U.S. 
government,  and  as  I  mentioned 
last  time,  Fannie  Mae  is  no  longer 
really  a  government  agency. 

A  deliberate  attempt  to  support 
house  prices  would  be  a  disaster 
because  it  would  be  a  clear  signal 
that  the  Administration  is  not 
really  willing  to  let  us  suffer  the 
withdrawal  pains  that  the  end  of 
inflation  will  necessarily  involve.  If 
a  bailout  of  house  prices  is  tried, 
the  inflation  will  certainly  get 
much  worse,  and  will  inflict  much 
more  damage  upon  our  financial 
system  before  another  opportunity 
to  end  it  as  good  as  the  current 
.one  occurs.  Any  of  the  previous 
Administrations  that  we  have  had 
during  the  last  20  years  would 
most  probably  have  tried  to  sup- 
port housing  prices.  This  current 
Administration,  by  contrast,  con- 
sists of  tough-minded  people  who 
are  willing  to  face  up  realistically 
to  difficult  problems,  and  I  believe 
that  they  will  let  house  prices  fall. 
But  it  is  impossible  to  be  sure  until 
the  Administration  realizes  that  a 
crash  is  occurring,  and  we  can  see 
how  it  reacts  to  that. 

We  can  help  the  Administration 
to  reach  the  right  decision  by  be- 
ing clear  in  our  own  minds  that 
the  inflation  cannot  be  ended 
without  some  kind  of  crash  that 
hurts  overextended  borrowers  and 
irresponsible  lenders,  and  scares  all 
of  us  into  lasting  prudence  with 
respect  to  borrowing,  lending  and 
spending.  A  crash  in  house  prices 
is  exactly  the  best  kind  to  do  that 
most  effectively. 


Meanwhile,  we  are  in  the  perid 
of  maximum  uncertainty  right  no< 
For  20  years  I  have  believed  firm 
that  the  basic  trend  of  interest  rat 
was  up,  but  today  I  am  not  so  sue 
They  have  already  risen  to  a  lev 
that  is  clearly  incompatible  with 
nancial  stability  or  continued  goc 
business.  Unless  we  are  in  fa 
headed  for  hyperinflation,  they  hai 
got  to  come  down  considerably 
my  view,  hyperinflation  is  possib 
only  when  the  government  lends  i 
credit  freely  to  the  market,  and 
exists  when  borrowing  and  spem 
ing  on  inflation  hedges  become  tr 
dominant  economic  activities.  E 
that  definition  we  are  not  so  fj 
from  hyperinflation  now,  and 
clear  signal  that  the  governmet 
will  lend  freely  for  a  political  pui 
pose  like  shoring  up  house  price 
could  well  push  us  over  the  brink. 

Short  of  hyperinflation,  when  aj 
stability  departs  and  anything  ca 
happen,  I  do  not  believe  that  th 
prices  of  other  kinds  of  investmer 
assets  are  likely  to  do  very  wei 
unless  and  until  interest  rates  d< 
cline  and  bonds  appreciate  substafl 
tially.  I  wish  I  could  tell  you  when 
or  even  if,  that  is  likely  to  happer 
but  it  is  a  decision  each  of  us  wi 
have  to  make  for  himself,  based  0! 
political,  not  economic,  assumf 
tions.  We  will  have  to  hope  that  wi 
can  decide  what  the  government 
going  to  do  before  everyone  els 
does.  If  you  personally  decide  th4 
this  Administration  will  tolerate 
crash  in  house  prices  without  at 
tempting  to  intervene,  then  that 
the  time  for  you  to  rush  out  an 
buy  the  longest-term,  deepest-di 
count  high-grade  bonds  you  cai 
find.  But  if  you  believe  this  Admin 
istration  is  composed  of  politician! 
like  all  of  the  others,  then  yoi 
should  continue  to  avoid  bonds  lik 
the  plague.  ■ 
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Value  Line  invites  you  to  try  this... 

STOCK  MARKET 
"NUMBERS  GAME" 

...to  help  you  pinpoint  stocks  best  for  you  now: 


ine's  full-page  Reports  on  1700  stocks 
5  over  ONE  MILLION  NUMBERS. 
I  we  know  of  gives  you  so  much  data 
many  stocks.  But  don't  be 
elmed;  the  numbers  are  organized  so 
i  easily  take  only  what  you  need. 


>  most  vital  numbers  to  know  about  any 
ire,  we  think,  its  current  Value  Line 

or  . . . 

TIMELINESS,  measuring  its 
>robable  price  performance  in  the 
text  12  months  relative  to  all  1700 
itocks  we  cover,  and 

SAFETY,  measuring  its  relative 
>rice  stability  and  financial  strength. 


not  familiar  with  Value  Line,  you  deserve  to 
see  it  firsthand. 

Updated  Every  Week 


Every  week,  Value  Line's  new  40-page  Sum- 
mary &  Index  presents  up-to-date  ratings  of 
EACH  of  1700  stocks— relative  to  all  the 
others— as  follows: 


a)  Rank  For  Timeliness— from  1  (Highest) 
down  to  5  (Lowest). 

b)  Rank  for  Safety— from  1  down  to  5. 

c)  Estimated  Yield  in  the  Next  12  Months 


Price 
Group 

No.  of 

1  or  2  for 
Timeliness 

1  or  2  for 
Safety 

P/E  Ratios 
Under  6 

Yields 
Over  7% 

3-5  Year 
Potentials 
Over  150% 

Stocks 

No, 

% 

No. 

% 

No. 

% 

No. 

% 

No. 

% 

nder  $10 

180 

25 

14% 

2 

1% 

21 

12% 

7 

4% 

33 

18% 

10  -  $19.99 

469 

66 

14% 

104 

22% 

$9 

19% 

138 

29% 

39 

8% 

20  -  $29.99 

439 

109 

25% 

92 

21% 

71 

16% 

71 

16% 

27 

6% 

30  -  $39.99 

346 

98 

28% 

9? 

28% 

46 

13% 

29 

8% 

31 

9% 

40  -  $49  99 

150 

47 

31% 

56 

37% 

20 

13% 

11 

7% 

10 

7% 

50  and  Over 

142 

56 

39% 

61 

43% 

13 

9% 

3 

2% 

12 

8% 

of  1  is  Highest,  2  Above  Average,  3 
3,  4  Below  Average.  5  Lowest. 

y  we  separated  1700  stocks  into  d if- 
irice  groups  to  see  how  many  at  each 
ivel  were  currently  ranked  1  or  2  for 
ess  and  for  Safety.  We  also  checked  to 
v  many  had  P/Es  under  6,  yields  over 
d  3-to-5-year  estimated  appreciation 
als  of  150%  or  higher.  The  table  shows 
ings. 

ile  isn't  intended  to  "prove"  any  points 
i  to  give  you  an  idea  of  how  Value  Line 
Ip  you  find  the  stocks  best  for  YOU, 
jr  your  goals  may  be.  There's  nothing 
lue  Line.  Maybe  that's  why  nearly 
I  people  subscribe  And  why,  if  you're 


d)  Estimated  Appreciation  Potential  in  the 
Next  3  to  5  Years. 


e)  Also  current  price,  P/E  ratio,  Beta,  and 
latest  quarterly  earnings  and  dividends  vs. 
year-ago  figures. 

Plus  Full-Page  Reports 

In  addition  (and  forming  the  "backbone"  of 
Value  Line  service),  each  of  the  1700  stocks  is 
covered  in  a  new  full-page  Report  every  three 
months— including  22  series  of  vital  statistics 
going  back  10  to  15  years  and  estimated  3  to  5 
years  ahead.  About  1 30  new  full-page  Reports 
are  issued  each  week— 1700  every  13  weeks. 


Special  Bonus  Invitation 

This  invitation  will  bring 
you— entirely  as.  a  bo- 
nus—Value Line's  2000 
page  Investors  Refer- 
ence Service,  including 
our  very  latest  full-page 
Reports  on  each  of  1700 
stocks  .  .  .  fully  index- 
ed and  loose-leaf  bound  for  your  immediate 
reference,  and  systematically  updated  by  new 
Reports  to  be  issued  in  the  weeks  directly 
ahead. 

We'll  also  send  you,  as  a  bonus,  a  gift  copy  of 
Evaluating  Common  Stocks  by  Arnold 
Bernhard,  Value  Line's  founder  and  research 
chief,  revealing  methods  of  stock  evaluation 
that  took  decades  to  develop. 

You  can  receive  the  complete  Value  Line 
Investment  Survey  (with  30-day  money-back 
guarantee)  for  the  next  10  weeks  for  only 
$33— about  HALF  the  regular  rate— if  no  one 
in  your  household  has  subscribed  in  the  past 
two  years. 

CALL  TOLL-FREE: 
If  you  have  Master  Card, 
American  Express  or  Visa,  phone  1-800-331-1750 
(operator  13)  24  hrs.  7  days  a  week. 
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Politically  expedient  stop/go  economics 
have  given  way  to  grinding  gradualism. 

READY!  GET  SET! 
SLOW! 
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By  Ann  C.  Brown 


"Shooting  from  the  lip"  pretty  well 
describes  the  Administration's  opti- 
mistic economic  forecasts  coming 
out  of  the  Everything's-Going-To- 
Be-Okay  Corral  in  California  over 
the  waning  summer  weeks.  Interest 
rates  will  come  down  any  day  now, 
they  kept  saying  and  saying.  Produc- 
tivity will  go  up,  up,  up,  according  to 
at  least  a  half-dozen  "informed" 
good  guys  in  white  hats.  And  the 
foreman  continued  promising  a  lot 
more  guns  for  just  a  little  less  butter 
without  robbing  the  bank. 

But  by  and  large  the  shopkeepers 
and  the  townspeople  remained  un- 
convinced and  expressed  their  skep- 
ticism by  refusing  to  buy  bonds  and 
stocks  and,  instead,  persisted  in 
stashing  their  cash  in  money  mar- 
ket funds,  Treasury  bills,  CDs  and 
other  quick  getaway  instruments. 
After  a  couple  of  decades  of  loose- 
living  liberalism,  who  could  blame 
them  for  being  a  bit  skittish. 

As  I  see  it,  the  truth  of  the  matter 
lies  somewhere  between  the  gov- 
ernment's pep-rally  enthusiasm  on 
the  one  hand  and  doomsday  on  the 
other.  What  we  are  likely  to  get 
during  the  balance  of  Mr.  Reagan's 
term  is  a  slow-grow  economy  after  a 
few  no-grow  quarters.  Make  no  mis- 
take. Reducing  inflation  is  still  the 
President's  number  one  priority, 

Ann  C.  Brown  is  executive  vice  president  of 
the  New  York  investment  firm  of  Melhado, 
Flynn  &  Associates. 


which  means  higher-than-usual  in- 
terest rates  for  some  time  to  come 
and  rising  unemployment — election 
1982  notwithstanding.  The  days  of 
politically  expedient  stop/go  eco- 
nomics have  given  way  to  grinding 
gradualism.  From  here  on  out,  look 
for  minor  movements  around  a  ba- 
sically level  line  (assuming  no  inter- 
national shockers). 

The  stock  market,  as  measured 
by  the  DJI,  will  probably  see  its  low 
for  1981  in  the  quarter  just  ending. 
As  year-end  approaches,  investors 
will  likely  receive  some  interest  rate 
relief  while  beginning  to  anticipate 
the  favorable  benefits  of  the  new  tax 
act,  which  goes  into  effect  Oct.  1 
and  gathers  meaningful  momentum 
in  1982.  To  be  sure,  there  could  be  a 
considerable  amount  of  tax  selling 
over  the  next  three  months  that 
would  dampen  sharp  stock  price  re- 
coveries. However,  on  balance,  I 
have  a  feeling  the  market  will  look 
better  come  Christmas  than  it  does 
at  the  moment. 

I  tend  to  shy  away  from  one  stock 
group  that  has  taken  it  in  the  chops 
lately — the  high-flying  high-tech- 
nology companies.  The  main  reason 
for  my  chariness  is  that  some  whiz- 
bang  from  MIT  or  Cal  Tech  working 
in  his  garage  often  builds  a  better 
mousetrap,  and  mousetraps  an  es- 
tablished firm  as  fast  as  you  can  say 
"Silicon  Valley."  Or  the  Japanese 
come  up  with  an  equal-to  or  better- 
than  product,  sell  it  on  the  cheap 
and  steal  the  market.  Nonetheless, 
everything  has  its  price,  and  there 
appear  to  be  some  attractive  long- 
term  buys  today  among  some  of  the 
companies  of  tomorrow. 

Being  of  a  cautious  nature,  I  prefer 
to  buy  a  "package"  of  these  stocks, 
which  have  been  kneecapped  during 
the  recent  market  decline.  Down 
but  far  from  out  are ROLM  Corp.  (27), 
Cray  Research   (30),  M/A-Com  (23) 


it 


ill 


and  Scientific-Atlanta  (23). 

ROLM  Corp.  designs  and  man 
factures  military  specification  cot 
puters  and  is  a  sales  leader  in  t 
telecommunications  market.  T 
company  has  a  unique  PBX  (pnva 
branch  telephone  switching  sy 
tern),  which  can  be  upgraded 
transmit  data  as  well  as  voice  coi 
munications.  With  office  autom 
tion  destined  to  be  one  of  the  maj 
growth  industries  over  the  foresd 
able  future,  ROLM  Corp.  is  estima 
ed  to  show  a  five-year  growth  raj 
in  earnings  per  share  of  25%  to  35 
or  more.  For  the  fiscal  year  end« 
June  30,  1981  the  company  carnt 
$1.39  per  share,  vs.  $1.08  in  198| 
For  fiscal  1982,  $1.80  per  shat 
seems  possible. 

Cray  Research  is  in  the  supa 
computer  business,  where  it  creat 
large-scale,  high-speed  systems  us^ 
heavily  by  government  agencies  aijl 
lately  in  petroleum  research,  aeJ 
dynamic  engineering  and  otBj 
commercial  areas.  For  1981,  Cn 
Research  is  estimated  to  repq 
earnings  per  share  of  $1.35,  rs  ] 
cents  a  year  earlier.  Next  year  SI  i 
to  $2.20  is  predicted. 

M/A-Com,  Inc.  is  in  electron 
telecommunications  equipmel 
and  systems  for  satellite  and  daj 
communications,  television  broai 
casting  and  cable  TV.  It  also  is 
factor  in  microwave  semicondui 
tors,  components  and  subsystem 
and  other  commercial  and  defeni 
products.  In  the  past  year  the  con 
pany  has  acquired  seven  other  cori 
panies  and  an  eighth  is  pendinj 
The  acquisitions  seem  well  chos 
and  M/A-Com's  earnings  for  t 
year  just  ending  should  be  arou 
$1.05  to  $1.15  per  share,  up  from  7 
cents  for  the  same  period  a  yej 
earlier.  For  fiscal  1982,  $1.40  ( 
$1.60  seems  possible. 

Scientific-Atlanta  is  estimated  t 
have  a  five-year  compound  earn 
ings-per-share  growth  rate  of  301 
to  40%,  which  isn't  hard  to  belief 
because  the  company  showed 
36%  increase  for  the  fiscal  year  eno 
ed  June  30,  1981.  The  company  is 
major  supplier  of  equipment  to  th 
cable  TV  industry  and  also  manufac 
tures  satellite  and  telecommunic: 
tions  equipment  and  energy  mar 
agement  systems.  For  fiscal  198^ 
earnings  estimates  are  around  $1.4 
per  share,  with  $2  or  so  anticipate 
for  1983.  ■ 
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Commodities 


^creased production  always  plagues  in- 
^national  commodity  agreements  and 
Itimately  causes  their  collapse. 

THE  FINE  ART  OF 
PRICE  FIXING 


By  Stanley  W.  Angrist 


nance  ministers  in  Third  World 
untnes  have  looked  with  envy  at 
e  incredible  success  realized  by 
PEC.  (The  cartel  has  raised  oil 
ices  by  a  factor  of  ten  since  1973.) 
leir  eyes  burn  bright  as  they  con- 
mplate  the  good  things  that  would 
ppen  in  their  countries  if  they 
uld  only  raise  the  prices  of  the  one 
two  commodities  they  export  by 
factor  of  ten.  Ah,  it  people  only 
eded  cocoa  or  coffee  as  badly  as 
ey  need  crude  oil. 
Do  international  agreements  to 
ntrol  the  export  of  commodities 
lp  stabilize  and/or  enhance  the 
rnings  of  Third  World  countries 
vmetimes  referred  to  as  less-devel- 
ed  countries — LDCs)?  This  prob- 
n  has  recently  been  looked  at 
am  by  the  U.S.  State  Department, 
lich  found  out  what  cartelmakers 
/vays  ultimately  discovered:  Car- 
ls, though  they  may  work  in  the 
ort  run,  always  fail  in  the  long 
n.  And  the  short  run  may  be  very 
ort  indeed.  A  retrospective  study 
rried  out  on  SI  attempts  to  stabi- 
;e  prices  through  agreements 
ows  that  they  lasted  a  median  of 
z  years.  Even  those  that  were  suc- 
ssful  in  the  short  run  had  a  medi- 
duration  of  four  years. 
Despite  the  rapid  growth  in  man 
nctured  exports,  commodity  ex- 

nley  W.  Angrist  is  a  professor  at  Carnegie- 
Hon  I  nirersi/y  and  the  author  of  Sensi- 
Speculating  in  Commodities. 


ports  still  account  for  more  than 
half  of  export  earnings  for  LDCs 
that  do  not  export  oil.  For  some  of 
these  countries  the  returns  from 
one  or  two  commodities  dominate 
the  foreign  exchange  earned.  And  in 
almost  every  case,  the  prices  are 
extremely  volatile. 

Price  volatility,  of  course,  is  one 
of  the  primary  reasons  that  futures 
markets  exist.  Producers  can  lay  off 
the  risk  of  lower  prices  by  taking  up 
short  positions  at  prices  that  offei 
them  a  fair  return.  (They  rarely  do, 
because  they  are  always  hoping  that 
prices  will  go  higher,  giving  them 
something  more  than  a  fan  return.) 
Of  course,  this  tendency  turns  them 
into  speculators. 

Demand  for  most  primary  com- 
modities is  not  very  responsive  to 
short-term  price  changes.  People 
usually  buy  about  the  same  amount 
of  food  and  beverages  unless  prices 
rise  very  high  or  fall  very  low.  As 
prices  rise,  some  substitution  takes 
place,  but  items  such  as  grain,  pota- 
toes and  sugar  are  viewed  as  basic 
necessities.  Purchasers  of  raw  mate- 
rials tend  to  be  fairly  unresponsive 
to  price  changes,  because  the  price 
of  an  individual  material  is  likely  to 
be  a  minor  factor  in  the  cost  of  a 
finished  product. 

Importing  nations  view  commod- 
ities agreements  basically  as  devices 
designed  to  raise  producer  prices, 
which  leads  to  the  transfer  of  re- 
sources from  developed  to  develop- 
ing nations.  Exporting  nations,  on 
the  other  hand,  view  such  agree- 
ments as  a  way  to  mute  short-term 
market  fluctuations  and  to  facilitate 
financial  planning  in  developing 
countries.  They  also  hope  it  will 
lead  to  a  more  reliable  supply  be- 
cause of  an  improved  investment 
climate. 

With  all  those  benefits,  why  don't 
they  work?  Just  as  you  might  guess, 
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failure  is  largely  due  to  greed.  In- 
creased production  has  plagued 
nearly  every  commodity  agreement 
(including,  by  the  way,  OPEC  at  this 
very  moment).  Output  by  producers 
both  inside  and  outside  the  agree- 
ment tends  to  increase  with  the  ex- 
pectation of  price  enhancement 
and/or  stability.  Studies  show  that 
competition  for  additional  market 
share  by  members  of  the  cartel  is 
the  chief  cause  of  failure.  Competi- 
tion by  nonmembers  is  the  second 
most  frequent  cause. 

Agreements  have  tried  to  deal 
with  nonmember  competition  by 
signing  up  nonmembers  and  by  in- 
cluding importing  nations  in  the 
agreements.  Neither  approach  has 
worked  particularly  well.  For  exam- 
ple, the  recently  renewed  cocoa 
agreement  has  not  been  signed  by 
the  Ivory  Coast,  the  largest  produc 
er,  because  the  price  range  is  too 
low,  while  the  U.S.  as  the  largest 
consumer  refuses  to  join  because  it 
believes  the  price  range  is  too  high. 

In  the  long  run,  tbe  problem  of 
substitutes  may  be  even  more  in- 
tractable. Modern  technology  has 
produced  major  competitors  for 
nearly  every  primary  commodity. 
For  some  commodities  the  substi 
tutes  have  essentially  set  the  long- 
term  market  price — as  in  rubber  and 
jute.  In  most  markets,  the  substi- 
tutes are  important  price  factors  as 
with  tin,  sugar  and  copper. 

Recent  commodities  agreements 
have  not  succeeded  beyond  the 
limited  goal  of  protecting  modest 
price  floors  for  relatively  sbort  time 
periods.  There  is  little  prospect  that 
future  agreements  will  be  more  ef- 
fective. OPEC  will  not  be  duplicated 
anytime  soon  in  any  other  world- 
traded  commodity. 

Bellies  versus  hogs 

In  most  years,  February  bellies 
have  gained  on  February  hogs  in  the 
fall.  A  reasonable  way  to  play  this 
spread  would  be  to  buy  the  bellies 
and  sell  the  hogs,  with  the  bellies  at 
no  more  than  a  12-cent  premium  to 
the  hogs.  I  would  risk  no  more  than 
$1,000  per  spread  from  my  entry 
point.  I  would  look  for  bellies  to 
move  to  at  least  an  18-cent  premi- 
um. The  margin  on  this  trade  would 
be  the  margin  on  a  belly  contract. 
Commissions  would  have  to  be  paid 
on  both  sides.  ■ 
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Financial  Strategy 


Remember  the  theory  of  insurance:  It  is  a 
wager  whose  odds  favor  the  house. 

INSURANCE:  WHAT 
YOU  NEED — AND 
DON'T  NEED 


By  John  Train 


Insurance,  like  a  parachute,  is  an 
encumbrance  that  you  need  for 
emergencies,  but  should  avoid  when 
you  can  get  along  without  it. 

Let's  start  with  the  kinds  one 
does  need. 

First  comes  third-party  liability, 
or  "umbrella"  coverage.  In  our  wild- 
ly litigious  society  (we  have  20 
times  as  many  lawyers — and 
crimes — per  capita  as  Japan,  for  ex- 
ample) you  must  be  prepared  for 
huge  damage  suits,  often  frivolous 
ones.  A  rule  of  thumb  is  that  your 
third-party  coverage  should  equal 
several  times  your  net  worth,  and 
for  a  person  of  considerable  means 
$1  million  or  $2  million  in  any 
event.  It's  not  expensive.  The  com- 
pany's attorneys  defend  your  case  in 
court  for  you,  which  improves  your 
peace  of  mind. 

Second,  in  my  opinion,  comes 
disability  coverage,  which  is  often 
neglected.  Typically  this  amounts 
to  60%  of  salary — tax  free — for  life 
in  case  of  accident,  and  to  age  65  in 
case  of  illness.  Purely  in  financial 
terms,  disability  often  represents  a 
graver  catastrophe  for  a  family  than 
the  death  of  one  of  its  members.  If  a 
spouse  dies,  life  insurance  or  trust 
capital  may  become  available,  and 
the  surviving  spouse  may  remarry. 

John  Train  is  president  of  Train,  Smith,  In- 
vestment Counsel,  New  York,  and  the  author 
of  The  Money  Masters  and  Dance  of  the 
Money  Bees. 


If  a  spouse  is  disabled,  there  is  no 
life  insurance,  the  trusts  don't  fall 
in,  the  spouse  almost  never  remar- 
ries and  full-time  help  may  be  need- 
ed to  care  for  the  disabled  person. 

The  policy  should  cover  recurrent 
or  partial  disability.  To  save  money, 
one  may  prefer  to  have  a  long  elimi- 
nation period  or  interval  before  cov- 
erage starts — the  deductible,  as  it 
were.  Such  a  period  can  run  from 
one  month  to  three  years.  For  a  six- 
month  elimination  period  you 
might  pay  30%  less  than  for  one  of 
one  month. 

Since  a  catastrophic  illness  can 
cost  $100,000,  major  medical  cover- 
age with  a  very  high  or  no  maxi- 
mum limit  is  important.  High  de- 
ductibles and  partial  self-insurance 
are  fine,  but  make  sure  the  policy 
benefits  are  not  scheduled,  that  is, 
limited  to  so  many  dollars  a  day.  A 
Blue  Cross/Blue  Shield  base  policy  is 
not  always  necessary  for  a  person  of 
means  since,  because  of  its  limited 
scope,  it  really  has  the  effect  of  low- 
ering your  major  medical  deduct- 
ible, rather  than  protecting  you 
against  a  very  large  loss. 

For  homeowner's  coverage,  here 
are  some  suggestions:  a)  Keep  the 
deductibles  as  high  as  possible,  b) 
Photograph  everything  and/or  have 
it  reappraised  occasionally.  Keep 
the  pictures  in  your  office,  not  at 
home,  c)  Make  sure  the  coverage  is 
for  at  least  80%  of  the  replacement 
value  of  the  structure  (not  cost  or 
market,  and  do  not  include  the 
grounds)  or  you  may  not  get  a  partial 
loss  reimbursed  in  full.  An  inflation 
guard  endorsement  is  helpful,  but 
you  still  must  review  the  coverage 
periodically,  d)  Don't  insure  against 
small  losses  (which  beyond  $100  are 
tax  deductible  anyway,  up  to  your 
cash  cost).  After  several  such  small 
claims  the  company  may  well 
throw  you  out  or  raise  your  premi- 
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urns.  Underwriters  expect  to  pay  c|  I' 
on  the  target  event,  but  hate  a  serii 
of  small  claims  that  roughly  offs 
the  premium  payments,  e)  Decic 
whether  you  want  to  insure  tl 
as-is  value  (cash  value)  of  your  furr 
ture — the  usual  arrangement — ortl 
cost  of  replacing  it  new  (replacemei 
value),  f)  Read  the  policy  carefully, 
may  lapse  if  you  leave  the  hou: 
unattended  for  some  time,  g)  Sha 
around.  There  are  extraordinary  di 
ferences  among  companies.  In 
recent  State  of  New  York  Depai 
ment  of  Insurance  study,  State  Fan 
Insurance  Co.  proved  to  have  tl 
best  homeowner  rates,  and  a  Co 
sumer  Reports  survey  put  them  ne 
the  top  in  policyholders'  satisfa 
tion.  Several  other  major  compani 
were  much  more  expensive,  will 
lower  policyholder  satisfaction 

As  for  life  insurance,  the  risk  or] 
does  need  to  insure  against  is  uij 
timely  death.  A  young  man  with 
family  should  carry  enough  cove 
age  to  pay  off  the  mortgage  and  sd 
his  children  through  college.  But 
he  rises  in  the  world,  and  his  pe 
sion  rights  and  invested  savin 
build  up,  he  needs  less  and  less 
most  breadwinners  should  considq 
decreasing  term  coverage.  It  coul 
start  at  $200,000  and  taper  down  \ 
zero  by  age  55  or  so.  One  may  als 
want  term  life  to  fund  a  partnershii 
buyout  or  to  provide  cash  for  aj 
illiquid  estate.  Renewable  ten 
avoids  the  need  for  subsequer 
health  examinations.  A  businea 
can  deduct  the  premiums  o( 
$50,000  of  term  life  for  an  executiy 
without  his  heirs  incurring  a  ta 
liability  on  this  benefit. 

Make  sure  the  policy  doesn't  g 
into  the  estate  of  the  person  co\ 
ered,  and  thus  become  taxable.  H 
must  be  careful  to  shed  all  incidentl 
of  ownership. 

Other  than  such  term  coverage, 
person  of  means  usually  needs  lesj 
life  insurance  than  he  may  thin! 
Remember  the  theory  of  insurance 
It  is  a  wager  whose  odds  favor  thi 
house.  And  over  any  long  perioo 
the  benefits  stand  to  be  decimate 
by  inflation. 

Whole  life  (also  known  as  ordi 
nary,  permanent,  straight,  level  pre 
mium  or  cash  value)  is  the  wager  oi 
untimely  death  combined  with  a} 
investment  (endowment)  compc 
nent,  so  that  if  the  insured  doesn'  . 
die,  he  still  gets  a  cash  value  eventu  : 


li 
n 


k 


192 


FORBES,  SEPTEMBER  28,  H 


ONEY&  INVESTMENTS 

It  is  almost  always  a  bad  deal 
he  person  of  substantial  means 
saves  systematically .  The  buildup 
alue  on  the  investment  side  of 
le  life  is  far  less  than  you  can 
in  elsewhere  with  no  greater 

If  it  were  offered  separately  as  a 
ual  fund,  you  would  be  most  un- 
y  to  buy  it. 

cidentally,  many  life  policies 
ated  in  former  years  have  be- 
e  obsolete,  because  of  current 
er  interest  rates.  They  should 
ashed  in  for  the  more  generous 
;ies  now  available — correspond- 
to  today's  higher  interest 
> — if  one  wants  whole  life  at  all. 
lis  leads  us  to  other  types  of 
rfluous  insurance — in  general, 
hing  you  can  afford  to  pay  your- 
Start  with  the  first  few  hundred 
irs  of  damage  to  a  rented  car.  I 
I  saved  a  lot  of  money  by  always 
king  "no"  on  the  rental  form, 
ilar  is  collision  coverage  on  your 
car,  except  perhaps  for  the  first 
)le  of  years  of  a  new  Mercedes, 
ly  pays,  after  your  tax  salvage,  if 
have  frequent  crashes  that  are 
fault.  (No-fault  refers  to  person- 
jury.)  But  if  you  make  repeated 
ns,  your  coverage  may  be  can- 
i  anyway,  or  you  may  move  to  a 
er  premium  level.  And  remem- 
hat  after  a  total  loss,  you  don't 
back  your  purchase  price,  just 
/alue  of  a  similar  used  car. 
lother  doubtful  category  is  theft 
rage  on  standard  household  ob- 
that  one  can  afford  to  replace: 
sets,  stereos,  ordinary  flatware 
so  forth.  The  net  result  of  such 
ranee  over  a  lifetime  will  just  be 
ncrcase  their  cost.  As  I  have 
turned,  you  can  generally  claim 
sualty  loss  deduction  on  your 
eturn,  up  to  your  actual  cost,  if 
are  not  insured.  And,  unlike  the 
.•rwnter,  the  IRS  won't  penalize 
for  repeated  claims.  As  for  jew- 
and  rare  coins  and  stamps, 
i  it  doesn't  ordinarily  pay  to 
re  them.  They  belong  in  a  safe- 
isit  box.  For  guns,  furs  and  the 
buy  a  secondhand  safe,  and  put 
the  cellar;  burglars  hate  cellars, 
use  they  are  trapped  if  the  po- 
appear.  Fine  arts  coverage,  on 
:ontrary,  is  quite  cheap. 
Ider  persons  should  remember 
the  IRS  routinely  asks  for  back 
ranee  policies,  where  higher 
ations  may  appear  than  an  ex- 
or  would  want  to  argue  for.  ■ 


WHAT'S  MORE  SHOCKING 
THAN  FINDING  OUT 
WHAT  THE  REST  OF  THE  WORLD 
IS  DOING  IN  RESEARCH? 

FINDING  OUT  WHAT 
WE'RE  DOING. 


The  change  from  1968  to  1978  in  the  percentage  of  scientists  and  engineers 
in  the  labor  force  engaged  in  reseorch  and  development  (National  Science  Board  1979) 


The  chart  in  this  ad  is  rather  startling. 

It  shows  that  the  percentage  of  scientists  and 
engineers  engaged  in  research  in  the  United  States 
has  dropped,  at  a  time  when  the  percentage  of 
researchers  in  other  countries  is  on  the  increase. 

Right  now  we  need  more  emphasis  on  research 
and  development,  not  less.  So  that  we  can  deal  more 
effectively  with  problems  like  inflation,  foreign  com- 
petition, lagging  productivity  and  skyrocketing  energy 
costs,  to  name  just  a  few. 

We  cannot  get  the  quality  or  the  quantity  of  the 
research  we  need,  however,  unless  we  make  abso- 
lutely sure  that  our  colleges  and  universities  continue 
to  be  first  rate.  For  our  colleges  and  universities  sup- 
ply most  of  the  basic  research  upon  which  techno- 
logical progress  is  built.  Not  to  mention  the  people 
whose  intelligence  and  skills  will  shape  our  technology 
and  determine  its  ends  and  purposes. 

Unfortunately  our  colleges  are  being  hurt  by  infla- 
tion. Rising  costs  are  eating  into  their  academic  bud- 
gets to  a  dangerous  extent. 

So  please  make  sure  that  your  company  is  giving 
as  much  as  it  can,  as  much  at  it  should,  to  the  college 
or  colleges  of  its  choice. 

There's  something  a  lot  worse  than  the  shock  of 
realizing  that  you've  fallen  behind. 

That's  the  shock  of  realizing  that  it's  too  late  to 
catch  up. 

HELP  PRESERVE  AMERICAN  KNOW-HOW, 

GIVE  TO  THE  COLLEGE  OF  YOUR  CHOICE. 
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The  Money  Men 


Gray,  Seifert  &  Co.  is  less  than  two  years 
old,  but  it  has  $200  million  to  invest.  A  lot 
of  that  money  is  going  to  Australia. 

Waltzing 
Matilda- 
right  to  the  bank 


pal 


By  Jayne  A.  Pearl 


oney  managers,  like  poker 
players,  have  their  hot 
streaks.  And  Miles  Seifert  is 
just  coming  off  a  scorcher.  In  January 
1980  he  and  his  partner  Edward  Gray 
left  Bessemer  Trust  Co.  to  start  a  new 
investment  firm.  In  the  brief  period 
since,  Gray,  Seifert  &  Co.,  Inc.  has 
attracted  a  whopping  $200  million  in 
assets.  And  its  1980  performance  was 
spectacular:  An  average  account  ap- 
preciated by  44% . 
What's  Seifert's  secret?  A  46-year- 


old  native  of  Australia  with  over  20 
years  of  Wall  Street  experience,  his 
recent  objective  has  been  to  keep  al- 
most half  his  holdings  in  the  fast- 
growing  Pacific  Basin  and  the  remain- 
der in  North  America.  "We  want  basi- 
cally to  diversify  out  of  the  domestic 
economy  into  faster-growing  areas," 
he  explains  without  a  trace  of  a 
"down  under"  accent. 

There's  an  extra  wrinkle.  Seifert, 
who  not  surprisingly  won't  put  a  pen- 
ny into  Europe,  also  avoids  Japan.  He 
prefers  having  his  money  in  Australia, 
Hong  Kong,  Malaysia  or  Singapore. 


Markets  there,  he  feels,  are  less 
cient  and  offer  more  "undiscovei 
opportunities.  And,  since  resoulpci 
rich  Australia  is  a  major  raw  matei) 
supplier  to  Japan,  Seifert  believes  i 
owning  equities  there  is  a  low^ 
way  to  play  Japanese  expansion.  " 
ride  whatever  technology  growth 
curs  in  Japan,  and  you  get  a  cal 
Australia,"  he  explains. 

So  much  for  concepts.  In  the 
world,  meanwhile,  Seifert's  succesl 
snaring  clients  is  the  envy  of  hi^  ci 
petition.  "I  know  of  almost  no 
who  has  gone  into  the  business 
brought  in  as  much  money  as  he 
in  two  years,"  says  James  Yanni,  I 
runs  Butcher  &  Singer's  Fiduq 
Consulting  Group.  "Bessemer,  wl 
has  an  outstanding  long-term  reo 
goes  crazy  just  to  get  one  or  two  i)  m- 
accounts."  All  the  more  impressiM 
the  fact  that  two-thirds  of  Scife 
clients  are  wealthy  individuals  or  f, 
ilies  instead  of  pension  funds. 

Even  though  Seifert  looks  and  i 
the  model  of  a  staid  money  mana 
he  has  known  when  it  was  smar* 
take  a  chance.  At  about  14,  he 
Melbourne,  and  eventually  earnej  ^ 
Princeton  degree.  After  spending 
years  at  Bessemer  he  saw  the  pol 
tial  of  doing  business  on  his  own- 
little  worry  to  him  that  his  holdi 
are  often  in  obscure  places  that  w(j 
many  institutional  investors.  Of 
30  or  so  issues  in  his  portfolio, 
example,  the  largest  holding  is  a 
million  position  in  Santos  Ltd., 


.  L   tralian  investor  Miles  Seifert  in  his  New  York  office 

"Ride  whatever  technology  growth  occurs  in  Japan,  and  get  a  call  on  Australia. 
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ralian  petroleum  exploration 
pany  operating  mainly  in  the 
3er  Basin.  Other  Aussie  favorites 
ide  Bridge  Oil  Ltd.,  Delhi  Intern.) 
il  and  Oil  Drilling  &  Exploration, 
all  natural  resource  plays, 
ifert  and  his  three  partners  try  to 
e  regular  visits  to  most  of  the 
panies  in  which  they  invest.  On  a 
it  trip  to  Australia,  for  example, 
:gan  to  worry  ahout  the  future  of 
nned  $30  billion  to  $40  billion  in 
ite  investments.  After  making 
rounds  of  businessmen,  brokers 
politicians,  Seifert  was  discour- 
because  of  "all  those  silly 
es"  that  are  slowing  down  cap- 
jpending  projects,  and  decided  to 
ucture  his  holdings.  "We  have 
_'d  a  lot  of  our  money  out  of  in- 
rial  companies  and  into  oil  and 
he  explains. 

ifert  is  particularly  proud  of  his 
it  success  with  Canadian  oil 
cs.  He  bought  a  lot  of  Gulf  Canada 
le  first  quarter  of  1980,  when  it 
selling  in  the  low  20s.  When  the 
eau  government  came  back  in, 
)ld  out  in  the  high  20s.  Later  he 
ht  back  in  at  below  $20.  Seifert, 
now  owns  125,000  shares,  likes 
company  even  better  after  the 
it  settlement  of  the  oil  price  dis- 
between  Ottawa  and  Alberta. 
Executive  Vice  President  Robert 


Smith:  "Gulf  Canada's  growth  will  all 
come  from  new  oil,  and  now  new  oil 
will  be  booked  in  at  lower  prices." 

Like  most  money  managers,  how- 
ever, Seifert's  1981  isn't  even  a  dim 
replay  of  last  year.  Through  the  first 
half,  his  accounts  were  up  an  average 
of  4% — better  than  the  overall  flat 
performance  of  the  Wilshire  5000  but 
by  no  means  spectacular.  "On  a 
worldwide  basis,  nothing  is  doing  well 
at  this  point,"  he  explains. 

Still,  the  strong  dollar  means  Seifert 
is  adjusting.  He  took  his  profits  in 
many  foreign  markets,  and,  temporar- 
ily at  least,  he  has  70%  invested  in  the 
U.S.  A  major  portion  of  his  domestic 
assets  is  in  regional  bank  stocks,  hold- 
ings he  regards  as  highly  liquid  "cash 
equivalent  positions."  Seifert  got 
hooked  in  early  1980,  when  he  no- 
ticed many  smaller  banks  that  were 
showing  very  rapid  earnings  growth 
even  though  interest  rates  were  going 
up.  "We  feel  we  have  it  both  ways," 
he  says.  "They  were  showing  growth 
when  interest  rates  were  going  up, 
and  should  show  more  growth  when 
interest  rates  come  down." 

There  may  be  an  acquisition  kicker, 
too.  Seifert  points  to  the  recent  take- 
over of  Valley  National  Bank  in  Sali- 
nas, Calif,  by  Household  Finance — at 
about  3  times  book  value.  "If  people 
are  going  to  pay  those  prices,  we'll 


make  a  fortune,"  he  boasts.  His  list  of 
30  regional  banks,  most  acquired  at 
book  value  or  below,  incudes  Cullen 
Frost  in  San  Antonio;  First  Security  in 
Salt  Lake  City;  and  Hibernia  Bank  in 
New  Orleans. 

Seifert  keeps  searching  for  more — 
but  bank-stock  bargains  are  harder 
and  harder  to  find.  That  may  account 
for  his  more  recent  fascination  with 
the  technology  of  banking.  He  just 
bought  into  Diebold,  which  designs 
and  manufactures  bank  security  sys- 
tems and  automated  teller  machines. 
He  also  discovered  Hartford  Steam 
Boiler  Inspection  &  Insurance  Co.,  a 
$139  million-a-year  underwriting  and 
inspection  firm  for  heavy  machinery 
that  he  likes  because  of  its  potential 
through  domestic  energy  production. 

Despite  his  U.S.  holdings,  Seifert's 
heart  is  still  in  the  Pacific  Basin.  That 
comes  across  most  clearly  when  you 
walk  into  his  office  on  the  21st  floor 
of  New  York's  Chrysler  Building.  On 
the  wall,  unmistakably,  is  an  upside- 
down  map  of  the  world.  "At  last  the 
first  move  has  been  made  in  the  cru- 
sade to  elevate  our  glorious  but  ne- 
glected nation,"  the  legend  below  it 
reads.  "Finally  south  emerges  on  top." 

"Down  under"  chauvinism?  Of 
course.  But  Australia  is  clearly  Miles 
Seifert's  top  investment  priority — ge- 
ography be  damned.  ■ 


SCUDDER 


IGH  INTEREST 
TTH  NO  STRINGS 
TTACHED. 


Scudder  Cash  Investment  Trust  is  a 
money  market  fund  providing  high 

  daily  interest 

without  tying 
up  your 

money.  $1,000 
minimum. 
Free  check 
writing. 

Telephone  Redemption.  No  penalty 
for  withdrawing  cash  whenever  you 
wish.  Stable  price.  No  sales  charge. 
Free  exchange  into  Scudder's  stock, 
income,  and  tax-free  funds.  Backed 
by  Scudder,  Stevens  &  Clark's  62 
years  of  investment  counsel 
experience. 

The  prospectus  will  be  sent  to  you  by  Scudder  Fund 
Distributors,  Inc. 


SCUDDER  CASH 
INVESTMENT  TRUST 

175  Federal  Street,  Boston,  MA  021 10 

CALL  TOLL  FREE  or  WRITE  for 

a  free  prospectus  which  contains 
more  complete  information,  including  i 
management  fees  and  expenses. 
Read  it  carefully  before  you  invest  or  I 
send  money. 

1-800-453-9500 

I 
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Address. 
City  


State. 


Zip. 
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Statistical  Spotlight 


A  computerized  system,  with  an  emphasis 
on  cash  flow,  aims  to  pinpoint  stocks  that 
will  be  poor  performers. 


Sorting  out 
the  losers 


By  Steve  Kichen 


T|  om  Nourse  has  always  been  a 
maverick.  A  graduate  of  Purdue 
and  chemical  engineer  by  train- 
ing, he  spent  much  of  his  career  as  a 
marketing  man  and  consultant  on 
business  performance.  Yet  Nourse 
never  lost  a  scientist's  penchant  for 
the  truth.  "I  had  firsthand  experience 
seeing  managers  making  decisions  on 
what  I  felt  was  misinformation,"  he 
explains.  "So  I  started  to  search  for 
better  yardsticks  to  measure  business 
performance." 

Over  a  decade  ago,  Nourse  quit  his 
job  as  vice  president  of  Interactive 
Sciences  Corp.,  a  Braintree,  Mass.- 
based  time-sharing  company,  and 
started  to  develop  his  ideas.  Cash  flow 
analysis  (Forbes,  Feb.  2)  dominates 
Nourse's  approach.  His  firm,  Nourse 
Associates,  publishes  a  fat  volume 
containing  comparative  performance 
analyses  of  corporate  balance  sheets 
and  incom  statements  that  Nourse 
sells  as  a  management  tool.  Beyond 
that,  however,  he  doesn't  think  Wall 
Street  is  fooled  by  today's  reported 
profit  gains,  which  he  feels  come  at 
the  expense  of  new  investment. 

To  try  his  hand  at  picking  stocks, 
Nourse  is  testing  a  computer  analysis 
that  he  calls  SOS.  That's  for  Stock 
Omit  Screen,  a  way  to  find  probable 
poor  performers.  Early  results  are  in- 
triguing: Nourse  called  a  1980  Value 
Line  Special  Situations  list  of  19 
stocks  and  eliminated  10.  When  the 
entire  group  appreciated  by  100%,  his 
abbreviated  list  was  up  nearly  twice  as 
much.  Similarly,  Nourse  evaluated  a 
year-old  Kidder,  Peabody  list  of  50 
high-P/E  stocks  and  a  presentation  in 
a  recent  Forbes  Statistical  Spotlight. 


Both  times  his  screening  eliminated 
losers  and  boosted  performance  by 
30%  or  more. 

Nourse  is  testing  his  system 
against  a  new  list  of  stocks,  present- 
ed here.  It  is  a  select  group  of  large 
companies  selling  at  above-market 
earnings  multiples.  His  computer  re- 
jects 26  of  the  44  stocks.  The  18 
securities  that  pass  the  screen  are 
colored  yellow  in  the  table. 

Nourse  begins  his  evaluation  by 
comparing  two  different  types  of  cash 
flow.  The  first  is  earnings  plus  depre- 
ciation, just  what  basic  accounting 
textbooks  describe.  The  second,  "ac- 
tual" cash  flow,  is  a  much  more  con- 
servative figure.  It  measures  aftertax 
profits  minus  everything  that  a  com- 
pany buys.  Incremental  investment  in 
plant,  equipment,  inventory  and  re- 
ceivables is  subtracted  from  aftertax 
earnings;  so  Nourse  really  winds  up 
with  a  measure  of  cash  actually  gener- 
ated by  the  business  rather  than  by 
accountants. 

"Anyone  running  a  business  on  a 
cash  basis  rather  than  an  accrual  basis 
knows  that  this  is  the  way  to  measure 
the  health  of  a  company,"  he  explains. 
Nourse's  actual  cash  flow  comes  to 
only  0.3%  of  sales  for  the  more  than 
1,000  companies  in  his  data  base — to 
him  an  indication  that  the  current 
growth  of  corporate  profits  is  largely 
an  illusion. 

A  stricter  interpretation  of  cash 
flow,  however,  is  only  part  of  Nourse's 
Comparative  Business  Performance 
Reports  System.  Another  important 
element  is  what  he  calls  the  Perfor- 
mance Factor.  This  statistic  is  a  com- 
bination of  sales  growth,  quality  of 
earnings,  cash  flow  to  funds  require- 
ment   and    investment  expansion. 


Each  year  it  is  calculated  to  equal 
for  the  1,000-company  data  base. 

At  a  quick  glance,  Nourse  can 
that  SmithKline,  for  example,  wi 
performance  factor  of  5.78,  is  stroij 
beating  the  industrial  aggregate.  A 
it  is  also  ahead  of  the  drug  industj  p 
1.79.  Food  services  and  basic  cha 
cals,  with  performance  factors  of  C 
and  0.77,  are  groups  that  are  under] 
forming  industry  as  a  whole. 

Tom  Nourse  started  massaging 
data  on  a  programmable  calculaj 
but  his  San  Diego  office  is 
equipped  with  a  Radio  Shack  ani 
Digital  Equipment  computer 
comparative  performance  analy 
Nourse  distills  his  data  on  each  c<| 
pany  into  a  four-position  grid,  sol 
thing  any  chemist  can  appreci. 
The  strategic  positions:  Invest 
tect,  Maintain  and  Review. 

A  high-growth  company  is  aim 
always  in  his  "Invest"  position. 
Invest  company  has  outstanding  sa 
and  stock  performance  and  gener^ 
above-average  profit  performance; 
well.  It  also  has  the  highest  leve 
reinvestment  and  the  second-high 
degree  of  leverage  Wang  Labs,  Hi 
lett-Packard,  Amdahl  and  Time  I 
are  notable  examples. 

There  are  drawbacks  to  the  In\j 
position,  however.  Nourse's  consei) 
tive  actual  cash  flow  measurem 
shows  that  Invest  companies  h 
negative  cash  flow.  But  as  long  as 
vestment  and  performance  stay  hii 
this  tradeoff  is  usually  acceptable 
company  can  quickly  find  itself 
trouble  if  its  performance  factor  dd 
riorates.  From  1980  to  1981,  for  ex4 
pie,  Data  General  went  from  Invest 
Review.  The  stock  plummeted  4J 
over  the  past  52  weeks. 

Protect  companies  are  perhaps 
best  in  Nourse's  scheme  of  thin 
Merck  and  General  Electric,  for  exaj 
pie,  aren't  reinvesting  as  intensely 
Invest  companies.  But  on  the  oti 
hand  they  are  not  as  leveraged  <f 
their  cash  flow  is  positive. 

Maintain  is  a  less  desirable  pfl 
tion.  Nourse  looks  at  Maintain  cci 
panics  such  as  Mead,  TRW  and  Wa 
inghouse  as  firms  that  are  tread 
water  to  stay  alive.  They  are  reinva 
ing  enough  and  showing  enough  ad 
al  cash  flow  to  hold  their  own,  but  il 
much  more.  In  his  capacity  as  a  c<] 
sultant,  the  advice  Nourse  gives 
Maintain  companies  is  to  embark 
new  ventures  and  acquisitions  I 
only  after  a  company  has  its  existi 
operations  well  under  control. 

The  least  desirable  strategic  pa 
tion  is  Review.  These  companies 
using  cash  but  not  reinvesting  a^ 
suitable  level,  and  they  are  highly 
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:d.  Noursc  offers  strong  medicine. 

new  products,  no  new  markets, 
ew  territories  and  no  new  invest- 
ts.  Give  up  your  dreams  and  go 
ash  flow  and  liquidity."  That's 

Nourse  is  not  keen  on  Allied 
i.,  one  of  his  Review  companies, 
vould  rather  see  it  trimming  fat 


instead  of  making  acquisitions. 
Noursc  doesn't  like  Humana  either. 
"While  I  realize  it  has  been  a  superb 
stock  performer,  it  will  not  pass  the 
screen  because  of  its  strategic  posi- 
tion in  Review  and  negative  actual 
cash  flow,"  warns  Nourse.  But  it 
Nourse  is  right,  Dana  Corp.,  an  invest 


company,  should  be  among  the  best 
performers  of  the  44  stocks  that  ac- 
company this  feature. 

Tom  Nourse  is  yet  another  analyst 
out  to  test  the  efficient  market  the- 
ory. Can  a  renegade  scientist  succeed 
where  so  many  others  have  failed? 
Keep  watching. 


The  big  test 


Below,  44  securities  selling  at  earnings  multiples 
much  higher  than  the  market.  According  to  Tom 
Nourse,  publisher  of  Comparative  Business  Perfor- 
mance Reports,  only  18  stocks  will  show  superior 


performance:  These  issues  are  highlighted  in  yellow. 
Nourse's  CBPR  model  favors  companies  that  his 
computer  slots  as  Invest  or  Protect  positions;  less 
desirable  holdings  are  labeled  Maintain  and  Review. 


Book 


ipany/pi  incipal  business 

Revenues 

Recent 

 Latest  12-munth  

value  per 

Strategic 

(millions) 

price 

EPS 

P/E  ratio 

Yield 

share 

position 

leral  Motors/automotive 

$57,728.5 

46% 

$0.61 

76.0 

5.2% 

$61.49 

main  i.i  in 

stal  Corp/oil 

5, 1 15.4 

49% 

(J.  v{S 

cn  a 

0.8 

22.47 

review 
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stiin/iiiil    till     i mi uri'il  c 

'OMI/  1    1  1,  M  .     I'M        .  1  1    I  1  i  I  '  i  i    V  '  '..It' 

2  051.6 

9  5 'A 

O.Tt  1 

44.. i 

4  ft 
4.0 

17  71 

1  /  .  /  o 

protect 

eral  Host/tood  processing 

424.7 
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1  1  81 

invest 

th  American  Coal/coal 

439.6 

33% 

0.85 

39.7 

9  1 

L.  1 

94  cc 

invest 

;Mi!Ian  Inc/publishing 

566.0 

15% 

0.50 

30.5 

3.3 

11.14 

maintain 

ona/chemicals 

1,054.0 

ll7/8 

0.46 

25.8 

6.7 

27.18 

review 
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M  oo 
u.vv 
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lg  Laboratories/computer  equipment 

856.4 

29 

1 .36 

21.3 

0.4 

3.76 

invest 

land  Oil/refining 

8,118.4 

38% 

1.87 

20.8 

6.2 

34.66 

maintain 

a/auto  parts 

2,524.0 

25  Vi 

1.26 

20.0 

6.3 

24.48 

invest 

lin  Manufacturing/auto  parts 

301.4 

11% 

0.58 

20.0 

4.5 

8.84 

invest 

sral  Express/package  delivery 

589.5 

57% 

Z.oV 

in  (\ 

9.41 

r<  view 

v  Jones  &  Co/publishing 

530.7 

44% 

2.23 

19.8 

2.1 

5.18 

protect 

as  Oil  &  Gas/oil  ik  gas 

1,190.8 

36% 

1.87 

19.7 

0.7 

2.72 
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-Mart  Stores/retail 

1  A/1  I  1 

1 .83 

19.5 

n  7 

O. ! 

7  AH 

f  .Oo 

invest 

te  Management/waste  disposal 

560.2 

33 

1 .70 

19.4 

1.2 

6.69 

review 

CO/oilhcld  se  rvices 

372.9 

29  Vh 

1.52 

19.2 

1.0 

10.68 

invest 

pital  Corp  of  America/health  care  services 

1,428.5 

37% 

1.99 

18.7 

0.9 

9.70 

invest 

>ire  Inc/distributes  LP-gas 

357.7 

19% 
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2.42 

18.3 

2.3 

20.00 

invest 

dy  Corp/retail  electronics 

1,691.4 

29% 

1.65 

18.1 

3.12 

protect 

ylett-Packard,  precision  instruments 

3,099.0 

43  Vi 

2.44 

17.8 

0.6 

12.85 

invest 

omatic  Data  Processing/computer  services 

558.4 

26% 

1.51 

17.7 

1.6 

5.13 

invest 

tronic  Data  Systems/computer  services 

454.6 

24% 

1 .39 

17.4 

0  c 

C  1  7 

D.  1  / 

maintain 

ulCi  Inc/nrri  i sh  hi  instruments 

613.1 

36 

2.09 

17.2 

1.4 

7.93 

maintain 

onite/building  materials 

510.6 

36% 

2.13 

17.1 

3.6 

1 9.68 

maintain 

rerhaeuser/iorest  products 

4,535.8 

30% 

1.83 

16.9 

4.2 

20.96 

maintain 

(man  Instruments/precision  instruments 

618.1 

29% 

1.76 

16.8 

1.2 

13.56 

invest 

a  Petroleum/oil  &  gas  cxplor  dev 

372.4 

24% 

1.52 

16.4 

0.5 

7.59 

review 

age  Technology/computer  equipment 

603.5 

31'/2 

1.94 

16.2 

9.07 

invest 

nana/liealth  care  services 

1,1 16.8 

33 

2.09 

15.8 

1.8 

4.23 

review 

Tier  Communic/cntcrt.imment,  comm 

2,059.4 

43% 

2.78 

15.7 

1.6 

12.55 

maintain 

i  &  Bradstreet/publishmg 

1,176.1 

62 

3.97 

15.6 

3.8 

7.51 

protect 

L'rican  Bakeries/tood  processing 

535.6 

15'/2 

1.00 

15.5 

22.14 

invest 

anced  Micro-Devices/electronics 

309.4 

18% 

1.21 

15.2 

7.70 

invest 

tern  Co  of  North  America/oilfield  services 

457.5 

27 

1.79 

15.1 

0.7 

5.73 

invest 

Industries/CATV,  electronics 

385.6 

29% 

1.99 

14.9 

0.8 

12.33 

invest 

SOUrce/oilfield  products  t\  services 

441.3 

52 

3.51 

14.8 

1.0 

11.74 

invest 

t  Mississippi/chemicals,  oil  &  gas 

357.7 

20% 

1 .38 

14.7 

1.2 

5.28 

protect 

Broadcasting/broadcasting,  t  ATV,  pub 

309.2 

64% 

4.47 

14.5 

0.8 

12.98 
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e  Inc/publisbing,  forest  products 

2,881.8 

72% 

5.08 

14.3 

2.7 

31.84 

invest 

Sources:  Nourse  Associates,  standard  &  Poor's. 
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Index  of  companies  covered  in  news  stories  and  by  the  columnists  in  this  issue. 


The 

KID' 


Aer  Lingus   160 

American  Motors   42 

Ametek   67 

Armour   .  155 

Avanti  Motor   166 

Bacr  Group  161 

Bankers  Life  &  Casualty   10 

Bank  of  New  York   167 

Baskin-Robbins   96 

BMW  (W.  Germany]   167 

Bearings  Inc   140 

Bell  Telephone   25 

Bic  Pen   96 

Boeing   140 

Branitf  Intl   160 

Brctton  Woods  Resort   16 

Bristol-Myers   165 

British  Lcyland  (U.K.)   46,167 

Brooklyn  Union  Gas   31 

CFS  Continental   72 

California  Federal  Savings  &  Loan  Assn  112 

California  Thrift  and  Loan   113 

Campbell  Soup   108 

Carvel  95 

Chesebrough-Pond's  6,  67,  105 

Chromalloy  American   148 

Chrysler   42,  153,  167 

Coast  Federal  Savings  &.  Loan   66,  1 67 

Coca-Cola   88 

Columbia  Pictures   60 

Computer  Circuitry  Group   118 

Consolidated  Foods  72 

Conoco  53 

Control  Data  14 

Cray  Research  190 

A  T.  Cross   96,  164 

Daimler-Benz  |W.  Germanyl   167 

Dairy  Queen   92 

Dana  Corp  166 

Datsun   167 

Diebold   195 

Dome  Petroleum   53 

Dresser  Inds   68 

Dreyfus   167 

Dubuque  Packing   157 

Dunfey  Hotels   160 

E.L  Du  Pont  de  Nemours  &  Co   68 

Enterprise  Square  U  S  A  20 

Esmark   53 

Eureka   68 

Exxon   14 

Farmland  Foods   158 

Federated  Department  Stores   185 


Ferrari   

Fiat   

Fidelity  Group   

Ford   

Freedom  Savings  &  Loan  Assn 

Friden   

Fnendly's   

Fujitsu-Ltd  (Iapan|  

Gallo   

General  Dynamics  

GM   

General  Signal   

Gillette   

Grand  Metropolitan  Ltd  |U.K.) 

Gray,  Seifert  &  Co   

Gulf  Canada   

Haagen-Dazs   

Hartford  Steam  Boiler 

Inspection  £».  Insurance   

Haveg  Inds   

Heublein   

Hitachi  Ltd  llapan)   

Hunt  Wesson  Foods   

Idle  Wild  Foods   

Insilco   

Intel   

Iowa  Beef  Processors   

Kaman   

Liquitin  A  G.  (Italy)   

MA-Com   

MBPXL   

McDonald  Prods   

B  Manischewitz   

Maserati   

Mazda   

MGM   

Miles  Homes  

Mobil  

Mogen  David   

Monarch  Wine   

Monfort  of  Colorado  

Motion  Inds   

Motorola   

Municipal  Assistance   

NCR   

NICOR  

National  Beef  Packing   

National  Distillers   

NIMC   

National  Semiconductor   

Nationwide  Homes   

Newport  News  Shipbuilding  .... 
Nourse  Assocs   
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Pan  Am   I 

Paramount  Pictures   

The  Parker  Pen  Co   

Perpetual  American  Federal  Savings  &  Loan 

Peugeot-Citroen   

Pioneer  

Porsche-Audi   

Prudential  Insurance  Co  of  America   

ROLM   

Ransburg   

Renault   

Rockwell  Intl   

Rolodex   

Ronson   

S.E.  Rykoff  &  Co   

SCM   i  

SEAT  (Spain)   

Santos  Ltd  (Australia)  

Scientific-Atlanta   

Seagram   

Signal   

Standard  Oil  of  Ohio   

State  Farm  Insurance  

Stewart  Stamping   

Sun  Chemical   

Supreme  Feeders  

Swensen's   

Swift  

Sysco   

Taylor  

Nello  L.  Teer  &  Co   

Tenneco   

Texas  Eastern   

Texas  Federal  Savings  &  Loan   

Texas  Instruments  

Textron   

Time  Inc   

Times  Fiber  Communications  

Todd  Shipyards   

Toyota  llapan)   

Travelers   

USA  Network   

United  Technologies  

Volkswagen  A.G.  (W.  Germany)   

Volvo  (Sweden)   

Welch   

Whirlpool   

William  D  Witter   

World  Tableware   

Xerox  
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Flashbacks 


Edited  ByDero  A.  Saunders 


The  more  things  change.  .  . ." 
ems  from  past  issues  of  Forbes 

ty  years  ago  in  Forbes 

a  the  issue  of  October  1,  1921) 

hough  Secretary  Mellon,  acting 
he  wishes  of  President  Harding, 
mmended  to  the  Senate  Finance 
lmittee  that  excess  profits  taxes 
;pealed  effective  as  of  January  last, 
that  high  income  surtaxes  be  re- 
:d  to  25%  beginning  next  January, 
;ideration  of  the  revenue  bill  by  the 
mittee  to  date  indicates  that  the 
ss  profits  tax  will  stay  until  1922, 
that  the  reduction  in  surtaxes  will 

)  32%  The  completed  bill  will 

about  $3.2  billion." 

ien  Piggly  Wiggly  opened  [its  first 
everybody  laughed  at  the  self- 
tee  idea  that  [Clarence]  Saunders 
introduced.  In  fact,  the  scheme 
e  about  because,  in  his  plan  of 
anging  the  store  and  saving  as 
h  help  as  possible,  he  found  that  he 
it  as  well  cut  out  the  idea  of  wait- 
m  people  and  let  them  wait  on 
lselves.  And  people  began  to  stop 
tiing  when  they  found  themselves 
ngall  their  groceriesat  Piggly  Wig- 

.  .  With  the  saving  on  clerk  hire, 
rery,  and  losses  on  credit  sales, 
iders  found  that  he  could  sell  goods 
:  a  bit  cheaper  than  the  old-line 
2ries.  The  first  six  months  that 
■  did  three  times  the  business  that 
old  store  in  that  location  had 

in  its  best  six  months'  period, 
there  was  a  saving  of  $1,800  in 
cost  of  doing  business.  .  .  .  The 

Piggly  Wiggly  opened  its  doors 
temphis  in  September  1916,  and 
y  there  are  35  such  stores  in  the 

of  Memphis  alone  [and]  over 

.  .  in  the  U.S  " 

arence  Saunders  was  a  poor,  ill- 
oled  Virginian  who  grew  up  in 
lessee  working  at  a  spread  of  jobs 
imber  mills,  tobacco  sheds  and 
ovens,  among  others.  But  he 
tated  toward  the  grocery  busi- 
where  in  1916  he  made  his 
nal  invention:  the  self-service 
iry.  True,  his  first  Piggly  Wiggly 
:s  were  tiny  by  current  stan- 
; — a  few  hundred  square  feet — 
the  wicker  basket  each  customer 
;  on  his  arm  to  carry  his  groceries 
is  quaint  today.  But  all  that  the 

Cullens,  Big  Bears  and  other  su- 
larket  pioneers  of  the  early  1930s 
:o  do  was  to  swell  hugely  the  size 
unders'  stores  (often  by  leasing  a 
rupt  garage)  and  put  bis  wicker 


Piggly  Wiggly  founder  Clarence  Saunders, 
ini  'en  tor  of  self -sen  ice  food  retailing 

basket  on  wheels:  The  basic  idea  was 
in  place. 

He  lost  control  of  Piggly  Wiggly  in 
1923  in  a  spectacular  stock  market 
battle  with  Wall  Street  bears;  he  had 
cornered  the  market  with  large  stock 
purchases  on  credit,  and  was  ruined 
when  trading  was  halted.  He  then  built 
a  second  major  chain  called  "Clarence 
Saunders,  Sole  Owner  of  My  Name," 
which  failed  in  the  Depression,  and  a 
third,  his  "Keedoozle"  stores,  a  vision- 
ary try  at  completely  automating  gro- 
cery shopping.  A  fourth  venture  was  in 
the  wings  when  he  died  at  72  in  1953. 
But  who  else  made  so  vast  a  change  in 
the  food  shopping  habits  of  uncounted 
millions? 

Fifty  years  ago 

(October  1,  1931) 

"Many  plans  have  been  put  forth  by 
political  and  financial  leaders  of  the 
South  to  check  the  declining  tendency 
of  the  [cotton]  market  and  to  improve 
marketing  and  price  conditions.  Farm- 
ers are  demanding  that  something  be 
done  and  are  holding  the  greater  por- 
tion of  the  cotton  which  they  are  pick- 
ing from  day  to  day  in  the  hope  that 
relief  will  be  forthcoming  in  the  near 
future.  The  two  plans  which  have  at- 
tracted the  greatest  following  are  one 
by  Governor  Huey  Long  of  Louisiana 
which  seeks  to  prohibit,  through  legis- 
lative action,  the  planting  of  cotton  in 
1932,  and  one  formulated  by  Governor 
Ross  E.  Sterling  of  Texas  which  will 
bring  about,  through  legislation,  a  re- 


duction of  60%  in  the  cotton  acreage 
next  year,  a  reduction  of  one-third  in 
1933,  and  will  prohibit  thereafter 
planting  the  same  land  to  cotton  two 
years  in  succession." 

"Britain's  enforced  abandonment  of 

the  gold  standard,  even  though  it  may 
prove  only  temporary,  definitely  en- 
thrones the  United  States  as  the  pre- 
mier financial  nation  of  the  world  and 
marks  the  crowning  of  the  dollar  as  the 
medium  of  exchange  for  the  transac- 
tion of  international  commerce.  In 
other  words,  the  U.S.  has  inherited  the 
financial  crown  England  has  been 
compelled  to  relinquish.  Henceforth 
New  York,  not  London,  will  be  the 
world's  supreme  financial  center.  Our 
dollar  is  backed  by  $5  billion  of  gold 
against  the  pound's  $600  million." 

Twenty  five  years  ago 

(October  1,  1956) 

"Every  fourth  smoker  is  switching  to 
filter-tipped  cigarettes,  and  tobacco 
companies  are  speeding  up  the  band- 
wagon, which  has  grown  from  2 
brands  in  early  1952  to  about  20  at 
present.  R.J.  Reynolds  Tobacco  Co.'s 
Winston  is  out  front  with  a  cool  29 
billion  cigarettes  sold  annually.  In  the 
smoke  of  battle,  L&M  now  claims  to 
have  passed  Viceroy  for  second  place. 
As  the  fight  for  sales  heightens,  ciga- 
rette makers  are  drumming  out  mil- 
lions of  dollars  worth  of  advertising 
and  publicity  to  boom  their  brands." 

"If  there  was  anything  dogging  Wall 
Street's  attention  last  month,  it  was 
'tight  money'  But  it  was  not  so  much 
the  upward  march  of  interest  rates — 
despite  their  depressive  effect  on  bond 
prices,  and  the  disenchanting  aura 
they  cast  around  current  stock 
yields — which  gave  the  Canyon's  pros 
pause.  The  important  thing  was  the 
shrinking  money  supply  itself.  On  ev- 
ery hand,  new  competitors  were  ap- 
pearing to  blot  up  the  available  supply 
of  cash,  and  some  were  going  away 
empty-handed.  .  .  .  One  big  factor: 
The  U.S.  Treasury  alone  will  need 
some  $3  billion  in  new  money  before 
the  end  of  the  year.  ...  If  the  Treasury 
has  to  reach  as  high  as  3'/4%  on  its  tax- 
anticipation  securities  maturing  in 
March  and  June,  the  impact  on  the 
money  market  could  well  be  large. 
That  this  is  quite  possible  was  evi- 
denced last  month,  when  the  Treasury 
had  to  pay  nearly  3%  on  a  91 -day  bill 
flotation." 
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Fools  do  not  know 
how  clearly  linked 
are  luck  and  merit. 
Goethe 


Self-trust  is  the 
essence  of  heroism. 
Ralph  Waldo  Emerson 


Heroes  are  created 
by  popular  demand, 
sometimes  out  of  the 
scantiest  materials. 
Gerald  W.  Johnson 


The  great  are  only  great 
because  we  are  on  our  knees. 
Pierre  Proudhon 


We  can't  all  be  heroes 
because  someone  has  to 
sit  on  the  curb  and 
clap  as  they  go  by. 
Will  Rogers 


The  man  who  spends  his 
life  without  winning 
fame  leaves  such  mark  of 
himself  on  earth  as  smoke 
in  air  or  foam  on  water. 
Dante 


A  Text . . . 

These  that  hath  turned 
the  world  upside  down 
are  come  hither  also. 
Acts  17:6 


Sent  in  by  Edward  G.  Nelson,  Superior, 
Wis.  What's  your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of  texts  used. 


Every  human  being  is 
responsible  for  himself, 
and  not  under  obligation 
to  meet  the  expectations 
of  others. 
Fritz  Perls 


Thoughts 

on  the  Business  of  Life 


My  observation  and 
investigation  hare 
convinced  me  that  nine 
times  in  ten  success 
is  won  by  those  who 
deserve  to  win  it  Dame 
Fortune  is  not  so  capricious 
as  superficial  indications 
sometimes  would  suggest: 
Fame,  responsibility 
and  (uninherited)  wealth 
usually  seek  shoulders 
broad  enough  to  bear 
them  worthily 
B.C.  Forbes 


Greatness  knows  itself. 
Shakespeare 


Gentility  without  ability 
is  worse  than  plain  beggary. 
John  Ray 


A  mark  of  a  successful 
leader  is  an  attitude 
of  expectancy. 
Arnold  Glasow 


Fortune  and  love  don't  always 
favor  the  most  deserving. 
English  Proverb 


Nobody  talks  more  of  free 
enterprise  and  competition 
and  of  the  best  man  winning 
than  the  man  who  inherited 
his  father's  store  or  farm. 
C.  Wright  Mills 
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More  than  3,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  m  a 
5 74-page  book  at  $11.95.  Send  check  and 
order  to:  Forbes  Inc..  60  Fifth  Ave..  New 
York,  N.Y.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


Passion  for  fame:  a  passion 
which  is  the  instinct  of 
all  great  souls. 
Edmund  Burke 


The  superior  man  makes 
the  difficulty  to  be  overcome 
his  first  interest;  success 
comes  only  later. 
Confucius 


To  make  good  you  must 
have  some  talent  other 
than  determination. 
William  Feather 


There  is  no  meaning  to 
life  except  the  meaning 
man  gives  his  life  by  the 
unfolding  of  his  powers. 
Erich  Fromm 


God  sendeth  fortune  to  fools. 
John  Heywood 


Man  comes  to  power  through 
his  bad  qualities  and  keeps 
power  through  his  good  ones. 
La  Rochefoucauld 


Consciousness  of  our 
powers  augments  them. 
Vauvenargues 


It  is  better  to  deserve 
honors  and  not  have  them 
than  to  have  them  and 
not  deserve  them. 
Mark  Twain 


Power  undirected  by  high 
purpose  spells  calamity; 
and  high  purpose  by  itself 
is  utterly  useless  if  the 
power  to  put  it  into 
effect  is  lacking. 
Theodore  Roosevelt 


Reason  and  judgment  are 
the  qualities  of  a  leader. 
Tacitus 
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